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February 3, 2005 

 
Dear Nexia shareholder: 

You are cordially invited to attend the annual and special meeting (the “ M eeting” ) of the shareholders of 
Nexia Biotechnologies Inc. (“ Nexia” ) to be held on March 7, 2005, at 3:00 p.m, in Le Petit Salon, Hilton 
Montreal A irport, 12505 Côte-de-Liesse, Montreal, Qu� bec, Canada. 

This is a very important Meeting at which you will decide the future of Nexia. A t the Meeting, you w ill 
be asked to approve a special resolution (the “ Sale Resolution” ) in respect of the sale of substantially all 
of the assets of Nexia to PharmAthene Canada, Inc., a wholly-owned subsidiary of PharmAthene, Inc. 
(ªPharmAtheneº ) (the ªSale Transactionº ) for cash and securities of PharmAthene. You will also be 
asked to approve another resolution (the ªReduction in Capi tal  Resolution” ) to reduce the stated capital 
account of the common shares of Nexia to effect a special distribution of cash to the shareholders. A f ter 
careful  consideration, the Board of  Di rectors has approved the Sale Transaction and recommends that 
you vote FOR the two resolutions.  

Reasons for the Sale Transaction 

In listening to a number of you over the last weeks, it is clear to me that you would like a brief summary 
of the transaction and why this transaction is a good one for Nexia, its shareholders and employees. Let 
me try to do that in this letter, recognizing that the Circular contains a more detailed description of the 
Sale Transaction. 

Nexia has agreed to sell our Protexia® assets to PharmAthene for an aggregate of US$18 million payable 
in cash and Series C Convertible Preferred Shares plus a number of warrants of PharmAthene. If the 
resolutions are passed, Nexia shareholders wil l: 

• receive a minimum of $0.60 per share (and, in certain circumstances, up to a maximum of 
$0.72). Collectively all Nexia shareholders w ill receive approximately between $14 million 
and $16.8 million in cash. The exact amount of this distribution w ill be announced at the 
Meeting; 

• continue to hold their shares of Nexia, whose value wil l be attributed to: 

- the securities (shares and warrants) of PharmAthene. PharmAthene will hold a 
portfolio of drugs used in biodefense and chemical defense including: a vaccine and 
two therapeutic programs for preventing or treating Anthrax, and Protexia®, a drug to 
counter the toxic effect of nerve agents. As a group, Nexia shareholders will indirectly 
hold approximately 10.4% (10.0%, if $0.72 per share is distributed) of the outstanding 
shares of PharmAthene; 
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- cash on hand; 

- BioSteel®; and 

- unrecognized tax assets. 

Nexia will hold the shares and warrants of PharmAthene until such time that PharmAthene goes public 
through a public offering, should this occur, or the Board of Directors of Nexia decide on a permissible 
alternative course of action. Nexia will also continue to own the BioSteel® assets which it intends to sell. 
If PharmAthene completes an IPO, there would be an opportunity for Nexia to realize on its holdings and 
distribute the cash proceeds from the sale of the Series C Convertible Preferred shares (or the common 
shares into which they are convertible) and warrants. 

Importantly, Sprott Securi ties, f inancial  advisors to the Special  Commi ttee appointed by the Board of  
Di rectors of  Nexia, has advised the commi ttee that the aggregate consideration of  US$18 mi l l ion in 
cash and shares plus warrants is fai r, f rom a f inancial  point of  view, to Nexia.  

This transaction is driven by a continued belief in Protexia®, our lead product, and a desire to contribute 
the expertise of Nexia to that of a company w ith specific biopharmaceutical expertise that Nexia currently 
does not have in product development, commercialization and the financing of biotech companies with 
biodefense products. The Board recognizes that substantial funds, greater than those currently held by 
Nexia, will be required to complete the clinical and regulatory work for Protexia®, and that obtaining 
these funds would be very difficult for Nexia, given its history and market conditions.  

We believe that Protexia®’s value can best be realized under the leadership of the management of 
PharmAthene. As long as Nexia holds the securi ties of  PharmAthene, Nexia’s shareholders wi l l  have 
the opportuni ty to share through Nexia’s holdings in the future success of  Protexia® and the other 
biodefense products that PharmAthene is developing.  

The fit between the companies is a good one. Through its military partners, Nexia has demonstrated 
success for Protexia�  in pre-clinical tests against nerve agents for both prophylaxis and post-exposure 
treatment. Nexia has a mature and productive research organization and related facilities, plus a 
transgenic platform for producing biological products in goats as well as a sophisticated farm expertly 
staffed and managed. PharmAthene has the clinical and regulatory expertise to advance Protexia�  
through the next clinical steps, plus marketing and educational expertise to commercialize their products 
to the military and other markets. And importantly, they have access to capital, as evidenced by their 
recent US$50 million financing through three leading U.S. health care venture capital funds to be funded 
in two tranches, the first one of which occurred in October 2004 and the second one which is conditional 
on PharmAthene meeting certain business milestones. Additionally, PharmAthene will offer employment 
to all but three of the sixty Nexia employees, providing them with a positive future. 

There are serious impl ications i f  this transaction is not approved. Nexia currently has about one year of 
cash under a sub-optimal development program. If Nexia cannot raise additional capital and hire the 
required expertise, or license Protexia�  to a well capitalized company with the required expertise and 
market access, then within the year, the Board must decide whether or not to w ind down the company in 
an orderly manner w ith a minimal, if any, distribution to shareholders. I have been advised that, without 
approval of the transaction, the three Board members who formed the Special Committee will resign 
from the Nexia Board. But there are posi tive reasons to complete this transaction as outlined above. For 
those reasons and others outlined in the Circular, the Board of Directors recommends that you vote FOR 
the two resolutions. 
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Dr. Jef f rey Turner, M DS and OTPP to Vote In Favour 

Dr. Jeffrey Turner, the MDS Funds and the Ontario Teachers Pension Plan who together own or control 
an aggregate of 38% of Nexia shares will, subject to certain conditions, vote their shares for approval of 
the Sale Resolution. 

Business Description Af ter the Sale Transaction 

Follow ing the completion of the Sale Transaction and the proposed reduction in capital, Nexia will not 
have an operating business, material liabilities or substantial assets other than (i) cash (of which, 
assuming a Special Distribution of $0.60 per Share, $3.3 million has been allocated to cover the foreseeable 
expenses of Nexia), (ii) approximately $1.0 million of investment tax credits recoverable, 
(iii) unrecognized tax assets, and (iv) Warrants of PharmAthene and 10.4% (10.0% if $0.72 per share is 
distributed) of the outstanding shares of PharmAthene, both to be received by Nexia as part of the 
consideration for the sale of its business. If the Sale Resolution and the Reduction in Capital Resolution 
are approved, Nexia will effect a special distribution of at least $0.60 per Share (and at most $0.72 per 
share) by way of a return of capital. Based on information currently available to management of Nexia, it 
is expected that the recommended special distribution wil l be between $0.60 and $0.68 per Share. 

Di rectors and Of f icers 

As substantially all of Nexia’s assets and employees will be transferred to PharmAthene, Nexia’s 
activities, after the closing of the Sale Transaction, will be limited to overseeing its investment in 
PharmAthene. Accordingly, Nexia intends, shortly after closing of the Sale Transaction, to substantially 
reduce the size of its Board of Directors and its management structure. Philip Blake, Larry Milligan and 
myself will serve as the directors of Nexia follow ing the payment of the special distribution. 

Share Capi tal ization Af ter the Sale Transaction 

The Sale Transaction contemplates a sale of assets and thus w ill not affect the authorized share capital of 
Nexia, nor wil l it alter the number and kind of issued and outstanding securities of Nexia. The stated 
capital relating to the common shares w ill, however, be reduced by the amount of the special distribution. 

Stock Exchange Listing and Status as a Reporting Issuer Af ter the Sale Transaction 

Nexia shares currently trade on the TSX. In order to maintain a listing on the TSX, certain qualitative and 
quantitative requirements must be met. If the Sale Transaction proceeds, Nexia will not meet these 
requirements as it w ill cease to be engaged in ongoing business. As a result, Nexia is considering its 
listing options, including the possibil ity of transferring its l isting to NEX, a newly established separate 
board of the TSX Venture Exchange. Nexia will continue to be a reporting issuer under securities 
legislation in Canada following closing of the Sale Transaction. 

Shareholders Approval  

For the Sale Transaction to proceed, it must be approved by not less than two-thirds of the votes cast by 
shareholders present in person or represented by proxy and entitled to vote at the Meeting. The 
Reduction in Capital Resolution is also subject to the approval of shareholders by special resolution. Af ter 
careful  consideration, and as mentioned above, the Board of  Di rectors has approved the Sale 
Transaction and recommends that the shareholders of  Nexia vote FOR the Sale Resolution and, i f  the 
Sale Resolution is approved, FOR the Reduction in Capi tal  Resolution. The Reduction in Capital 
Resolution will only be implemented if the Sale Resolution is passed by the shareholders of Nexia. 
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Included w ith this letter is the formal notice of the Meeting, the Circular and a form of proxy. The 
accompanying Circular provides a description of the Sale Transaction, the businesses of Nexia and 
PharmAthene, and related historical and pro forma financial information. We urge you to carefully 
consider all of the information in the Circular. If you require assistance, please consult your financial, 
legal or other professional advisors. 

A ll of our shareholders are invited to attend the Meeting. It is important that you be represented at the 
Meeting. Whether or not you are able to attend the Meeting in person, please complete, sign and date the 
enclosed form of proxy and return it in the envelope provided as soon as possible. Completing and 
returning the enclosed form of proxy wil l not limit your right to vote in person if you w ish to attend the 
Meeting and vote personally. 

On behalf of the Board of Directors, I would like to thank all the shareholders for their support over the 
years. 

We hope to see you at the Meeting. 
Yours very truly, 

 

William C. Garriock 
Chairman of the Board 

 



 

 

 

NOTICE OF ANNUAL AND SPECIAL M EETING OF SHAREHOLDERS 

NOTICE IS HEREBY GIVEN that an annual and special meeting (the ªM eetingº ) of the 
shareholders (the ªShareholdersº ) of Nexia Biotechnologies Inc. (ªNexiaº ) will be held in Le Petit Salon, 
Hilton Montreal A irport, 12505 Côte-de-Liesse, Montreal, Qu� bec, Canada, on Monday, March 7, 2005, at 
3:00 p.m. (Montreal time), for the follow ing purposes: 

1. to receive the audited consolidated financial statements of Nexia for the financial year ended 
August 31, 2004 and the auditors' report thereon; 

2. to elect directors of Nexia; 

3. to appoint Ernst & Young LLP, chartered accountants, as auditors of Nexia for the next financial 
year and to authorize the directors to fix their remuneration; 

4. to consider and, if thought advisable, to pass, with or without variation, a special resolution (the 
ªSale Resolutionº ), in the form attached as Schedule A to the accompanying management 
information circular (the ªCi rcularº ), approving the sale of substantially all the operations and 
assets of Nexia related to Protexia�  (recombinant human butyrylcholinesterase) (the ªBusinessº ) 
to PharmAthene Canada, Inc., a wholly-owned subsidiary of PharmAthene, Inc. 
(ªPharmAtheneº ), (the ªSale Transactionº ) in consideration for (i) an aggregate amount of 
US$18 million in cash and Series C Convertible Preferred Shares of PharmAthene (the ªSeries C 
Sharesº ) valued at about US$0.91 per share; (ii) warrants to acquire Series C Shares (in an 
amount equal to 30% of the number of Series C Shares to be issued to Nexia) exercisable at about 
US$0.91 per share and expiring on the third anniversary of the closing of the Sale Transaction; 
(iii) warrants to acquire common shares of PharmAthene (in an amount equal to 18% of the 
number of Series C Shares to be issued to Nexia; subject to reduction if certain business 
milestones are met by PharmAthene as specified in the warrants) exercisable at US$0.01 per share 
and expiring in October 2014; and (iv) the assumption of liabilities relating to the Business; 

5. conditional upon the approval of the Sale Resolution, to consider and, if thought advisable, to 
pass, with or without variation, a special resolution (the ªReduction in Capi tal  Resolutionº ), in 
the form attached as Schedule B to the Circular, approving a reduction in the stated capital of the 
common shares of Nexia for the purpose of effecting a special distribution of at least $0.60 and at 
most $0.72 per common share by way of a return of capital; and 

6. to transact such further or other business as may properly come before the Meeting or any 
adjournment or postponement thereof. 

Each of the Sale Resolution and the Reduction in Capital Resolution must be approved by at least 
two-thirds of the votes cast by the shareholders present or voting by proxy and entitled to vote at the 
Meeting. 



 

(i i) 

Pursuant to the Canada Business Corporations Act, holders of common shares of Nexia have the 
right to dissent in respect of the Sale Transaction and be paid the fair value of their shares, subject to 
certain conditions. The dissent procedures are described in the Circular under the heading ªDissent 
Rightsª . Failure to comply strictly with the dissent procedures may result in the loss or unavailabil ity of 
any right to dissent. 

Only shareholders of record at the close of business on January 25, 2005 will receive a notice of 
the Meeting and will be entitled to vote, in person or by proxy. 

DATED at Vaudreuil-Dorion, this 3rd day of February, 2005. 
 
By order of the Board of Directors 

 

William C. Garriock 
Chairman of the Board 

SHAREHOLDERS MAY EXERCISE THEIR RIGHTS BY ATTENDING THE MEETING OR BY COMPLETING AND RETURNING 
A FORM OF PROXY. SHOULD YOU BE UNABLE TO ATTEND THE MEETING IN PERSON, KINDLY COMPLETE, DATE AND 
SIGN THE ENCLOSED FORM OF PROXY AND RETURN IT IN THE ENVELOPE PROVIDED FOR THAT PURPOSE AT YOUR 
EARLIEST CONVENIENCE. TO BE VALID, PROXIES MUST REACH THE OFFICE OF COMPUTERSHARE TRUST COMPANY 
OF CANADA, 1500 UNIVERSITY STREET, SUITE 700, MONTREAL, QUÉBEC H3A 3S8, NO LATER THAN THE CLOSE OF 
BUSINESS ON MARCH 4, 2005 OR ON THE LAST BUSINESS DAY PRECEDING THE RECONVENING OF THE MEETING IN 
CASE OF ADJOURNMENT, OR MAY BE DELIVERED TO THE CHAIRMAN PRIOR TO THE COMMENCEMENT OF THE 
MEETING ON MARCH 7, 2005 OR ON THE DAY OF ANY RECONVENING OF THE MEETING IN CASE OF ADJOURNMENT. 
YOUR SHARES WILL BE VOTED IN ACCORDANCE WITH YOUR INSTRUCTIONS AS INDICATED ON THE PROXY. 
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GLOSSARY OF TERM S 

Unless the context otherwise requi res, the fol lowing terms shal l  have the meanings set forth 
below when used in this Ci rcular. These def ined terms are not always used in the f inancial  statements 
included herein. 

ªAf f i l iateº  - A  corporation shall be deemed to be an affiliate of another corporation if one of them is a 
subsidiary of the other corporation, or if both are subsidiaries of the same corporation or if each of them 
is controlled by the same person. 

ªAssumed Liabi l i tiesº  means the liabilities relating to the Business, which will be assumed by PAIC as 
contemplated in the Purchase Agreement. 

ªBoard of  Di rectorsº  means the board of directors of Nexia. 

ªBusinessº  means substantially all of Nexia's operations and assets related to Protexia� . 

ªCanadian GAAPº  means generally accepted accounting principles in Canada. 

ªCBCAº  means the Canada Business Corporations Act. 

ªCDSº  means The Canadian Depository for Securities Limited. 

ªCi rcularº  collectively, means the Notice of Annual and Special Meeting, this Management Information 
Circular relating to the Meeting and the letter to Shareholders accompanying this Circular. 

ªClosingº  means the consummation of the transactions contemplated by the Purchase Agreement. 

ªClosing Dateº  means March 8, 2005, or such later date within five business days of the satisfaction or 
waiver of the conditions to Closing set out in the Purchase Agreement, or such other date as may be 
agreed upon by PharmAthene, PAIC and Nexia. 

“ CM DF”  means Canadian Medical Discoveries Fund Inc. 

ªCommon Stock Purchase Warrantsº  means the warrants to acquire shares of PharmAthene Common 
Stock (in an amount equal to 18% of the number of Series C Shares to be issued to Nexia, subject to 
reduction if certain business milestones are met by PharmAthene as specified in the warrants) exercisable 
at US$0.01 per share and expiring in October 2014. 

ªDissent Rightsº  has the meaning set forth under the heading ªDissent Rightsª . 

ªDissenting Shareholderº  has the meaning set forth under the heading ªDissent Rightsª . 

ªFai rness Opinionº  has the meaning set forth under the heading ªThe Sale Transaction - Opinion of 
Financial Advisorª . 

ªGovernmental  Bodyº  means any: (i) federal, province, state, county, city, town, village, district or other 
jurisdiction; (ii) federal, province, state, municipal, local, foreign or other government; or 
(iii) governmental or quasi-governmental authority (including any governmental agency, branch, 
department, office or entity and any court or other tribunal). 

ª Interim Periodº  means the period from and after January 6, 2005 until the Closing Date. 
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ª Intermediaryº  has the meaning set forth under the heading ª Information Concerning the Meeting – 
Non-Registered Holdersª . 

ªM DS Fundsº  means, collectively, MDS Life Sciences Technology Barbados Investment Trust, MDS Life 
Sciences Technology Fund Limited Partnership, MDS Life Sciences Technology Fund (USA) L.P., MDS 
Health Ventures (PC) Inc., MDS Health Ventures (TC) Inc., MDS Health Ventures Inc., MDS Life Sciences 
Technology Fund Canadian Unit Trust and Canadian Medical Discoveries Fund Inc. 

ªM eetingº  means the annual and special meeting of Shareholders to be held on March 7, 2005 and all 
adjournments and postponements thereof. 

ªM eeting M aterialsº  has the meaning set forth under the heading ª Information Concerning the Meeting 
– Non-Registered Holdersª . 

ªNexiaº  means Nexia Biotechnologies Inc., a company incorporated under the CBCA and its subsidiaries, 
unless the context indicates otherw ise. 

ªNon-Registered Shareholderº  has the meaning set forth under the heading ª Information Concerning 
the Meeting – Non-Registered Holdersª . 

ªOTPPº  means Ontario Teachers' Pension Plan Board. 

ªPAICº  means PharmAthene Canada, Inc., a Canadian corporation and a wholly-owned subsidiary of 
PharmAthene. 

ªPersonº  means any individual, corporation, partnership, limited partnership, limited liability 
partnership, joint venture, association, limited l iability company, joint-stock company, trust, 
unincorporated organization or government or agency or political subdivision thereof or other entity. 

ªPharmAtheneº  means PharmAthene, Inc., a Delaware corporation. 

ªPharmAthene Common Stockº  means the common stock in the share capital of PharmAthene. 

ªPurchase Agreementº  means the Asset Purchase Agreement dated January 6, 2005, among Nexia, 
PharmAthene and PAIC, as amended, supplemented or restated from time to time. 

ªReduction in Capi tal  Resolutionº  means the resolution of the Shareholders concerning the reduction in 
the stated capital of Nexia, in the form attached as Schedule B to this Circular. 

ªSale Resolutionº  means the resolution of the Shareholders concerning the Sale Transaction, in the form 
attached as Schedule A to this Circular. 

ªSale Transactionº  means the sale of the Business to PAIC in consideration for (i) an aggregate amount 
of US$18 million in cash and Series C Shares at about US$0.91 per share; (ii) the Warrants, and (iii) the 
assumption of the Assumed Liabilities as contemplated by the Purchase Agreement. 

ªSeries A Sharesº  means the Series A Convertible Preferred Stock in the share capital of PharmAthene. 

ªSeries B Sharesº  means the Series B Convertible Preferred Stock in the share capital of PharmAthene. 

ªSeries C Sharesº  means the Series C Convertible Preferred Stock in the share capital of PharmAthene. 
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ªSeries C Shares Purchase Warrantsº  means the warrants to acquire Series C Shares in an amount equal 
to 30% of the number of Series C Shares to be issued to Nexia exercisable at about US$0.91 per share and 
expiring on the third anniversary of the Closing. 

ªShareholdersº  means the holders of Shares. 

ªSharesº  means the common shares in the capital of Nexia. 

ªSpecial  Commi tteeº  means the Special Committee of the Board of Directors. 

ªSpecial  Distributionº  means the special distribution effected to reduce the stated capital of the Shares if 
the Reduction in Capital Resolution is approved by the Shareholders. 

ªTax Actº  means the Income Tax Act (Canada), as amended and the regulations thereunder. 

ªTSXº  means the Toronto Stock Exchange. 

ªU.S. dol larsº  or ªUS$º  means United States dollars. 

ªU.S. GAAPº  means generally accepted accounting principles in the United States of America. 

ªU.S. Securi ties Actº  means the United States Securities Act of 1933, as amended. 

ªVoting Agreementº  means the voting agreement entered into between PharmAthene, the MDS Funds 
and OTPP, pursuant to which the MDS Funds and OTPP have agreed to vote their Shares in favour of the 
Sale Transaction, and to take other actions necessary to implement the Sale Transaction, all as set forth 
therein. 

ªWarrantsº  means, collectively, the Common Stock Purchase Warrants and the Series C Shares Purchase 
Warrants. 
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ABSENCE OF SECURITIES REGULATORY APPROVAL 

THE SALE TRANSACTION HAS NOT BEEN APPROVED OR DISAPPROVED BY ANY 
CANADIAN SECURITIES REGULATORY AUTHORITY, NOR HAS ANY CANADIAN 
SECURITIES REGULATORY AUTHORITY PASSED UPON THE FAIRNESS OR M ERITS OF THE 
SALE TRANSACTION OR UPON THE ACCURACY OR ADEQUACY OF THE INFORM ATION 
CONTAINED IN THIS CIRCULAR AND ANY REPRESENTATION TO THE CONTRARY IS 
UNLAWFUL. ANY REPRESENTATION TO THE CONTRARY M AY BE A CRIM INAL OFFENCE. 

REPORTING CURRENCIES AND ACCOUNTING PRINCIPLES 

The financial information regarding Nexia, including the Nexia audited financial statements 
incorporated herein by reference are reported in Canadian dollars and have been prepared in accordance 
with Canadian GAAP. The Nexia unaudited pro forma financial statements attached in Schedule E to this 
document are reported in Canadian dollars and have been prepared in accordance with Canadian GAAP. 

Except as otherwise expressly noted, the summary financial information regarding PharmAthene 
contained in this document is reported in U.S. dollars and has been prepared in accordance w ith 
accounting principles generally accepted in the United States (ªU.S. GAAPº ). 

INFORM ATION CONCERNING PHARM ATHENE AND ITS AFFILIATES 

All information in this Circular relating to PharmAthene or its Affiliates is based solely upon 
information provided to Nexia by PharmAthene. Nexia assumes no responsibility for the accuracy or 
completeness of such information or for any omission on the part of PharmAthene or its Affiliates to 
disclose facts or events that may affect the accuracy or completeness of any such information. 

A ll information in this Circular relating to PharmAthene or its Affil iates was provided to Nexia 
with a view to provide the Shareholders w ith sufficient information to permit the Shareholders to form a 
reasoned judgement concerning the advisability of approving the Sale Transaction. In the event that the 
Sale Resolution is approved and the Sale Transaction closes, Nexia's investment in PharmAthene will be 
accounted for in Nexia's financial statements on a cost basis. PharmAthene is a privately held company 
and does not have continuous disclosure obl igations simi lar to those imposed on Nexia. Accordingly, 
the information provided herein in respect of  PharmAthene, whether f inancial  or otherwise, may not 
be updated in the future. 

INFORM ATION CONCERNING FORWARD-LOOKING STATEM ENTS 

Except for the historical information presented herein, matters discussed herein may constitute 
forward-looking statements that are subject to certain risks and uncertainties that could cause actual 
results to differ materially from any future results, performance or achievements expressed or implied by 
such statements. Statements that are not historical facts, including statements preceded by, followed by, 
or that include the words ª believesº ; ª anticipatesº ; ª intendsº ; ª plansº ; ª expectsº ; ª estimatesº ; or similar 
statements are forward-looking statements. Such statements reflect management's current views and are 
based on certain assumptions. Shareholders are cautioned not to place undue reliance on these forward-
looking statements, which reflect management's analysis only as of the date thereof. These forward-
looking statements are subject to certain risks and uncertainties that could cause actual results to differ 
materially. Such risks and uncertainties include the risks disclosed in ª Risk Factorsº  and the effect of 
misjudgements in the course of preparing forward-looking statements. Actual results could differ 
materially from those currently anticipated as a result of a number of factors, including risks and 
uncertainties discussed in Nexia's filings with Canadian regulatory authorities, the approval of the Sale 
Transaction described herein by Shareholders and the satisfaction of all conditions relating thereto and to 
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the financing arrangements entered into among CMDF, OTPP and PharmAthene (including obtaining all 
required consents or approvals). An additional business risk associated with the Protexia�  program 
relates to the fact that large purchases are expected to be made from a few customers. Changes in demand 
from these customers could significantly affect our program. There can be no assurance that such 
development efforts wil l succeed, that such products will receive required regulatory clearance or that, 
such products would ultimately achieve commercial success. While Nexia anticipates that subsequent 
events and developments may cause Nexia's views to change, Nexia specifically disclaims any obligation 
to update these forward-looking statements. 

NOTICE TO UNITED STATES SHAREHOLDERS 

This solicitation of proxies by Nexia is not subject to the requirements of Section 14(a) of the 
United States Securities Exchange Act of 1934, as amended. Accordingly, the solicitation contemplated in 
the Circular is made in the United States in respect of securities of a Canadian foreign private issuer in 
accordance with Canadian corporate and securities laws, and the Circular has been prepared in 
accordance with disclosure requirements applicable in Canada. Nexia Shareholders in the United States 
should be aware that such requirements are different from those of the United States applicable to 
registration statements under the U.S. Securities Act and proxy statements under the United States 
Securities Exchange Act of 1934, as amended. 

The historical financial information of Nexia included in the Circular is presented in Canadian 
dollars and has been prepared in accordance with Canadian GAAP, which differs from U.S. GAAP in 
certain material respects, and thus the historical financial information of Nexia may not be comparable to 
the historical information of United States companies. See ªReporting Currencies and Accounting 
Principlesª . 

Shareholders in the United States should be aware that the proposed reduction in the stated 
capital of the Shares may have tax consequences both in Canada and the United States. Such 
consequences for Shareholders who are residents in, or citizens of, the United States are not described in 
this Circular. Each Shareholder should consult its own tax advisor concerning the effects of the proposed 
reduction in the stated capital of the Shares. 

Enforcement by Shareholders of civil liabil ities under the United States securities laws may be 
affected adversely by the fact that Nexia is organized under the laws of a jurisdiction other than the 
United States, that some of its officers and directors are resident of Canada, that some of the experts 
named in the Circular may be residents of Canada, and that all or a substantial portion of the assets of 
Nexia is and such persons may be located outside of the United States. 
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INFORM ATION CONCERNING THE M EETING 

Date, Time and Place of  M eeting  

The Meeting w ill be held in Le Petit Salon, Hilton Montreal A irport, 12505 Côte-de-Liesse, 
Montreal, Qu� bec, Canada, on Monday, March 7, 2005, at 3:00 p.m. (Montreal time) as set forth in the 
Notice of Annual and Special Meeting. 

Sol ici tation of  Proxies 

This Ci rcular is furnished in connection wi th the sol ici tation of  proxies by and on behal f  of  
the management of  Nexia for use at the M eeting. The cost of solicitation will be borne by Nexia. The 
solicitation of Shareholders wil l be made primarily by mail. In addition to the use of the mail, proxies 
may be solicited from Shareholders personally or by telephone or facsimile by directors, officers or 
employees of Nexia and by Sprott Securities Inc. without special compensation. Sprott Securities Inc. will, 
however, be compensated for its advisory services. See ªThe Sale Transaction Ð  Opinion of Financial 
Advisorº . 

Quorum for the Transaction of  Business 

Two or more persons present and holding or representing by proxy, not less than 10% of the 
shares entitled to vote at the Meeting shall form a quorum. If a quorum is not present at the opening of 
the Meeting, the Shareholders present or represented by proxy may adjourn the Meeting to a fixed time 
or place, but may not transact any other business. If a quorum is present at the opening of the Meeting, 
the Shareholders present who are represented by proxy may proceed with the business of the Meeting, 
notwithstanding a quorum is not present throughout the Meeting. 

Appointment of  Proxies 

The persons named in the enclosed form of proxy are directors of Nexia. A  Shareholder has the 
right to appoint a person other than the person designated in the form of  proxy (who need not be a 
Shareholder) to represent him or her at the M eeting. In order to do so, the Shareholder must strike out 
the names of  the persons named thereon and wri te such person's name in the appropriate space on the 
form of  proxy. Any proxy to be used at the Meeting must be received by Nexia's transfer agent, 
Computershare Trust Company of Canada, no later than the close of business on March 4, 2005 or on the 
last business day preceding any reconvening of the Meeting in case of adjournment or may be delivered 
to the Chairman of the Meeting prior to the commencement of the Meeting on March 7, 2005 or at any 
reconvening of the Meeting, in case of adjournment. 

Revocation of  Proxies 

A Shareholder executing the enclosed form of proxy has the power to revoke it by instrument in 
writing executed by the Shareholder or an attorney authorized in writing or, where the Shareholder is a 
corporation, by a duly authorized officer or attorney of the corporation. The instrument of revocation 
must be delivered to Nexia, c/ o Computershare Trust Company of Canada, Proxy Department, 
1500 University Street, Suite 700, Montreal, Qu� bec, H3A 3S8, any time up to and including 5:00 p.m. 
(Montreal time) on the last business day preceding the date of the Meeting or any adjournment or 
postponement thereof or to the Chairman of the Meeting on the day of the Meeting or any adjournment 
or postponement thereof before any vote in respect of which the proxy is to be used shall have been 
taken. 
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A person who has given a proxy may revoke it at any time including at any adjournment, unless 
the proxy has already been used. A proxy may be revoked by a written notice executed by the 
Shareholder or by his attorney or, if the Shareholder is a corporation, by an officer or an attorney thereof 
duly authorized and sent to the Secretary of Nexia. The authority conferred upon the proxyholder may 
also be revoked if the Shareholder attends the Meeting in person and makes a request to that effect. 

Voting of  Proxies 

The persons named in the enclosed form of proxy wil l exercise the voting rights attached to the 
Shares for which they have received the proxy in accordance with the instructions indicated in the form 
of proxy. In the absence of  instructions, the voting ri ghts attached to the Shares for which a proxy has 
been received shal l  be exercised in favour of  al l  the resolutions described herein. The enclosed form of 
proxy confers discretionary power upon the proxyholder with respect to amendments to the matters set 
forth in the Notice of Meeting and with respect to all other matters which may properly be brought 
before the Meeting and all adjournments thereof. A t the time of printing this Circular, the management of 
Nexia is not aware of any such amendments or other matter that may come before the Meeting. I f , 
however, such amendment or other matters do properly come before the M eeting or any adjournment 
thereof , the Shares represented by the form of  proxy wi l l  be voted at the discretion of  the proxyholder 
in accordance wi th his judgment. 

Non-Registered Holders 

The information set forth in this section is important to the many Shareholders who do not hold 
their Shares in their own names (the ªNon-Registered Holdersº ). Non-Registered Holders should note 
that only proxies deposited by Shareholders whose names appear on the records of Nexia as the 
registered holders of Shares can be recognized and acted upon at the Meeting. However, in many cases, 
Shares beneficially owned by a Non-Registered Holder are registered either: 

1. in the name of an intermediary (an ª Intermediaryº ) that the Non-Registered Holder 
deals with in respect of the Shares, such as, among others, banks, trust companies, 
securities dealers or brokers and trustees or administrators of self-administered RRSPs, 
RRIFs, RESPs and similar plans; or 

2. in the name of a clearing agency (such as The Canadian Depository for Securities 
Limited, or ªCDSº ), of which the Intermediary is a participant. 

In accordance with the requirements of National Instrument 54-101 Ð  Communication with 
Beneficial Owners of Securities of a Reporting Issuer, Nexia has distributed copies of the Notice of Meeting, 
the Circular and the accompanying form of proxy (collectively, the ªMeeting Materialsº ) to the clearing 
agencies and Intermediaries for onward distribution to Non-Registered Holders. 

Intermediaries are required to forward the Meeting Materials to Non-Registered Holders unless a 
Non-Registered Holder has waived the right to receive them. Very often, Intermediaries w ill use service 
companies to forward the Meeting Materials to Non-Registered Holders. Generally, Non-Registered 
Holders who have not waived the right to receive the Meeting Materials will either: 

1. be given a proxy which has already been signed by the Intermediary (typically by a 
facsimile, stamped signature) which is completed as to the number of Shares beneficially 
owned by the Non-Registered Holder but which is otherwise uncompleted. This form of 
proxy need not be signed by the Non-Registered Holder. In this case, the Non-Registered 
Holder who w ishes to submit a proxy should otherw ise properly complete the form of 
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proxy and deposit it w ith Computershare Trust Company of Canada as described above; 
or 

2. more typically, be given a voting instruction form which must be completed and signed 
by the Non-Registered Holder in accordance with the directions on the voting instruction 
form. 

The majority of brokers now delegate responsibil ity for obtaining instructions from clients to the 
Independent Investor Communications Corporation (ª IICCº ). The IICC typically mails a proxy form to 
the Non-Registered Holders and asks such Non-Registered Holders to return such proxy form to the IICC 
(the IICC form also allows completion of the voting instructions form by telephone). The IICC then 
tabulates the results of all instructions received and provides appropriate instructions respecting the 
voting of Shares to be represented at a shareholders' meeting. A Non-Registered Holder receiving a 
proxy form from the IICC cannot use that proxy to vote Shares directly at the Meeting, the proxy must be 
returned to the IICC well in advance of the Meeting in order to have the Shares voted. 

Shares held by brokers or their agents or nominees can be voted for or against resolutions only 
upon the instructions of the Non-Registered Holder. Without specific instructions, brokers and their 
agents and nominees are prohibited from voting Shares for the broker's clients. The purpose of these 
procedures is to permit Non-Registered Holders to direct the voting of the Shares they beneficially own. 
Should a Non-Registered Holder who receives either a proxy or a voting instruction form wish to attend 
and vote at the Meeting in person (or have another person attend and vote on behalf of the Non-
Registered Holder), the Non-Registered Holder should strike out the names of the persons named in the 
proxy and insert the Non-Registered Holder's (or such other person's) name in the blank space provided, 
or, in the case of a voting instruction form, follow the corresponding directions on the form. In either 
case, Non-Registered Holders should careful ly fol low the instructions of  thei r Intermediaries and 
thei r service companies and ensure that instructions respecting the voting of  thei r Shares are 
communicated to the appropriate person. 

Voting Shares and Principal  Holders Thereof  

Shareholders whose names are registered on the lists of shareholders of Nexia as at the close of 
business, Montreal time, on January 25, 2005, being the date fixed by Nexia for the determination of the 
registered holders of Shares who are entitled to receive notice of the Meeting, w il l be entitled to exercise 
the voting rights attaching to the Shares in respect of which they are so registered at the Meeting, or any 
adjournment thereof, if present or represented by proxy thereat. 

As at the close of business on January 25, 2005, there were 23,366,789 Shares issued and 
outstanding. Shareholders are entitled to one vote per Share. 



 
 

9 

As at January 25, 2005, to the knowledge of the directors and officers of Nexia, the following 
person beneficially owned directly or indirectly, or exercised control or direction over shares carrying 
more than 10% of the votes attached to the outstanding Shares. 

Shareholders 

Number of  
Shares Benef icial ly 
Owned Di rectly or 

Indi rectly, or Over Which 
Control  or Direction is 

Exercised Percentage of  Class 

MDS Funds ...................................................................................... 4,525,353 19.4% 

Jeffrey D. Turner.............................................................................. 2,573,543 11.0% 
 

Votes Requi red to Approve Special  Resolutions 

Each of the Sale Resolution and Reduction in Capital Resolution must be approved by not less 
than two-thirds of the votes cast by Shareholders present in person or represented by proxy and entitled 
to vote at the Meeting. 

To the knowledge of the management of Nexia, Mr. Lawson, a director of Nexia, holding less 
than 0.1% of the outstanding Shares, intends to vote against the Sale Resolution. 

The MDS Funds and OTPP have agreed, subject to certain conditions, with PharmAthene to vote 
the Shares they own or control in favour of the Sale Resolution. Dr. Turner has informed the Board of 
Directors of his intention to also vote in favour of the Sale Resolution. Consequently, an aggregate of 
8,885,662 Shares (representing approximately 38% of the aggregate votes that may be cast) at the Meeting 
will be voted in favour of the Sale Resolution and, if the Sale Resolution is passed, in favour of the 
Reduction in Capital Resolution. 

ROUTINE BUSINESS 

Election of  Di rectors 

The Board of Directors annually reviews its composition with respect to the skills, experience and 
expertise of its members and draws up, for purposes of review and approval by the Board of Directors, a 
list of nominees to be proposed as directors of Nexia. 

The articles of incorporation, as amended, of the Company stipulate that the Board of Directors 
shall consist of a minimum of one and a maximum of 15 directors. The Board of Directors currently 
consists of nine directors. The Board of Directors has fixed the number of directors at seven and 
accordingly, management will propose the seven persons named in the table below as nominees for 
election as directors of Nexia. Management does not contemplate that any of the nominees will be unable 
to serve as a director, but if that should occur for any reason prior to the Meeting, it is intended that 
discretionary authority shall be exercised by the persons named in the accompanying form of proxy to 
vote the proxy for the election of any other person or persons in place of any nominee or nominees unable 
to serve. Unless he or she resigns beforehand (see below), each director elected will hold office until the 
close of the next annual meeting of Shareholders or until his or her successor is appointed or elected. 
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The following table sets forth the name of each person management proposes as director of 
Nexia, the year in which such person became a director (if applicable) of Nexia, the position or office held 
with Nexia, the principal occupation of each director and the number of Shares which each director 
beneficially owns directly or indirectly or over which he exercised control or direction as at January 25, 
2005. 

Name and M unicipal i ty of   
Residence 

Di rector 
Since 

Posi tion or Off ice 
Wi th Nexia Principal  Occupation(1) 

Number of  Shares 
Benef icial ly Owned 
Di rectly or Indi rectly 

or Over Which Control  
or Direction is 

Exercised (1) 

William C. Garriock(2) (3)(4)(5) 
Toronto, Ontario 

1994 Chairman of the 
Board of Directors 

President and Company 
Director, Garry Oaks Advisors; 
former Chairman, MDS Sciex, 
Division of MDS Inc. and 
former Executive-at-large, 
MDS Inc. (a health and life 
sciences company) 

Ð  

Philip Blake(6) 
Toronto, Ontario 

2004 Director President and Chief Executive 
Officer of Bayer Inc. 

Ð  

Harold D. Hafs, Ph.D.(2) 
Mountainside, New Jersey 

1996 Director Professor, Rutgers University 13,875 

Peter S. Janson(2)(6) 
Toronto, Ontario 

2004 Director Retired; Director of Tembec 
Inc. and ATS Automation 
Tooling Systems Inc.; former 
Chairman and Chief Executive 
Officer of AMEC Inc. 

Ð  

Larry P. Mill igan, Ph.D.(3)(6) 
Guelph, Ontario 

1994 Director Professor, University of 
Guelph 

8,000 

Jean-Christophe Renondin, MD(4) 
Montreal, Qu� bec 

2001 Director Managing Director, Private 
Equity, MDS Capital Corp. (a 
manager/ advisor to 
investment funds) 

Ð  

Rosemary D. Zigrossi (2)(4) 
Toronto, Ontario 

2000 Director Vice-President, Venture 
Capital, Ontario Teacher's 
Pension Plan Board (a pension 
fund) 

1,788,016(7) 

   

(1) This information, which was not verified independently by Nexia, was furnished by the directors individually. 
(2) Member of the Audit Committee. 
(3) Member of the Compensation Committee. 
(4) Member of the Nominating Committee. 
(5) In April 2001, Mr. Garriock assumed the role of Director, Chairman and acting President of Ultravision Inc. to assist in the 

turnaround of the company. He ceased to be acting President shortly thereafter and resigned as Chairman and Director in 
July 2002. Ultravision subsequently filed a notice of intent to make a proposal under the Bankruptcy and Insolvency Act 
(Canada) in July 2002 and made an assignment under the Bankruptcy and Insolvency Act (Canada) in September 2002. 

(6) Member of the Special Committee. 

(7) Ms. Zigrossi owns or controls 1,250 of these Shares personally. The balance, 1,786,766 Shares, is held by OTPP. 
Ms. Zigrossi exercises control over these Shares in accordance with an OTPP internal delegation of power. 

Each of the persons named above has held the principal occupation indicated beside his or her 
name for the past five years, other than Mr. Blake, who from July 2000 to June 2002 was Executive Vice 
President of Bayer Inc. and from August 1997 to June 2000 was Senior Vice President of Bayer AG. 

Unless instructions are given to abstain f rom voting wi th respect to the election of  di rectors, 
the persons named in the enclosed form of  proxy intend to vote FOR the election of  the nominees 
named above. 

Each of the person named above has agreed to stand for re-election (or election in the case of 
Mr. Blake) in order to supervise the completion of the Sale Transaction. If the Sale Resolution is not 
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approved, Mr. Blake, Mr. Janson and Dr. Mill igan have advised management of Nexia that they intend to 
resign as directors of Nexia. 

If the Sale Resolution is approved, Nexia intends to reduce the size of the Board of Directors to 
three directors. Accordingly, shortly after the Closing of the Sale Transaction, Dr. Hafs, Mr. Janson, 
Mr. Renondin and Ms. Zigrossi will resign as directors. See ª Information Concerning Nexia Post Sale 
Transaction Ð  Directors and Officersª . 

Appointment of  Audi tors 

Management proposes the appointment of Ernst & Young LLP, Chartered Accountants, as 
auditors of Nexia. Ernst & Young LLP, Chartered Accountants, have been the auditors of Nexia since its 
inception. Their mandate will continue until the close of the next annual meeting of Shareholders or until 
their successors are appointed. The directors w ill fix the remuneration of the auditors at a future meeting 
of the Board of Directors. 

Unless instructions are given to abstain f rom voting wi th regard to the appointment of  
audi tors, the persons named in the enclosed form of  proxy intend to vote FOR the appointment of  
Ernst &  Young LLP, Chartered Accountants, as audi tors of  Nexia and wi l l  authorize the Board of  
Di rectors to f ix thei r remuneration. 
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THE SALE TRANSACTION 

General  

On January 6, 2005, Nexia, PharmAthene and PAIC, a wholly-owned subsidiary of 
PharmAthene, entered into the Purchase Agreement pursuant to which Nexia has agreed, subject to the 
approval of the Shareholders and other conditions, to sell substantially all of its operations and assets 
related to Protexia�  (recombinant human butyrylcholinesterase) to PAIC in consideration for (i) an 
aggregate amount of US$18 million in cash and Series C Convertible Preferred Shares of PharmAthene 
valued at about US$0.91 per share; (ii) warrants to acquire Series C Shares (in an amount equal to 30% of 
the number of Series C Shares to be issued to Nexia) exercisable at about US$0.91 per share and expiring 
on the third anniversary of the closing of the Sale Transaction; (i ii) warrants to acquire common shares of 
PharmAthene (in an amount equal to 18% of the number of Series C Shares to be issued to Nexia; subject 
to reduction if certain business milestones are met by PharmAthene as specified in the warrants) 
exercisable at US$0.01 per share and expiring in October 2014; and (iv) the assumption of liabilities 
relating to the Business. Nexia intends to divest itself of the BioSteel�  program. The Board of Directors 
has approved the Purchase Agreement. 

Two significant Shareholders, OTPP and CMDF, have entered into a binding agreement with 
PharmAthene regarding concurrent investments in Series C Shares thereof in an aggregate minimum 
amount of US$3.5 million, subject to certain conditions and an increase in their investment in Series C 
Shares based upon the amount of the reduction of stated capital approved as the Reduction in Capital 
Resolution by the Shareholders and subject to certain conditions including that such reduction results in a 
distribution to Shareholders of at least $0.60 per Share. 

Pursuant to the Purchase Agreement, a minimum amount of US$9.25 million in cash will be 
payable to Nexia by PAIC. This amount of US$9.25 million will be increased by any amount by which the 
concurrent investment by OTPP and CMDF in PharmAthene is greater than US$3.5 million in the 
aggregate. 

In particular, OTPP and CMDF, who own, in the aggregate, approximately 14% of the Shares, 
will invest in PharmAthene, in addition to the US$3.5 million in the aggregate mentioned above, an 
amount equal to their share of the proceeds of the cash amount approved as the Reduction in Capital 
Resolution for distribution as a reduction of Nexia's stated capital. This incremental investment by OTPP 
and CMDF will increase the cash payable to Nexia by PAIC. With the increase in the cash component of 
the Sale Transaction payable to Nexia, a corresponding reduction in the amount of the consideration 
payable by PAIC in Series C Shares would be made and the numbers of Warrants would be adjusted 
accordingly. 

The reduction of stated capital to be proposed to Shareholders at the Meeting will be at least $0.60 
per Share and, in certain circumstances, as much as $0.72 per Share. Based on information currently 
available to management of Nexia, it is expected that the amount of the recommended Special 
Distribution will be between $0.60 and $0.68 per Share. The amount of the recommended special 
distribution wil l be announced at the Meeting. The following table sets forth, assuming different levels of 
reduction of the stated capital being approved by the Shareholders, the anticipated aggregate special 
distribution to Shareholders, the approximate variable portions of the consideration payable to Nexia by 
PAIC under the Sale Transaction and the resulting approximate percentage of shares of PharmAthene to 
be held by Nexia. 
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Variable Consideration Payable to Nexia under the Purchase Agreement Percentage of   
Shares of  PharmAthene held 

by Nexia Series C Shares 
Amount of  

Reduction in 
Capi tal  per 

Share 

Amount of  
Distribution 

to 
Shareholders 

($)(1) Basic 
Ful ly-

Di luted(3) 
Cash 

(US$)(2) 
Value 

(US$)(2) Number 

Series C 
Shares 

Purchase 
Warrants 

Common 
Stock 

Purchase 
Warrants 

$0.60 14.0 mill ion 10.4% 12.1% 10.8 mill ion 7.2 million 7.8 million 2.4 million 1.4 million 

$0.64 15.0 mill ion 10.3% 11.9% 11.0 mill ion 7.0 million 7.7 million 2.3 million 1.4 million 

$0.68 15.9 mill ion 10.1% 11.8% 11.1 mill ion 6.9 million 7.6 million 2.3 million 1.4 million 

$0.72 16.8 mill ion 10.0% 10.8% 11.2 mill ion 6.8 million 7.5 million 2.3 million 1.4 million 

 
   

(1) Assuming that the cash component of the consideration payable by PAIC to Nexia is converted into Canadian dollars at a rate 
of exchange of $1.225 per U.S. dollar. 

(2) Assuming that the Canadian value of the concurrent investment in PharmAthene by CMDF and OTPP is converted into U.S. 
dollars at an exchange rate of $1.225 per U.S. dollar. 

(3) The percentage of shares of PharmAthene that may be held by Nexia is higher on a fully-diluted basis as a result of the 
assumed ownership (and the exercise) of the Series C Shares Purchase Warrants. Only the holders of Series C Shares have these 
Warrants. See º Information Concerning PharmAthene Ð  PharmAthene Share Capital Ð  Series C Shares Purchase Warrantsº . 

In accordance with the requirements of the Toronto Stock Exchange, Nexia wil l be required to 
give to the Exchange prior notice of the record date for determining Shareholders to whom the special 
distribution by way of return of capital will be paid. The Toronto Stock Exchange will issue a notice to its 
members with respect to the record date for payment of the special distribution. In accordance w ith the 
policies of the exchange, the Shares will trade on a ªex-distributionº  basis at the beginning of the second 
trading day prior to the record date for the payment of the special distribution. Nexia will also issue a 
news release announcing the record date once it has been determined. 

Background to the Sale Transaction 

In 2003, Nexia considered the implications of a transaction relating to its assets or to a merger. 

In the fall of 2003, discussions were held with a potential merger partner regarding a possible 
transaction. J.D. Lutes & Associates Inc. (ª Lutesº ) was retained as a special advisor to Nexia to assist in 
developing this transaction. The Board of Directors formed a Development Committee (which was 
subsequently reconstituted as the Special Committee). Discussions ended w ith this merger partner in 
January 2004 when due diligence by Nexia yielded unsatisfactory results. 

In January 2004, Nexia approached PharmAthene on a preliminary and informal basis. 

On January 22, 2004, a confidentiality agreement was signed with PharmAthene to permit the 
exchange of confidential information regarding the business and affairs of Nexia and PharmAthene. 

In February 2004, discussions were held between Nexia and PharmAthene but did not lead to 
any immediate concrete outcome. However, exploratory discussions among Nexia's and PharmAthene's 
respective managements continued during the next months. 

On July 6, 2004, members of the Development Committee met and were briefed on these 
discussions. They also received a presentation from PharmAthene concerning the benefits of a 
combination to the two parties. 

In July 2004, Ernst & Young LLP were retained to assist in financial due dil igence. 



 
 

14 

On July 14, 2004, a meeting of the Board of Directors was held to consider the continuing 
discussions w ith PharmAthene and counsel to Nexia briefed the Board of Directors with respect to its 
duties and responsibilities in the circumstances. 

On July 28, 2004, Nexia received an illustrative proposal from PharmAthene regarding a potential 
transaction with Nexia. 

On August l, 2004, the Development Committee retained the services of Mr. William K. Orr, now 
of Fasken Martineau DuMoulin LLP, as special legal counsel. 

On August 5, 2004, after having interviewed other potential advisors on July 23, 2004, Sprott 
Securities Inc. (ªSprottº ) were retained to act as financial advisors to the Development Committee. Lutes 
continued in its advisory role to Nexia. 

On August 6 2004, Dr. Martin Rosenberg was retained to assist in scientific due diligence relating 
to PharmAthene. 

On August 11, 2004, a meeting of the Development Committee was held to review Sprott's 
analysis of (i) general market conditions for financing Nexia's future development and (ii) potential 
merger candidates within the U.S. and Canadian biotech industry. The Development Committee also 
discussed a proposed letter of intent with PharmAthene and the due diligence process that was being 
conducted by both companies. 

In August, meetings and discussions were held by the legal advisors of Nexia and PharmAthene 
with respect to the structure of an eventual transaction and its terms. 

The Development Committee (and the Special Committee into which it was reconstituted) 
frequently discussed from August to December, 2004 the various structures considered by the two 
companies to implement the transaction, the merits of any transaction and the alternatives available to 
Nexia. 

On September 23, the Board of Directors met and considered alternatives to a possible transaction 
with PharmAthene, including management proposals. A fter consideration of the alternatives and 
proposals, the Board of Directors directed management to continue to negotiate w ith PharmAthene. A lso, 
at this meeting, the Development Committee was reconstituted as a Special Committee comprising 
Peter S. Janson as Chairman, Philip Blake and Larry P. Milligan. 

On October 13, 2004, the Board of Directors met and received the Special Committee's 
recommendation that the Board of Nexia authorize the signing of a letter of intent with PharmAthene and 
direct management to negotiate the terms of an agreement with PharmAthene for the sale of substantially 
all assets of Nexia. 

On October 15, 2004, a letter of intent was signed with PharmAthene with respect to the possible 
acquisition by PharmAthene of substantially all of Nexia's operations and assets, subject however to the 
negotiation of the terms of an agreement and satisfactory due diligence. 

In November 2004, reciprocal due diligence continued, including with respect to unsatisfactory 
scientific results with respect to one of PharmAthene's products. See ª Information Concerning 
PharmAthene Ð  PharmAthene's Portfolio of Products Ð  PharmAthene's ToxBlox™ª . 
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On November 15, 2004, the exclusivity period provided for in the letter of intent with 
PharmAthene expired. Nexia received informal inquiries from other interested parties thereafter, which 
were considered by the Special Committee. 

On December 12, 2004, the Board of Directors met and received a status report as to the 
PharmAthene transaction. After discussion and upon unanimous recommendation of the Special 
Committee, the Board of Directors determined that the PharmAthene transaction should be actively 
pursued in order to assess whether the terms of a transaction could be agreed to. 

On December 14, 2004, Nexia issued its financial results for the year ended August 31, 2004 and 
also announced, among other things, that: (i) in light of certain uncertainties, management and the Board 
of Directors had been exploring and considering a number of strategic alternatives that could be available 
to enable Nexia to fund its Protexia�  program and to meet its other corporate objectives; (ii) Nexia had 
signed confidentiality agreements, made management presentations and received inquiries; (iii) there 
could be no assurance that the process initiated by Nexia would lead to any transaction; (iv) Nexia could 
not comment on whether any such transaction would represent values greater or lesser than those 
reflected in the then current market capitalization of Nexia's shares; and (v) as a result of this process, 
Nexia had incurred significant expenses. 

On December 17, 2004, the Board of Directors met again and received updated status reports 
from the Special Committee and its advisors, including as to the progress of negotiations with 
PharmAthene. 

On December 23, 2004, a Special Committee meeting was held to review the progression of 
negotiations w ith PharmAthene. 

On January 3, 2005, a further meeting of the Board of Directors was held at which time it received 
the report of the Special Committee regarding the PharmAthene transaction, including its unanimous 
recommendation in respect thereof. A fter discussion, the Board of Directors approved the transaction 
with PharmAthene, subject to the negotiation of certain remaining business issues. Rosemary D. Zigrossi 
and Jean-Christophe Renondin abstained from voting on this resolution as a result of an actual or 
potential conflict of interest in connection w ith the Sale Transaction. See ªÐ  Interests of Certain Persons 
in the Sale Transactionª . Of the remaining seven directors, two directors voted against this approval. 

Reasons for the Sale Transaction 

In recommending and approving the Sale Transaction, the Special Committee and Board of 
Directors respectively considered several factors including the following: 

· The determination by the Board of Directors, after consultation with its advisors and 
considering the unanimous recommendation of the Special Committee, that the transaction 
contemplated by the Purchase Agreement is in the best interests of Nexia. 

· Sprott, who were retained to provide financial and strategic advice, had provided the Board 
of Directors w ith their opinion that the consideration to be paid by PharmAthene is fair, 
from a financial point of view, to Nexia. 

· The importance of placing the transaction contemplated by the Purchase Agreement before 
the Shareholders for their consideration. 

· The risks associated with moving Protexia�  from the current pre-clinical stage through the 
required clinical testing and regulatory approval process. 
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· The amount of cash and cash equivalents available to Nexia and the view of the Board of 
Directors that Nexia will require significant additional financing beyond the cash resources 
on hand to fund a proactive Protexia�  program and that Nexia w ill likely be unable, as a 
stand alone company, to raise in a timely manner the funds (including military development 
funds) necessary to fund its Protexia�  program without very significant dilution to the 
existing Shareholders. In addition, the outcome of any such fundraising effort is dependent 
on a number of factors outside of Nexia's control. 

· The Series C Shares forming part of the consideration payable to Nexia are non-voting but 
convertible into shares of PharmAthene Common Stock at any time. Accordingly, Nexia's 
ownership of Series C Shares would provide an opportunity for Shareholders to participate 
indirectly in the future of the operations and products of PharmAthene, including the future 
development of Protexia� . The shares of PharmAthene to be held by Nexia (not including 
those that may be acquired by Nexia pursuant to the exercise of the Warrants) w il l represent 
about 10.4% of PharmAthene's equity (such percentage being subject to reduction if the 
purchase consideration is adjusted and the number of Series C shares to be issued to Nexia 
is thereby reduced, see “ The Sale Transaction Ð  Generalª ). 

· PharmAthene's strong management team and the experience of its members in developing 
pharmaceutical products and in commercializing them. For Nexia to proceed on its own 
would require it to build an equivalent team or to outlicence the product to a 
pharmaceutical company with the required expertise. The Board of Directors believes that 
Protexia� 's value can best be realized in PharmAthene's hands, combining Nexia's expertise 
with that of PharmAthene and their access to financing and biodefense markets. 

· The long term opportunities for Nexia's employees provided by PharmAthene's offer. 

Recommendations of  the Board of  Di rectors  

THE BOARD OF DIRECTORS BELIEVES THAT THE SALE TRANSACTION IS IN  THE 
BEST INTERESTS OF NEXIA. ACCORDINGLY, THE BOARD OF DIRECTORS HAS APPROVED 
THE SALE TRANSACTION AND RECOM M ENDS THAT SHAREHOLDERS VOTE FOR THE 
APPROVAL OF THE SALE RESOLUTION. 

In approving the Sale Transaction and in making this recommendation, the Board of Directors 
considered a number of factors. In view of the variety of factors considered in connection with its 
evaluation of the Sale Transaction, the Board of Directors did not find it practicable to and did not 
quantify or otherwise assign relative weights to the specific factors considered in reaching its 
determination. The factors considered by the Board of Directors included: 

· the reasons detailed under ª -Reasons for the Sale Transactionª  above; 

· in the event that additional financing could not be secured or could not be secured under 
reasonable terms, Nexia could have to initiate a voluntary and orderly winding-down of its 
operations within the coming year; 

· the view of the Board of Directors that the terms and conditions of the Purchase Agreement, 
including the amount of the break fee and the circumstances under which it is payable, 
permit an unsolicited third party to propose or make a superior offer and allow the Board of 
Directors to deal with and consider a superior offer, provided Nexia complies w ith the terms 
of the Purchase Agreement; 
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· the support for the Sale Transaction by the MDS Funds and OTPP, together owning or 
controlling an aggregate of 27.1% of the outstanding Shares and of the votes that may be cast 
at the meeting. Subsequent to the approval by the Board of Directors of the Sale Transaction, 
Dr. Turner advised of his intention to vote for the Sale Transaction at the Meeting; 

· the Sale Resolution must be approved by not less than two-thirds of the votes cast by 
Shareholders present in person or represented by proxy at the Meeting and entitled to vote; 
and 

· registered Shareholders wil l have Dissent Rights. 

In reaching its determination, the Board of Directors also considered and evaluated, among other 
things: 

· information concerning the business, operations, property, assets, financial condition, 
operating results and prospects of Nexia and PharmAthene; 

· current industry, economic and market conditions and trends; 

· historical market prices and trading information w ith respect to the Shares; 

· the anticipated financial condition, results of operations and businesses of Nexia and 
PharmAthene before and after giving effect to the Sale Transaction; 

· the ability for Nexia to generate significant shareholder value on a stand-alone basis and to 
raise capital;  

· the other merger options that were available to Nexia; and 

· the opportunity afforded by the Sale Transaction to contribute the operations of Nexia to 
those of PharmAthene to create an entity with greater financial and business resources than 
Nexia alone. 

In order for the Sale Resolution to be approved, at least two-thirds of the votes cast by 
Shareholders, present in person or by proxy, must be voted in favour of the Sale Resolution. Unless 
speci f ied in the enclosed form of  proxy that Shares represented by the form of  proxy shal l  be voted 
against the Sale Resolution, the person represented in the enclosed form of  proxy intends to vote FOR 
the Sale Resolution. 

Each of the directors and officers of Nexia other than Mr. Lawson has advised Nexia that he or 
she w ill vote the Shares held by him or her in favour of the Sale Resolution. Mr. Lawson, who owns or 
controls less than 0.1% of the Shares, has advised Nexia that he wil l vote the Shares held by him against 
the Sale Resolution. 

Interests of  Certain Persons in the Sale Transaction 

In considering the recommendation of the Board of Directors with respect to the Sale Transaction, 
Shareholders should be aware that some of the directors and executive officers of Nexia have interests in 
the Sale Transaction and participate in arrangements that may present them with actual or potential 
conflicts of interests in connection with the Sale Transaction. The Board of Directors was aware of these 
interests and considered them, among other matters, when it approved the Purchase Agreement. In 
particular: 
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(i) Rosemary D. Zigrossi is the Vice-President, Venture Capital at OTPP. OTPP owns or 
exercises control over approximately 7.7% of the Shares. OTPP has agreed to make a 
concurrent investment in Series C Shares of US$2.0 million plus an amount equal to the 
U.S. dollar equivalent of the funds to be received by OTPP as Special Distribution. OTPP 
is a limited partner in HealthCare Ventures VII, L.P. OTPP's commitment is 
approximately 7%. HealthCare Ventures VII, L.P. is and w ill be a significant shareholder 
of PharmAthene (see ª Information Concerning PharmAthene Ð  Significant 
Shareholdersº ); 

(ii) Jean-Christophe Renondin is the Managing Director, Private Equity at MDS Capital 
Corp. MDS Capital Corp. provides management or advisory services to the MDS Funds. 
CMDF has agreed to make a concurrent investment in Series C Shares of US$1.5 million 
plus an amount equal to the U.S. dollar equivalent of the funds received by CMDF as a 
result of the Special Distribution. The MDS Funds, being CMDF and funds to which MDS 
Capital Corp. provides management or advisory services that are shareholders of Nexia, 
own or exercise control over approximately 19.4% of the Shares; 

(iii) certain employees and former employees of Nexia, including Jeffrey D. Turner and Dana 
L. Rath, have entered into agreements with Nexia providing for severance payments 
should their employment be terminated other than for cause. The severance agreements 
contemplate the payment of severance amounts ranging between six to 14 months of 
remuneration (the ªPeriodº ) (depending on the individuals), accrued vacation to the date 
of termination and the continuation of Nexia's health and dental benefits for the Period, 
or if not permissible, the cost in cash of providing reasonable alternative coverage during 
the Period;  

(iv) as at the close of business on January 25, 2005, directors and officers collectively owned 
or exercised control over approximately 19.2% of the outstanding Shares. This does not 
include 720,050 Shares underlying currently exercisable options to acquire Shares, which 
these directors and officers beneficially own; and 

(v) Jeffrey D. Turner and PharmAthene are discussing the possibility of entering into a 
service agreement pursuant to which Dr. Turner would provide services to 
PharmAthene. As their discussions are preliminary, the terms and conditions of this 
agreement, if any, have not been finalized. 

Opinion of  Financial  Advisor 

Sprott was retained, among other things, to provide to the Board of Directors its opinion as to the 
fairness, from a financial point of view, of the consideration to be received by Nexia in the Sale 
Transaction. 

In connection with the meeting of the Board of Directors on December 17, 2004, Sprott rendered 
its oral opinion that, as of that date, based upon and subject to the considerations described by Sprott, the 
aggregate consideration to be received under the Sale Transaction was fair, from a financial point of view, 
to Nexia. This opinion has been confirmed in writing by Sprott, as of January 7, 2005 (the ªFairness 
Opinionº ). A  copy of the Fairness Opinion, which sets forth, among other things, assumptions made, 
information reviewed, matters considered in the limitations on the scope of the review undertaken by 
Sprott in rendering its opinion, is attached as Schedule C to this Circular. The description of the Fairness 
Opinion in this Circular is qualified in its entirety by reference to the full text of the Fairness Opinion. 
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The Fairness Opinion addresses only the fairness, from a financial point of view, of the 
consideration to be received by Nexia, is for the information of the Special Committee in connection with 
its consideration of the proposed Sale Transaction only, and does not constitute a recommendation to any 
Shareholders as to how such Shareholders should vote at the Meeting. 

Pursuant to its engagement in connection w ith the Sale Transaction, Sprott is entitled to a fixed 
fee that is not contingent upon completion of the Sale Transaction and a success fee that is contingent 
upon the completion of the Sale Transaction, plus reimbursement of expenses. Nexia has also agreed to 
indemnify Sprott and certain related persons against certain customary liabil ities in connection with its 
engagement, including certain liabilities under applicable securities legislation, subject to customary 
exceptions. 

Voting Agreement 

The MDS Funds and OTPP, together owning or controlling approximately 27.1% of the 
outstanding Shares, have agreed with PharmAthene to vote their Shares for approval of the Sale 
Resolution. 

Pursuant to this Voting Agreement, the MDS Funds and OTPP have covenanted not to solicit a 
competing transaction and knowingly take any action of any kind that is reasonably likely to reduce the 
likelihood of the success of the Sale Transaction. 

While Dr. Turner has not entered into a voting agreement with PharmAthene, however, he has 
informed the Board of Directors of his intention to vote his Shares for approval of the Sale Resolution. 
Dr. Turner owns approximately 11.0% of the outstanding Shares. 

THE PURCHASE AGREEM ENT 

The following is a summary of the material terms of the Purchase Agreement and is subject to the 
specific terms and conditions of such agreement. Copies of the Purchase Agreement may be obtained by 
contacting Nexia at (450) 424-3067, or by consulting the disclosure documents available through the 
Internet on the Canadian System for Electronic Document Analysis and Retrieval (ªSEDARº ), which can 
be accessed at www.sedar.com.  

Overview 

For an overview of the Purchase Agreement, see ªThe Sale Transaction Ð  Generalº . 

Representations and Warranties 

The Purchase Agreement contains usual customary representations and warranties of each of 
Nexia, PharmAthene and PAIC relating to, among other things: (i) due incorporation and authorization; 
(ii) non-contravention of constating documents, material contracts, laws or rulings; (iii) accuracy of 
financial statements; (iv) absence of certain changes; (v) tax matters; (vi) title to assets; (vii) real estate 
leases; (viii) accounts receivable; (ix) contractual and other obligations; (x) employee matters; (xi) interests 
of officers and directors; (xii) insurance; (xii i) intellectual property; (xiv) disputes and litigation; 
(xv) licenses; (xvi) supplies and equipment; (xvii) condition of assets; (xviii) compliance with 
environmental matters; (xix) Food and Drug Administration matters; and (xx) Canadian competition 
matters. 

Furthermore, Nexia has given representations and warranties relating to, among other things: 
(i) approvals and consents required to complete the Sale Transaction; (ii) accuracy of its public disclosure 
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documents; (iii) real estate; (iv) livestock; and (v) accounts payable and cash. PharmAthene has also given 
representations and warranties relating to, among other things: (i) its capitalization; and (ii) due 
authorization of the issuance of Series C Shares and of the Warrants. 

No Survival of Representations and Warranties 

The representations and warranties of the parties will not survive Closing and no indemnification 
claim resulting from a breach of the representations and warranties can be made after Closing.  

Covenants 

Pursuant to the Purchase Agreement, Nexia covenanted with PharmAthene and PAIC with 
respect to certain matters. These covenants include, among other things, certain restrictions on Nexia 
carrying on business other than in the ordinary course, not to take any action which would result in any 
breach of any of its representations, warranties or covenants contained in the Purchase Agreement and to 
take the necessary measures to terminate the employment of three employees, including Jeffrey D. Turner 
at or before Closing. 

PAIC has agreed to offer employment to all of Nexia's employees (with the exception of three 
employees, including Jeffrey D. Turner) conditional upon the Closing on terms and conditions of 
employment that are in the aggregate at least as favorable as the terms and conditions that prevailed 
immediately prior to the Closing and shall recognize the employees' past years of service w ith Nexia. 
PAIC shall be responsible, on and after the Closing, for all l iabilities relating to Nexia's employees. 
Furthermore, PAIC will be responsible for the l iabilities related to the termination of the employment at 
or before Closing of three employees, including Jeffrey D. Turner and all employees terminated or 
deemed terminated for any reason after Closing. 

The Purchase Agreement contains also other covenants of each of Nexia, PharmAthene and PAIC 
relating to, among other things: (i) the cooperation of the parties in the filing of all materials necessary to 
obtain the approval of the Sale Transaction or the disclaimer of jurisdiction with respect thereto by any 
Governmental Body that has jurisdiction over the Sale Transaction; (ii) the use, by each of the parties, of 
commercially reasonable efforts, to obtain from third parties, prior to the Closing, the required consents, 
approvals or waivers to the assignment to PAIC of the assets relating to the Business; and (iii) the non-
disclosure by any party of the information obtained by it in connection with the Sale Transaction and the 
keeping of such information confidential, subject to certain exceptions. In addition, Nexia and 
PharmAthene will: (i) notify the other of certain matters, including any fact or condition that would 
constitute a breach of representations and warranties provided for in the Purchase Agreement; and 
(ii) confer w ith the other on a regular and frequent basis to report operational matters and to report the 
general status of ongoing operations or a change in the normal course of business. 

Furthermore, Nexia has agreed to, among other things: (i) provide access to PharmAthene and 
PAIC for due diligence; and (ii) use all cash received during the Interim Period in connection with the 
Business to pay, in a manner consistent with past practice, any or all of its accounts payable relating to 
the Business accrued in the ordinary course. 

Non-Sol ici tation and Fiduciary Duties of  the Board of  Di rectors 

Nexia shall not, and it shall not permit any of its officers, directors, employees, agents or 
representatives to, directly or indirectly, initiate, solicit or encourage proposals, requests, inquiries or 
contacts, or participate in any negotiation or discussion for the purpose or w ith the intention of leading to 
any proposal, concerning any disposition, directly or indirectly, of more than 50% of the Business, 
without limitation, extending to any take-over bid, merger, consolidation or other business combination 
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involving Nexia or any acquisition of an equity interest in Nexia representing more than 50% of the 
equity or any similar transaction, or any licensing arrangement relating to Protexia�  (collectively, an 
ªAcquisition Proposalº ). 

Nexia shall promptly provide notice to PharmAthene of any unsolicited Acquisition Proposal or 
any request for non-public information relating to Nexia and/ or the Business in connection with such 
unsolicited Acquisition Proposal or for access to the properties, books or records of Nexia by any person 
or entity that informs the Board of Directors that it is considering making, or has made, an Acquisition 
Proposal.  

If Nexia receives an unsolicited Acquisition Proposal or a request for information from a person 
or entity who proposes or intends to propose to Nexia an unsolicited Acquisition Proposal and the Board 
of Directors determines in good faith and in the proper discharge of its fiduciary duties (after consulting 
with its financial and legal advisors and taking into account: (i) all of the terms of such Acquisition 
Proposal and the Purchase Agreement; and (ii) the likelihood of consummation of the transactions 
contemplated in such Acquisition Proposal) that such Acquisition Proposal would be likely to result in a 
transaction that is more favorable to the Shareholders than the Sale Transaction (a ªSuperior Proposalº ), 
then, Nexia may: (i) provide such person or entity with access to information regarding Nexia and/ or the 
Business subject to the execution of a confidentiality agreement; and (ii) participate in any negotiation or 
discussion for the purpose or with the intention of leading to a Superior Proposal. 

Nexia shall not accept a Superior Proposal nor enter into any agreement relating to such Superior 
Proposal (the ªProposed Agreementº ) w ithout providing PharmAthene and PAIC with an opportunity to 
amend the Purchase Agreement to provide for terms and conditions at least as favorable as to those 
included in the Superior Proposal, the whole as determined by the Board of Directors, acting in good 
faith and in accordance with its fiduciary duties. In particular, Nexia shall provide PharmAthene and 
PAIC with a copy of any Proposed Agreement not less than 48 hours prior to its proposed execution. In 
the event that PharmAthene and PAIC agree in writing to amend the Purchase Agreement, Nexia 
covenants not to accept such Superior Proposal and not to enter into the Proposed Agreement. 

Condi tions to Closing 

Conditions in favour of Nexia 

The Purchase Agreement provides that the obligations of Nexia to complete the Sale Transaction 
are subject to the fulfi lment of a number of conditions, each of which may be waived by Nexia, including, 
but not limited to: 

(i) the delivery to Nexia by PharmAthene and PAIC of certificates of their senior officers to the effect 
that (a) the representations and warranties of each of PharmAthene and PAIC contained in the 
Purchase Agreement are true and correct in all respects at and as of the Closing, subject to certain 
exceptions; and (b) each of PharmAthene and PAIC shall have performed or complied in all 
material respects with all of their respective covenants contained in the Purchase Agreement to 
be performed or complied with prior to Closing; 

(ii) no action, suit or proceeding against PharmAthene or PAIC relating to the consummation of the 
Sale Transaction or any governmental action seeking to prohibit or enjoin the Sale Transaction 
shall be pending or threatened; 

(iii) specific material consents, acknowledgments, approvals, permits, orders and waivers with 
respect to the Sale Transaction shall have been obtained or given, as the case may be; 
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(iv) the Shareholders shall have approved the Sale Resolution; 

(v) there shall not have occurred any material adverse change in the properties, assets, prospects, 
affairs, results of operations, operations or financial condition of PharmAthene; 

(vi) PharmAthene shall have executed and delivered to Nexia a redemption and repurchase option 
agreement, a registration rights agreement and warrant agreements, the whole as contemplated 
in the Purchase Agreement; 

(vii) the third amended and restated certificate of incorporation of PharmAthene shall have been filed 
with the Secretary of State of the State of Delaware; and 

(viii) Shareholders exercising dissent rights in connection w ith the Sale Resolution, if any, do not hold 
in the aggregate more than 15% of the Shares. 

Conditions in favour of PharmAthene and PAIC 

The Purchase Agreement provides that the obligations of PharmAthene and PAIC to complete 
the Sale Transaction are subject to the fulfilment of a number of conditions, each of which may be waived 
by PharmAthene and PAIC, including, but not l imited to: 

(i) the delivery by Nexia to PAIC of a certificate of senior officers to the effect that (a) the 
representations and warranties of Nexia contained in the Purchase Agreement are true and 
correct in all respects at and as of the Closing, subject to certain exceptions; and (b) Nexia shall 
have performed or complied in all material respects with all of its covenants contained in the 
Purchase Agreement to be performed or complied w ith at or before Closing; 

(ii) the receipt by PAIC of a certificate of the Secretary or Assistant Secretary of Nexia, in form and 
substance satisfactory to PAIC, with respect to the authorization by the Shareholders and the 
Board of Directors of the Sale Transaction; 

(iii) specific material consents, acknowledgments, approvals, permits, orders and waivers with 
respect to the Sale Transaction shall have been obtained or given, as the case may be; 

(iv) there shall not have occurred any material adverse change in the properties, assets, prospects, 
affairs, results of operations, operations or financial condition of the Business; 

(v) if Nexia's insurance policies cannot be successfully assigned by Nexia and assumed by PAIC, 
PAIC shall have received a confirmation of the maintenance of l iability insurance with respect to 
occurrences relating to the Business and arising prior to the Closing; 

(vi) no action, suit or proceeding against Nexia, PharmAthene or PAIC relating to the consummation 
of the Sale Transaction nor any governmental action seeking to prohibit or enjoin the Sale 
Transaction shall be pending or threatened; 

(vii) Nexia shall have executed and delivered to PharmAthene a redemption and repurchase option 
agreement, as contemplated in the Purchase Agreement; and 

(viii) the Shareholders shall have approved the Reduction in Capital Resolution. 
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Indemni f ication 

Indemnity in favour of PharmAthene and PAIC 

Nexia shall, subject to certain conditions, indemnify and hold harmless PharmAthene and PAIC 
against all damages relating to: (i) any l iabilities or obligations of Nexia not expressly assumed by PAIC 
under the Purchase Agreement; (i i) the failure of Nexia to comply with bulk sales laws of each and every 
jurisdiction in any way governing the Sale Transaction; (iii) the failure of Nexia to pay any income taxes 
due from it in connection with the Sale Transaction; and (iv) the failure of Nexia to pay all taxes due from 
it in connection with all taxable periods ending on or prior to the Closing Date. 

Indemnity in favour of Nexia 

PharmAthene and PAIC shall, subject to certain conditions, indemnify and hold harmless Nexia 
against all damages relating to: (i) the failure of PAIC to satisfy the liabilities or obligations of the 
Assumed Liabilities; (ii) PAIC's ownership and/ or use of the assets relating to the Business and PAIC's 
conduct of the Business from and after the Closing; and (iii) a determination by the Canada Revenue 
Agency or any other competent Governmental Body that there is a liability of PAIC to pay, or of Nexia to 
collect and remit any amount on account of sales, goods and harmonized sales tax as part of the 
consideration payable in the Sale Transaction. 

Termination 

The Purchase Agreement may be terminated at any time: (a) by the mutual consent of Nexia and 
PAIC, or (b) by either Nexia, on the one hand, or PharmAthene and PAIC, on the other hand, if: (i) in the 
case of Nexia, PharmAthene or PAIC shall (or in the case of PharmAthene and PAIC, Nexia shall) have 
failed to satisfy the conditions to Closing set out in the Purchase Agreement or have breached in any 
material respect any of its representations or warranties contained in the Purchase Agreement, or any 
such representation or warranty shall not be correct or accurate in all material respects at and as of the 
Closing w ith the same effect as if made at such time (with such exceptions as are permitted by the 
Purchase Agreement); (i i) in the case of Nexia, PharmAthene or PAIC shall (or in the case of 
PharmAthene and PAIC, Nexia shall) have failed to comply in all material respects with any of its 
covenants or agreements contained in the Purchase Agreement to be complied w ith or performed by it at 
or prior to the Closing that, if capable of cure, has not been cured within five business days after written 
notice thereof; (iii) if a permanent injunction is entered, enforced or deemed applicable to the Purchase 
Agreement, which prohibits the consummation of the Sale Transaction and all appeals of such injunction 
shall have been taken and shall have been unsuccessful; (iv) if any Governmental Body, the consent of 
which is a condition to the obligation of such party to consummate Sale Transaction, shall have 
determined not to grant its consent and all appeal of such determination shall have been taken and shall 
have been unsuccessful; or (v) the Closing shall not have occurred on or prior to March 31, 2005, or (c) by 
Nexia immediately prior to its acceptance of a Superior Proposal and the subsequent execution of the 
applicable Proposed Agreement following the refusal or failure of PharmAthene and PAIC to amend the 
Purchase Agreement. 

Termination Fee 

PAIC shall be entitled to a termination fee in the amount of US$600,000 if the Purchase 
Agreement is terminated by Nexia upon its acceptance of a Superior Proposal and the execution of the 
applicable Proposed Agreement. Such termination fee shall be paid by Nexia to PAIC upon the closing of 
the Superior Proposal transaction. 
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Redemption and Repurchase Option Agreement 

Because it can be anticipated that the Series C Shares and the Warrants wil l constitute 
substantially all the assets of Nexia after the payment by Nexia of the Special Distribution to its 
Shareholders and because PharmAthene is concerned that the trading value of the Shares after the 
payment of the Special Distribution will not indirectly appropriately reflect the full value of the Series C 
Shares and Warrants, PharmAthene believes that the trading value of the Shares may negatively impact 
the valuation that would be attributed to PharmAthene as a whole if, as and when PharmAthene would 
contemplate making an initial public offering. Therefore, to remove such correlation, as a condition to the 
consummation of the Sale Transaction, Nexia has agreed to grant to PharmAthene certain redemption 
rights and PharmAthene has agreed to grant to Nexia a repurchase option vis-à-vis all the securities to be 
issued to Nexia pursuant to the Sale Transaction. In summary, such rights (described below in more 
detail) allow PharmAthene to purchase from Nexia such securities at a premium to their issue price prior 
to an initial public offering of PharmAthene and allow Nexia to purchase back the same securities 
following the closing of, or up to five years thereafter, such public offering if the value attributed to 
PharmAthene in such initial public offering is greater than the price paid to Nexia prior the initial public 
offering. 

Upon the sending of a redemption notice by PharmAthene to Nexia, made at any time after the 
six-month anniversary of the Closing, PharmAthene may redeem all, but not less than all, of the Series C 
Shares, and at its option, the Warrants, the shares of PharmAthene Common Stock or Series C Shares 
issuable upon the exercise of the Warrants (the ªWarrant Sharesº ), and any PharmAthene Common Stock 
issued upon the conversion of the Series C Shares and Warrant Shares as well as any equity securities of 
PharmAthene issued by way of stock splits, stock dividends, stock combinations, recapitalizations or like 
occurrences, and any other equity securities of PharmAthene, which may be issued or purchased by 
Nexia (the ªRedemption Sharesº ) at a redemption price equal to US$1.3684467 per Series C Share (the 
ªSeries C Redemption Priceº ). In the event that any of the Redemption Shares are shares of PharmAthene 
Common Stock that were received by Nexia upon the conversion of Series C Shares, exercise of the 
Warrants or by way of a stock split, stock dividend, stock combination, recapitalization or like 
occurrence, the redemption price per share of such PharmAthene Common Stock shall be: (x) the number 
of Series C Shares, as of the day of redemption, that Nexia would be required to convert to PharmAthene 
Common Stock in order to receive the number of shares of PharmAthene Common Stock that it owns as 
of the day of redemption multiplied by (y) the quotient obtained by dividing: (I) the Series C Redemption 
Price by (II) the number of Series C Shares, as of the day of redemption, that Nexia would be required to 
convert to PharmAthene Common Stock in order to receive the number of shares of PharmAthene 
Common Stock that it owns as of the day of redemption (the ªCommon Stock Redemption Priceº ). 

In the event that PharmAthene exercises its right to redeem the Redemption Shares, Nexia shall 
have the option to repurchase the Redemption Shares within five years of PharmAthene conducting an 
initial public offering of any class of its equity securities in the United States pursuant to an effective 
registration statement fi led with the U.S. Securities and Exchange Commission. Such option to repurchase 
will be for a price equal to the Series C Redemption Price and/ or the Common Stock Redemption Price 
and may be executed on a cashless basis. 

REDUCTION IN CAPITAL 

If the Sale Transaction is approved, Shareholders will be asked to consider and, if thought 
appropriate, pass the Reduction in Capital Resolution. 

Conditional upon the completion of the Sale Transaction, Nexia proposes to reduce the stated 
capital of the Shares for the purpose of effecting a special distribution of the net available cash at Closing, 
which includes the cash proceeds from the Sale Transaction as well as Nexia's cash and short term 
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investments on hand at the time. It is expected, however, that Nexia will retain sufficient funds to carry 
out its activities for the foreseeable future, pay its liabil ities and retain appropriate reserves. The 
reduction of stated capital to be proposed to Shareholders will be at least $0.60 per Share and can, in 
certain circumstances, be as much as $0.72 per Share. Because Nexia can only estimate the funds needed 
to carry out its activities for the foreseeable future, pay its liabil ities and retain appropriate reserves, 
Nexia is limiting the maximum amount of the return of capital to its Shareholders at $0.72 per Share. 
Based on information currently available to management of Nexia, it is expected that the amount of the 
recommended Special Distribution will be between $0.60 and $0.68 per Share. The amount of the 
recommended Special Distribution wil l be announced at the Meeting. Consequently, at the next annual or 
special meeting of the Shareholders, management of Nexia intends to propose a resolution to approve a 
further distribution of excess funds, if any. 

If the Sale Resolution and Reduction in Capital Resolution are approved by the Shareholders, 
Nexia intends to change its year-end to April 30 from August 31. Accordingly, Nexia expects that it w ill 
hold another Shareholders' meeting before the end of the 2005 calendar year. 

To be effective, the Reduction in Capital Resolution, the text of which is attached to this Circular 
as Schedule B, must be approved by at least two thirds of the votes cast at the Meeting in respect thereof. 
The Board of  Di rectors recommends that Shareholders vote FOR the Reduction in Capi tal  Resolution. 

Should the Reduction in Capital Resolution be approved by the Shareholders, (and assuming that 
Nexia has not received any written objection under Section 190(5) of the CBCA by a Shareholder to the 
Sale Resolution at or before the Meeting) the Special Distribution wil l be paid out on the 7th trading day 
following the Closing Date to our Shareholders of record on the 7th trading day following the Closing 
Date. However, if Nexia has received one or more written objections by the Shareholders at or before the 
Meeting, the record date and distribution date wil l be the 25th day following the Closing Date. The text of 
the Reduction in Capital Resolution authorizes our Board of Directors to revoke the Reduction in Capital 
Resolution if the Purchase Agreement is terminated at any time before it shall have been acted upon 
without having to obtain any further approval from the Shareholders. 

As of the date of this Circular, Nexia does not have reasonable grounds to believe that, after 
giving effect to the reduction in the stated capital account of the Shares, as contemplated by the 
Reduction in Capital Resolution, Nexia would be unable to pay its liabil ities as they become due or that 
the realizable value of Nexia's assets would be less than the aggregate of its liabil ities. In the event that as 
a result of the reduction of the stated capital of the Shares, Nexia is unable to pay its liabilities as they 
become due or that the realizable value of Nexia's assets would be less than the aggregate of its l iabilities, 
Nexia's creditors would be entitled to apply for a period of up to two years following the distribution 
date to a court for an order compelling the Shareholders to pay to Nexia any money that was distributed 
to them. 

Unless instructions are given to abstain f rom voting wi th regard to the approval  of  the 
Reduction in Capi tal  Resolution, the persons whose names appear on the enclosed proxy form wi l l  
vote FOR the Reduction in Capi tal  Resolution. 
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INFORM ATION CONCERNING PHARM ATHENE 

PharmAthene is a privatel y held company and does not  have cont inuous disclosure obl igat ions 
simi lar to those imposed on Nexia. Accordingly, the informat ion provided herein in respect  of 
PharmAthene, whether financial  or otherwise, may not  be updated in the future. 

Overview 

PharmAthene, a Delaware corporation, is engaged in the discovery and development of new 
human therapeutics and prophylactics for the treatment and prevention of morbidity and mortality from 
exposure to chemical and biological weapons. PharmAthene's mission is to seize leadership in this 
emerging area by developing a portfolio of products urgently needed by the U.S. Government and its 
allies. PharmAthene has two products under development that are intended to provide protection from 
anthrax and, w ith the acquisition of the Business, wil l increase the breadth of PharmAthene's 
bioterrorism countermeasure capability. Beyond its initial focus in biodefense, PharmAthene intends to 
identify and develop dual-use technologies which have application and indications in broader 
commercial markets. 

PharmAthene believes its core strengths are its: 

· unique focus in chemical and biological defense products including ToxBlox™ and 
Valortim™; 

· experienced management team which has previously been involved in the launch or 
marketing of 24 pharmaceutical products; 

· substantial capitalization and access to U.S. capital markets; and 

· strong investor base including MPM Capital, Healthcare Ventures, and Bear Stearns Health 
Innoventures. 

PharmAthene was founded in 2001 by Mr. Joel McCleary, a private investor, Drs. John 
Mekalanos, John Collier and Stephen Lory of Harvard Medical School (ªHMSº ), and Dr. John Young of 
The Salk Institute for Biological Studies.  

The BioDefense Opportuni ty 

The BioTerror Threat 

The unprecedented terrorist attacks in the fall of 2001 and subsequent deliberate anthrax attacks 
in the United States underscored the vulnerability of western nations to terrorism. A llies of the United 
States have suffered numerous terrorist attacks both before and after September 11th. It is now widely 
accepted that terrorism is both a global concern and an immediate threat. 

Given their availability, ease of use, and devastating consequences, chemical and biological 
weapons present perhaps the most problematic elements of this threat. Indeed, several chemical and 
biological attacks have occurred in various locations throughout the world in recent years.  
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Project BioShield 

The United States Government responded to chemical and bio-terror threats by enacting Project 
BioShield and designating nearly US$6 bill ion in funding to the Department of Homeland Security to 
develop and purchase technologies to address these threats. 

Project BioShield was created ª to improve the nation's biopreparedness through the effort to 
develop new and modern drugs and vaccines to protect the United States against an attack by biological 
or chemical weapons.º  Project BioShield legislation provides expedited procedures for bioterrorism-
related procurement and peer review of research and development proposals, making it easier for the 
U.S. Department of Health and Human Services to quickly commit substantial funds to bioterrorism 
countermeasure projects. The project's mandatory US$6 billion funding, not subject to the annual 
appropriations process, is intended to guarantee a market for those companies that develop and produce 
such countermeasures. 

PharmAthene's Strategy 

To seize leadership in biodefense, PharmAthene has assembled and w ill continue to assemble a 
portfolio of development stage products, which it believes are essential for the biosecurity needs of the 
United States and its allies. These products must meet certain criteria including demonstration of proof of 
concept, demonstrated interest by the U.S. Government in procurement, and a clearly defined 
development and regulatory strategy. PharmAthene has two products currently in development that are 
intended to be used as treatment and prophylactic therapies for a potential anthrax exposure in a 
bioterror event. With the addition of Protexia�  as part of the PharmAthene's bio-chem portfolio, 
PharmAthene is well positioned to be a leading provider of urgently needed products to the U.S. 
Government under Project BioShield legislation. The critical mass achieved by a three product portfolio is 
intended to mitigate the risk of failure by dependency on any single product and to increase the chances 
of success by leveraging internal bio-chem infrastructure for development and procurement efforts. 

Building on its core business in biodefense, PharmAthene will remain opportunistic in 
identifying platform technologies with immediate relevance in biological and chemical defense and 
future applications in broader commercial markets. PharmAthene expects to build capability, capacity, 
and financial strength through its existing biodefense programs in anthrax, and then leverage these 
capabilities for chemical and eventually for non-biodefense products. For example, PharmAthene w ill 
explore certain applications of one of its compounds for uses in the treatment of drug addiction and 
substance abuse. By doing so, PharmAthene will establish a core business and stable base of operations, 
and create a manufacturing and commercial infrastructure. This stable base will be directly applicable to 
developing and commercializing novel products for broader consumer markets. 

PharmAthene's Portfol io of  Products 

Anthrax is generally regarded as the single most important and imminent threat to North 
American biosecurity. Moreover, there is no effective therapy for the treatment of symptomatic anthrax 
infection and antibiotics have proven to be only 50% effective. 

Currently, PharmAthene is developing both (i) a Dominant Negative Inhibitor (DNI ± or 
ToxBlox� ) as a rescue therapy for anthrax exposure, and (ii) a Monoclonal antibody product 
(Valortim� ) for pre and post-exposure prophylaxis.  
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Anthrax Background 

Inhalational anthrax infection, caused by exposure to the bacterium Bacillus anthracis, is a serious 
disease with fever, shortness of breath and low blood pressure appearing after one to three days' 
incubation. There is a 95% to 100% mortality rate if left untreated, and at least a 50% mortality rate in 
patients treated aggressively with antibiotics. 

Bacillus anthracis is a spore forming, gram positive bacterium that has potential use as a weapon 
of bioterror when delivered in an aerosolized form. Follow ing germination of the spores, the bacteria 
replicates and produces three toxins. Anthrax Protective Antigen (PA) initiates the onset of the il lness by 
attaching to cells in the infected person, and then facilitates the entry of the two additional destructive 
toxins, referred to as Lethal Factor (LF) and Edema Factor or (EF), into cells. 

Anthrax as a biological warfare agent has been a long-feared reality. The Pentagon estimates that 
up to ten countries may possess anthrax weapons, stockpiles of which cannot all be accounted for. 
Anthrax is an effective bioterrorism agent because the spore-forming bacteria are very stable, can be 
milled to a very fine powder (micrometer size), and may be dispersed widely with a great deal of ease. 
The World Health Organization estimates that 50kg of Bacillus anthracis released upwind of a city of 
500,000 people could result in up to 95,000 fatalities, with an additional 125,000 persons being 
incapacitated. 

In the fall of 2001, anthrax-contaminated mail was sent through the U.S. Postal Service to 
government officials and members of the media. There were seven confirmed and four probable cases of 
cutaneous anthrax, and eleven cases of inhalational anthrax. Five people were killed by those attacks and 
thousands required prophylactic antibiotic treatment. If the dispersion had been more efficient, or if there 
had not been at least rudimentary medical countermeasures, the death toll would have been much 
higher. 

PharmAthene’s ToxBlox™ 

In animal studies, ToxBlox�  has been found to block acute anthrax toxicity, and is intended to 
serve as complementary therapy with antibiotics in the treatment of acute anthrax infection. DNI is a 
mutated version of the anthrax Protective Antigen (PA), and when introduced into infected subjects, 
interferes with the ability of anthrax generated PA to infiltrate the cell and allow the toxins to exert their 
lethal effects. An Investigational New Drug (IND) Application was submitted to the United States Food 
and Drug Administration (FDA) on March 31, 2004 and a Biological License Application (BLA) will be 
submitted when clinical testing is complete. 

PharmAthene began clinical testing of ToxBlox�  in humans in October and was placed on 
clinical hold due to adverse reactions experienced by the subjects at the time of administration. The cause 
of the adverse reactions is being evaluated. 

PharmAthene has licensed the exclusive rights to patent applications on ToxBlox�  for a total of 
4% royalty on net sales, plus minor additional payments. Patent applications are pending in U.S., Canada, 
Europe and Japan. 

PharmAthene’s Valortim™ 

PharmAthene entered into a collaboration agreement with Medarex, Inc. for the co-development 
of its fully human monoclonal antibody, Valortim�  (MDX-1303). An antibody is a protein produced by 
the body, in response to the introduction of a foreign substance called an antigen, that fights the invading 
organism. The antigen elicits a broad response including the release of antibodies to neutralize the 
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antigen by binding to different sites on the antigen and neutralizing an activity. A  monoclonal antibody is 
a single clone of an antibody that is directed to a specific site on the antigen. 

Valortim�  is a high affinity, fully human monoclonal antibody to Bacillus anthracis protective 
antigen (PA). It is designed to target and bind to PA cells and protect healthy human cells from 
infiltration by the toxins LF and EF. Anthrax spore challenge studies in animals have demonstrated both 
pre-exposure protection and post exposure protection by Valortim�  against anthrax infection. Its 
potency and unique mechanism of action differentiate this product from other options the Government 
may consider. The U.S. Government awarded PharmAthene's partner in the development of Valortim�  
two separate grants of up to US$7.2 million over the next three years. 

In its May 7th 2003 Congressional Budget Office Report, the Government indicated its desire to 
purchase several hundred thousand doses of a monoclonal antibody for the management of anthrax.  

Sales and M arketing – The Procurement Process 

The ability to navigate the procurement process for the Strategic National Stockpile (SNS) is 
critical for a successful bioweapon countermeasures company. The U.S. Government Procurement 
process for anthrax therapeutics began in March 2004 when a Request for Information (RFI) was 
published to allow the government to gather data on the development status of the potential products 
available. The RFI was followed-up by a pre-solicitation notice in May that described the critical 
components potential vendors must meet to be eligible for contract consideration and alerted the 
biodefense community that a Request for Proposals (RFP) would be forthcoming. The RFP was issued on 
August 19, 2004. 

The RFP stated the government's intention to purchase 10,000 to 200,000 anthrax treatments and 
enter into contracts for up to five years. PharmAthene submitted a reply to this RFP for ToxBlox� . 

Relationships wi th Key U.S. Government Agencies 

PharmAthene is a prime contractor of the United States government. PharmAthene has already 
achieved over US$15 mill ion in funding from Government sources for preclinical development of 
ToxBlox� . PharmAthene has also received an additional US$1.7 million from the Defense 
Appropriations Bil l for Fiscal Year 2005. PharmAthene entered into an agreement w ith the Defense 
Advanced Research Projects Agency and the U.S. Army Medical Research and Materiel Command on 
September 12, 2002 to develop ToxBlox� , for use as a therapeutic countermeasure and vaccine to 
anthrax. This agreement allocated a total of US$16 million over three years, of which US$9.6 mill ion has 
been received. 

Intel lectual  Property 

PharmAthene's success depends in part on its ability to obtain patents, to protect trade secrets, to 
operate without infringing upon the proprietary rights of others. PharmAthene seeks to protect its 
proprietary position by, among other methods, filing U.S. and foreign patent applications related to its 
proprietary technology, inventions and improvements that are important to the development of its 
business. Further, all of PharmAthene's employees have executed agreements assigning to PharmAthene 
all rights to any inventions and processes they develop while they are employed by PharmAthene. 

In addition, PharmAthene intends to use license agreements to access external products and 
technologies, as well as to convey its own intellectual property to others. PharmAthene will be able to 
protect its proprietary rights from unauthorized use by third parties only to the extent that its proprietary 
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rights are covered by valid and enforceable patents or are effectively maintained as trade secrets. 
Protection of PharmAthene's intellectual property rights is subject to a number of risks. 

PharmAthene entered into a license agreement with the President and Fellows of Harvard 
CollegeÐ Harvard Medical School for the rights to develop and commercialize ªAnthrax Vaccine and 
Antidoteº  technology in June of 2002. The Harvard license grants PharmAthene an exclusive, worldwide, 
sub-licensable, license to certain patent rights and property rights. PharmAthene has exclusivity for both 
therapeutic and prophylactic uses of ToxBlox� . 

PharmAthene entered into a Collaboration and Development Agreement with Medarex Inc. in 
November 2004 to co-develop Valortim�  for the treatment of anthrax infection. Under the terms of the 
agreement, Medarex and PharmAthene have agreed jointly to continue to investigate the potential for 
Valortim�  to be used as a therapeutic for individuals with active disease as well as for prophylactic 
treatment of individuals exposed to anthrax. Medarex will receive an initial payment from PharmAthene, 
which will be used to fund development activities already underway for Valortim� . PharmAthene will 
be solely responsible for funding all future research and development activities that are not supported by 
government funds. The companies will share profits according to a predetermined allocation percentage. 
Additionally, PharmAthene is responsible for marketing, sell ing and distribution of the product. 

Government Regulation 

The Drug Approval Process - General 

Before marketing, each product must undergo an extensive regulatory approval process 
conducted by the FDA and applicable agencies in other countries. Testing, manufacturing, 
commercialization, advertising, promotion, export and marketing, among other things, of the proposed 
products are subject to extensive regulation by government authorities in the United States and other 
countries. A ll products must go through a series of tests, including human clinical trials, which the FDA 
is allowed to suspend as it deems necessary. 

PharmAthene's products will require, prior to commercialization, regulatory clearance by the 
FDA and by comparable agencies in most foreign countries. The nature and extent of regulation differs 
with respect to different products. In order to test, produce and market certain therapeutic products in 
the United States, mandatory procedures and safety standards, approval processes, and manufacturing 
and marketing practices established by the FDA must be satisfied. 

An Investigational New Drug Application, referred to as an IND, is required before human 
clinical use in the United States of a new drug compound or biological product can commence. The IND 
includes results of pre-clinical animal studies evaluating the safety and efficacy of the drug and a detailed 
description of the clinical investigations to be undertaken. 

Clinical trials are normally done in three phases, although the phases may overlap. Phase I trials 
are concerned primarily with the safety of the product. Phase II trials are designed primarily to 
demonstrate effectiveness and safety in treating the disease or condition for which the product is 
indicated. These trials typically explore various doses and regimens. Phase III trials are expanded clinical 
trials intended to gather additional information on safety and effectiveness needed to clarify the 
product's benefit-risk relationship, discover less common side effects and adverse reactions, and generate 
information for proper labelling of the drug, among other things. The FDA receives reports on the 
progress of each phase of clinical testing and may require the modification, suspension or termination of 
clinical trials if an unwarranted risk is presented to patients. 
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With certain exceptions, once successful clinical testing is completed, the sponsor can submit a 
New Drug Application (NDA) for approval of a drug. The process of completing clinical trials for a new 
drug is likely to take a number of years and require the expenditure of substantial resources. 
Furthermore, the FDA or any foreign health authority may not grant an approval on a timely basis, or at 
all. The FDA may deny a New Drug Application, in its sole discretion, if it determines that its regulatory 
criteria have not been satisfied or may require additional testing or information. Among the conditions 
for marketing approval is the requirement that the prospective manufacturer's quality control and 
manufacturing processes conform to good manufacturing regulations. In complying w ith standards 
contained in these regulations, manufacturers must continue to expend time, money and effort in the area 
of production, quality control and quality assurance to ensure full technical compliance. Manufacturing 
facilities, both foreign and domestic, also are subject to inspections by, or under the authority of, the FDA 
and by other federal, state, local or foreign agencies. 

New Biodefense Legislation and Regulations 

In June 2002, in response to the threat of bioterrorism, the FDA eased regulatory requirements for 
new drug and biological products used to reduce or prevent the toxicity of chemical, biological 
radiological or nuclear substances. The FDA may approve for use in humans based on evidence of 
effectiveness derived only from appropriate animal studies and any additional supporting data. With this 
change in FDA policy, PharmAthene believes it is possible to develop vaccines for biodefense without the 
need for human efficacy trials. In 2004, President Bush signed into law the Project BioShield Act of 2003, a 
US$6 billion initiative to stimulate the private sector to rapidly contract, manufacture, develop, stockpile 
and make available new advanced bioterror countermeasures on behalf of the U.S. government. 

Faci l i ties 

PharmAthene's corporate headquarters are in the Chesapeake Innovation Center (ªCICº ) in 
Annapolis, Maryland. The CIC is an incubator facility co-sponsored by the State of Maryland and the 
National Security Agency was the first technology incubator in the country solely dedicated to the 
development of technologies to meet homeland security needs of the United States. 
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Summary Financial  Information 

Balance Sheet Information 

The following table presents financial information derived from PharmAthene's unaudited 
financial statements for the year ended December 31, 2004 in U.S. dollars and in Canadian dollars, as well 
as pro forma financial information as at December 31, 2004 adjusted to give effect to the purchase of the 
Business. The summary information has not been audited nor reviewed by the independent auditors of 
PharmAthene and may be subject to revision or adjustment at such time that the financial statements of 
PharmAthene are audited. 

 

As at December 31, 2004 

As at 
December 31, 

2004, as adjusted 
to give ef fect to 
the purchase of  

the Business 

 US$ CDN$(1) CDN$(1) 
 (unaudited) (unaudited) 
Assets    

Current Assets    
Cash and cash equivalents ......................................... 21,294,965 26,192,807 23,732,807 
Prepaid Expenses......................................................... 91,299 112,297 247,302 
Accounts Receivable ................................................... Ð  Ð  316,301 
Deposits ........................................................................ 3,150 3,875 3,875 

Total Current Assets ........................................................... 21,389,414 26,308,974 24,300,285 
Intellectual Property............................................................ Ð  Ð  457,599 
Goodwill ............................................................................... Ð  Ð  17,334,534 
Fixed Assets.......................................................................... 64,593 79,450 4,328,576 

Total  Assets ................................................................................. 21,454,007 26,388,429 46,420,994 

Liabi l i ties &  Equi ty    
Liabilities    

Current Liabilities    
Accounts Payable ........................................................ 25,566 31,446 279,919 
Accrued Expenses(2) .................................................... 619,575 762,077 762,077 
Other Liabilities........................................................... 2,014 2,477 2,477 

Total Current Liabilities.................................................. 647,154 795,799 1,044,472 
Long-term debt ................................................................ Ð  Ð  104,092 

Total Liabilities .................................................................... 647,154 795,999 1,148,564 

Mezzanine capital (redeemable preferred stock)(3) ......... 44,555,312 54,803,034 74,483,034 

Equity    
Common Stock ............................................................. 10,740 13,211 13,211 
Warrants to purchase Common Stock ...................... 10,683 13,140 13,140 
Accumulation Deficit(3) ............................................... (11,875,741) (14,607,161) (14,607,161) 
Net Income................................................................... (11,894,141) (14,629,794) (14,629,794) 

Total Equity .......................................................................... (23,748,459) (29,210,604) (29,210,604) 

Total  Liabi l i ties &  Equi ty 21,454,007 26,388,429 46,420,994 

   
(1) Assumes a rate of conversion of $1.23 per U.S. dollar. 
(2) Does not include approximately $650,000 in expected severance costs for Nexia. 
(3) Includes cumulative 8% dividend on Series A Shares and Series B Shares totall ing US$1,511,934 for 2004 and US$364,931 

for 2003. 
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Liquidi ty and Capi tal  Resources 

PharmAthene's products are in the development stage and PharmAthene does not generate 
revenues. Accordingly, PharmAthene expects for the foreseeable future to fund operations using existing 
cash, grants, which may be received from time to time, and additional capital from existing or new 
investors. 

To date, PharmAthene has funded its operations principally with the proceeds of approximately 
US$42.8 million from two preferred stock offerings during the period beginning in 2003 and ending in 
2004 as follows: 

Issue Year 
Number of  

Shares 
Price Per 

Share 
Amount in 
M i l l ions 

     

Series A Shares ...........................  2003 16,442,000(1) US$0.9123(1) US$15.0 

Series B Shares............................  2004 30,448,149 US$0.9123 US$27.8 
     
Total .............................................   46,890,149 US$0.9123 US$42.8 

   

(1) As adjusted. 

Each share of preferred stock is convertible into one share of PharmAthene Common Stock. 

As part of the 2004 Series B preferred financing, the investors have agreed to invest an additional 
US$22.2 million if PharmAthene meets certain specific milestones. However, no assurance can be given 
that PharmAthene will satisfy these milestones.  

PharmAthene expects to incur losses from operations for the foreseeable future. It expects to 
incur increases in research and development expenses, including expenses related to additions to 
personnel and clinical trials. PharmAthene expects that its general and administrative expenses will 
increase in the future as it expands its business development and accounting staff, adds infrastructure 
and incurs additional costs relating to its expanded operations. PharmAthene's future capital 
requirements w ill depend on a number of factors, including the continued progress of PharmAthene's 
research and development of product candidates, the timing and outcome of regulatory approvals, 
payments received or made with respect to government grants, the costs involved in preparing, fi ling, 
prosecuting, maintaining, defending and enforcing patent claims and other intellectual property rights, 
the acquisition of licenses to new products for compounds, the status of competitive products, the 
availability of financing and PharmAthene's success in developing markets for its product candidates. 

At December 31, 2004, cash and cash equivalents for PharmAthene were US$21.3 million 
compared to US$7.6 million at December 31, 2003. PharmAthene believes that the December 31, 2004 
balance represents cash sufficient to fund approximately 12 months of its operations assuming that 
PharmAthene will fund the operations of Nexia in addition to its current business. Proceeds from the 
second tranche of the Series B financing, if received, would fund approximately an additional 12 months'  
operations. The availabil ity of PharmAthene's capital may be extended to the extent it l imits certain of its 
operations or delays the prosecution of its programs. 

PharmAthene has no credit facility nor, other than the second tranche of the Series B financing, 
any other committed sources for capital. To the extent that its capital resources are insufficient to meet its 
future capital requirements, it w ill need to raise additional capital or incur indebtedness to fund its 
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operation. PharmAthene cannot assure you that additional debt or equity financing wil l be available on 
acceptable terms, if at all. If adequate funds are not available, it may be required to delay, reduce the 
scope of or eliminate its research and development programs, reduce its commercialization efforts or 
obtain funds through arrangements with collaborative partners or others that may require it to relinquish 
rights to certain product candidates that it might otherwise seek to develop or commercialize 
independently. Any future funding may dilute the ownership of PharmAthene's equity investors. 

PharmAthene's cash and cash equivalents are highly liquid investments with a maturity of three 
months or less at date of purchase and consist of time deposits and investments in money market funds 
with commercial banks and financial institutions and high quality corporate bonds. 
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M anagement 

The follow ing table sets forth the name, position with PharmAthene and principal occupation of 
PharmAthene's executive officers, key employees, directors, and members of PharmAthene's scientific 
advisory board. 

Name Posi tion Principal  Occupation 

David P. Wright President, Chief Executive 
Officer and Director 

President, Chief Executive 
Officer and Director 

James P. Lewkowski, Ph.D Executive Vice President Executive Vice President 

Solomon Langermann, Ph.D Vice President, Chief Scientific 
Officer 

Vice President, Chief Scientific 
Officer 

Valerie Riddle, MD Vice President, Medical Director Vice President, Medical Director 

Eric I. Richman Vice President, Business 
Development and Strategic 
Planning 

Vice President, Business 
Development and Strategic 
Planning 

Francesca Cook Vice President, Policy and 
Government Affairs 

Vice President, Policy and 
Government Affairs 

Joel McCleary Chairman of the Board Private Investor 

James Cavanaugh, Ph.D Director General Partner of HealthCare 
Ventures LLC 

Elizabeth Czerepak Director Partner, Bear Stearns Health 
Innoventures Management LLC 

Ansbert Gadicke, MD Director General Partner of the MPM 
Group 

John Gill Director President, Chief Executive 
Officer and Director of Gentara 
Corporation 

John Mekalanos, Ph.D Director Professor and Chairman of the 
Department of Microbiology and 
Molecular Genetics, Harvard 
Medical School 

Steven St. Peter, MD Director Principal MPM Group 

Mrs. William McCormick Blair Advisor to the Scientific 
Advisory Board 

Vice President and Director 
Emeritus of The A lbert and 
Marcy Lasker Foundation 

Stephen Calderwood, MD Member Scientific Advisory 
Board 

Chief, Division of Infectious 
Diseases, and Professor of 
Medicine (Microbiology and 
Molecular Genetics) at Harvard 
Medical School 

John Collier, Ph.D. Member Scientific Advisory 
Board 

Professor of Microbiology and 
Molecular Genetics at Harvard 
Medical School 
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Name Posi tion Principal  Occupation 

R. Gordon Douglas, MD Member Scientific Advisory 
Board 

Consultant to the Vaccine 
Research Center at the National 
Institute of Health 

Stephen Lory, Ph.D Member Scientific Advisory 
Board 

Professor of Microbiology and 
Molecular Genetics at Harvard 
Medical School 

Jerald C. Sadoff, MD Member Scientific Advisory 
Board 

President and Chief Executive 
Officer of the Aeras Global TB 
Vaccine Foundation 

John A.T. Young, Ph.D Member Scientific Advisory 
Board 

Professor, The Salk Institute for 
Biological Studies in LaJolla, CA 

PharmAthene Share Capi tal  

The authorized capital stock of PharmAthene consists of 121,132,667 shares of Common Stock, 
par value US$0.001 per share, and 82,210,001 shares of Preferred Stock, par value US$0.001 per share, 
16,442,000 of which are designated Series A Shares, 65,768,001 shares of which are designated Series B 
Shares. 

Common Stock 

As of the date hereof, there are 10,740,000 shares of PharmAthene Common Stock outstanding, 
held by 13 stockholders of record. PharmAthene has also issued or reserved options to purchase up to 
10,919,371 shares (18,882,668 when including warrants) of PharmAthene Common Stock, exercisable at 
prices ranging from US$0.0411 to US$0.21 per share. The holders of PharmAthene Common Stock are 
entitled to one vote for each share held of record on all matters submitted to a vote of the stockholders. 
Subject to preferences that may be applicable to any then outstanding PharmAthene Preferred Stock, 
holders of PharmAthene Common Stock are entitled to receive ratably such dividends as may be declared 
by the board of directors of PharmAthene out of funds legally available therefor. In the event of a 
liquidation, dissolution or winding up of PharmAthene, holders of PharmAthene Common Stock are 
entitled to share ratably on an as-converted basis in all assets remaining after payment of liabilities and 
the liquidation preference of any then outstanding shares of PharmAthene Preferred Stock. Holders of 
PharmAthene Common Stock have no preemptive rights and no right to convert their PharmAthene 
Common Stock into any other securities. There are no redemption or sinking fund provisions applicable 
to PharmAthene Common Stock. A ll outstanding shares of PharmAthene Common Stock are validly 
issued, fully paid and non-assessable. A ll shares of PharmAthene Common Stock issuable upon 
conversion of the outstanding shares of PharmAthene Preferred Stock and upon exercise of the Common 
Stock Warrants and the PharmAthene Preferred Stock Warrants wil l be, upon such conversion or 
exercise, validly issued, fully paid and non-assessable. 

Preferred Stock 

As of the date hereof, there are 16,442,000 Series A Shares outstanding held by one stockholder of 
record and 30,448,148 shares of Series B Shares outstanding, held by 13 stockholders of record. 

The outstanding Series A Shares, Series B Shares and Series C Shares w ill have the following 
rights, preferences and privileges: Each Series A Share and Series B Share entitles the holder to one vote 
for each share of PharmAthene Common Stock into which such PharmAthene Preferred Stock could then 
be converted. The holders of Series C Shares will not be entitled to vote on any matters except as required 
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by law. Except as specifically provided in PharmAthene's Certificate of Incorporation, or as otherwise 
required by law, the holders of Series A Shares and Series B Shares vote together with the holders of 
PharmAthene Common Stock on all matters submitted to such holders. 

Each holder of PharmAthene Preferred Stock is entitled to receive accrued dividends of 8% per 
annum when, as and if declared by the board of directors of PharmAthene in its discretion from funds 
legally available therefor, and whenever any dividend is declared or paid on any shares of PharmAthene 
Common Stock or other series of PharmAthene Preferred Stock, or upon any event of liquidation. Such 
dividends are cumulative. It is the current policy of the board of directors of PharmAthene not to declare 
cash dividends on shares of PharmAthene Common Stock or PharmAthene Preferred Stock. 

Each share of PharmAthene Preferred Stock is convertible, at any time at the option of the holder 
thereof, into one share of PharmAthene Common Stock, subject to adjustment upon the occurrence of 
certain events, such as stock dividends or stock splits. In the event of a public offering of PharmAthene 
Common Stock at a price per share of at least US$2.74 (being three times the Series C Shares' price of 
about US$0.91), providing for proceeds to PharmAthene of at least US$50 million, or upon the conversion 
of all outstanding shares of Series B Shares following the election of holders of 75% of the Series B Shares, 
each share of PharmAthene Preferred Stock will be converted automatically into PharmAthene Common 
Stock, subject to adjustment as described above. 

In the event of any liquidation, dissolution or winding up of PharmAthene (each, a 
ªLiquidationº ), holders of PharmAthene Preferred Stock will be entitled to receive a liquidation 
preference of US$0.9122978 per share plus all accrued but unpaid dividends on such shares. After the 
payment of all liquidation preferences, any remaining assets or property distributable upon a Liquidation 
will be divided pro rata among the holders of PharmAthene Common Stock and PharmAthene Preferred 
Stock on an as-converted basis. In the event the assets of PharmAthene are insufficient to pay the full 
preferential amounts to all holders of PharmAthene Preferred Stock, the assets of PharmAthene shall be 
distributed ratably among such holders in proportion to the product of the liquidation preference for 
each such share and the number of shares held by such holder. 

In the event of any merger or other transaction in which all or substantially all of the assets of 
PharmAthene are sold (other than a merger with a wholly-owned subsidiary), holders of PharmAthene 
Preferred Stock wil l have substantially similar rights with respect to the proceeds from such transaction 
as such holders would have in the event of any Liquidation. 

Registration Rights 

Holders of all shares of PharmAthene Preferred Stock are entitled to certain registration rights 
with respect to the PharmAthene Common Stock issuable upon conversion of the PharmAthene 
Preferred Stock. Under the agreements among PharmAthene and these holders, the holders may request 
that, commencing 180 days after the effective date of an initial public offering, PharmAthene file a 
registration statement under the U.S. Securities Act and, upon such request and subject to certain 
minimum size conditions, PharmAthene generally will be required to use its best efforts to effect any 
such registration. The Company is not generally required to effect more than two such registrations, 
although under certain circumstances the holders w ill have the right to request additional registrations. 
In addition, if PharmAthene proposes to register any PharmAthene Common Stock, commencing 180 
days after the effective date of an initial public offering, either for its own account or for the account of 
other stockholders, PharmAthene is required, with certain exceptions, to notify the holders described 
above and, subject to certain limitations, to include in such registration all of the shares of PharmAthene 
Common Stock requested to be included by such holders. PharmAthene is generally obligated to bear the 
expenses, other than underwriting discounts and sales commissions, of all of these registrations. 
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Any exercise of such registration rights may hinder efforts by PharmAthene to arrange future 
financings of PharmAthene and have an adverse effect on the market price of PharmAthene Common 
Stock. 

Common Stock Purchase Warrants 

Each Common Stock Purchase Warrant entitles the registered holder, subject to the failure of 
PharmAthene to satisfy specific milestones, to purchase one share of PharmAthene Common Stock at a 
price of US$0.01 per share during the period commencing January 31, 2006 ending on October 7, 2014. If 
PharmAthene satisfies the specific milestones, the Common Stock Purchase Warrants will expire and the 
holder thereof will be unable to exercise the Common Stock Purchase Warrants or to purchase any shares 
of PharmAthene Common Stock in accordance therewith. 

The Common Stock Purchase Warrants do not confer upon the holder any voting or other rights 
of a shareholder of PharmAthene. Upon notice to the warrant holders, PharmAthene has the right to 
reduce the exercise price or extend the expiration date of the warrants. 

Each Common Stock Purchase Warrant may be exercised upon surrender of the warrant 
certificate at any time during the exercise period at the offices of PharmAthene, with the form of ªElection 
to Purchaseº  on the reverse side of the warrant certificate completed and executed as indicated, 
accompanied by payment of the full exercise price (by certified cheque payable to the order of 
PharmAthene) for the number of shares of PharmAthene Common Stock being purchased. 

Series C Shares Purchase Warrants 

Each Series C Share Purchase Warrant entitles the registered holder to purchase one share of 
Series C Share at a price of US$0.9122978 per share for three years from the Closing Date. 

The Series C Share Purchase Warrants do not confer upon the holder any voting or other rights of 
a shareholder of PharmAthene. Upon notice to the warrant holders, PharmAthene has the right to reduce 
the exercise price or extend the expiration date of the warrants. 

Each Series C Share Purchase Warrant may be exercised upon surrender of the warrant certificate 
at any time during the exercise period at the offices of PharmAthene, w ith the form of ªElection to 
Purchaseº  on the reverse side of the warrant certificate completed and executed as indicated, 
accompanied by payment of the full exercise price (by certified cheque payable to the order of 
PharmAthene) for the number of shares of Series C Share being purchased. The Series C Share Purchase 
Warrants do not include a cashless exercise provision. 

Restrictions Under The United States Securities Act 

In general under U.S. Securities Act Rule 144, as amended, a person (or persons whose shares are 
required to be aggregated) who beneficially owns restricted shares of PharmAthene with respect to which 
at least one year has elapsed since the later of the date the shares were acquired from PharmAthene or 
from an ªaffiliateº  of PharmAthene, as that term is defined under the Securities Act, including persons 
who may be deemed to be affiliates of PharmAthene would be entitled to sell w ithin any three-month 
period a number of shares which does not exceed the greater of 1% of the then outstanding shares of 
PharmAthene Common Stock or the average weekly reported trading volume during the four calendar 
weeks preceding the filing of the Form 144 with respect to such sale. Sales under Rule 144 are also subject 
to certain manner-of-sale provisions and notice requirements, and to the availability of current public 
information about PharmAthene. Sales under Rule 144 may only be made w ith respect to securities 
registered pursuant to Section 12 of the United States Securities and Exchange Act of 1934, as amended. No 
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securities of PharmAthene are so registered. A person who is not an affiliate of PharmAthene under the 
U.S. Securities Act, and has not been an affiliate during the preceding three months, and who beneficially 
owns shares w ith respect to which at least two years have elapsed since the later of the date of the shares 
were acquired from PharmAthene or from an affiliate of PharmAthene, is entitled to sell such shares 
under Rule 144(k) without regard to the requirements described above. 

Limitation of Liability 

As permitted by the Delaware General Corporation Law, PharmAthene's Certificate of 
Incorporation provides that directors of PharmAthene shall not be personally l iable to PharmAthene or 
its stockholders for monetary damages for breach of fiduciary duty as a director, except for liabil ity (i) for 
any breach of the director's duty of loyalty to PharmAthene or its stockholders, (ii) for acts or omissions 
not in good faith or which involve intentional misconduct or a knowing violation of law, (i ii) under 
Section 174 of the Delaware General Corporation Law, relating to prohibited dividends or distributions 
or the repurchase or redemption of stock or (iv) for any transaction from which the director derives an 
improper personal benefit. As a result of this provision, PharmAthene and its stockholders may be unable 
to obtain monetary damages from a director for breach of his duty of care. In addition, PharmAthene's 
By-laws provide for indemnification, under certain conditions, of officers and directors. 

Signi f icant Shareholders 

As of the date of this Circular, the only persons, firms or corporations who beneficially own, 
directly or indirectly, or exercise control or direction over voting securities of PharmAthene carrying 
more than 10% of the voting rights attached to voting securities of PharmAthene are set out in the table 
below. 

Name 
Number and Class 

 of  PharmAthene shares 

Percentage of   
Voting Rights 

Attached 
 to Voting Securi ties 

of  PharmAthene 

HealthCare Ventures VII, L.P. ...............................  16,442,000 Series A Shares 
6,089,630 Series B Shares 

39.1% 

MPM Capital (1).........................................................  15,796,500 Series B Shares 27.4% 

Bear Stearns Health Innoventures(2)......................  6,089,630 Series B Shares 10.6% 
   

(1) For the purposes of this table, MPM Capital means MPM Bioventures III, L.P., MPM Bioventures III-QP, L.P., MPM 
Bioventures III Parallel Fund, L.P., MPM Bioventures III GMBH & Co. Beteiligungs KG and MPM Asset Management 
Investors 2004 BVIII LLC. 

(2) For the purposes of this table, Bear Stearns Health Innoventures means Bear Stearns Health Innoventures, L.P., Bear 
Stearns Health Innoventures Offshore, L.P., BSHI Members, L.L.C., Bear Stearns Health Innoventures Employee Fund, 
L.P. and BX, L.P. 

 
D ividends 

PharmAthene has never paid a dividend and does not expect to do so in the foreseeable future. 
The actual payment amount and time of any dividends will be determined by the board of directors of 
PharmAthene from time to time based upon, among other things, the cash flow, results of operations, 
financial condition of PharmAthene, a need for funds to finance ongoing operations and such other 
financial considerations as the Board of Directors of PharmAthene may deem relevant. 

Audi tors 

The auditors of PharmAthene are Ernst & Young LLP of McLean, Virginia. 
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INFORM ATION CONCERNING NEXIA 

Overview 

Nexia develops and manufactures complex recombinant proteins in the milk of transgenic goats 
for medical and industrial applications. Nexia's strength is producing proteins that cannot be made 
commercially using other recombinant systems. Nexia's lead program is Protexia� . Protexia�  is being 
investigated initially for use as a pre-treatment for military personnel to counter the toxic effects of nerve 
agents and for use as treatment for nerve agent exposure. Other potential uses of Protexia�  include 
detection and decontamination systems as well as treatment for insecticide poisoning, and cocaine 
overdose. A secondary program, BioSteel� , a recombinant spider silk, is under development for various 
nanotechnology applications for industrial markets. 

Recent Development 

See ªAdditional Informationª  for information concerning Nexia. 

Nexia Share Capi tal  

The authorized share capital of Nexia consists of an unlimited number of Shares and an 
unlimited number of Preferred Shares, all w ithout par value. The following is a summary of the rights 
attached to the Shares and Preferred Shares of Nexia. 

Common Shares 

The holders of Shares are entitled to one vote at meetings of the Shareholders and to receive 
dividends if, as and when declared by the Board of Directors. Shareholders will participate, on a pro rata 
basis, in any distribution of the assets of Nexia upon its liquidation, dissolution or w inding-up. Any 
rights, privileges, conditions and restrictions attached to the Shares may be amended subject to 
ratification by at least two-thirds of the votes at a meeting of holders of Shares duly held for such 
purpose. 

As at the close of business on January 25, 2005, there were 23,366,789 issued and outstanding 
Shares of Nexia. 

Preferred Shares 

Nexia is authorized to issue an unlimited number of senior Preferred Shares without par value 
issuable in series and an unlimited number of junior Preferred Shares without par value issuable in series. 

As at the date hereof, no Preferred Share is issued and outstanding. 
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Securi ties Authorized for Issuance Under Equi ty Compensation Plan 

The follow ing table sets forth information as of August 31, 2004 with respect to compensation 
plans under which equity securities of Nexia are authorized for issuance. 

Plan Category 

Number of  Shares to 
be Issued Upon 

Exercise of 
Outstanding Options, 
Warrants and Rights 

Weighted-Average 
Exercise Price of  

Outstanding Options, 
Warrants and Rights 

Number of  Securi ties 
Remaining Avai lable 
for Future Issuance 

Under Equi ty 
Compensation Plans (1) 

Equity compensation plans approved 
by the Shareholders ................................... 1,486,100 $3.47 1,331,705 

Equity compensation plans not 
approved by the Shareholders ................. 0 n/ a 0 
   

(1) Excludes the number of shares to be issued upon exercise of outstanding Options, warrants and rights. 

 
Remuneration of  Di rectors 

Each director of Nexia who is not a full time employee of Nexia is eligible for the following 
remuneration: (a) a retainer of 7,500 options per year; (b) $500 for participation in a telephonic board 
meeting and $1,250 for attendance at each quarterly or special board meeting; and (c) $500 per meeting 
for participation in a Committee of the Board of Directors and an additional $500 per meeting to chair the 
Committee of the Board of Directors. There is an average of four board meetings per year. With respect to 
the year ended August 31, 2004, Nexia paid an aggregate of $63,500 and granted an aggregate of 52,500 
options to acquire Shares to its directors who are not full time employees of Nexia. 

Corporate Governance 

The Toronto Stock Exchange has issued a series of guidelines (the ªGovernance Guidelinesº ) for 
what it considers effective corporate governance. These guidelines deal w ith matters such as the 
constitution and independence of corporate boards, their functions, the effectiveness and education of 
board members and other means of ensuring sound corporate governance. 

Nexia does not entirely comply with these guidelines. Nexia intends to review what 
requirements, if any, apply to it following the Meeting. The following text sets forth the corporate 
governance practices adopted by Nexia in order to comply with some of the recommendations contained 
in the Governance Guidelines. 

Duties of the Board of Directors 

The Board of Directors is responsible for the management and supervision of Nexia's business. It 
meets on a quarterly basis as well as on an ad hoc basis when it is required to examine specific matters or 
files. 

The Board of Directors approves, inter alia, the quarterly and annual financial statements and, 
prior to the beginning of each fiscal year, the annual budget as well as Nexia's corporate objectives. 
Strategic planning is discussed by the Board of Directors on an annual basis at the time it evaluates the 
corporate objectives. The Board of Directors is also responsible for evaluating the performance of the 
Chief Executive Officer and senior management. 
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The Board of Directors considers that certain decisions are sufficiently important that 
management should seek prior approval of the Board of Directors. Such decisions include: 

· approval of the annual capital budget and any material changes to the operating budget; 

· approval of Nexia's business plan; 

· acquisition of, or investments in new business; 

· changes in the nature of Nexia's business; 

· changes in senior management; and 

· all matters as required under the Canada Business Corporations Act. 

The Board of Directors has delegated the responsibility for ensuring the integrity of Nexia's 
internal control and management information systems to the Audit Committee. 

Composition of the Board and of its Committees 

The Governance Guidelines recommend that a board of directors be constituted with a majority 
of individuals who qualify as ªunrelated directorsº . In addition to having unrelated directors, if Nexia 
has a significant shareholder, then the board must be comprised of a number of directors who do not 
have interests in or relationships w ith either Nexia or the significant shareholder. The number of these 
directors should fairly reflect the investment in Nexia by shareholders other than the significant 
shareholder. The Governance Guidelines define an ªunrelated directorº  as a director who is independent 
of management and is free from any interest and any business or other relationship which could, or could 
reasonably be perceived to, materially interfere with the director's ability to act with a view to the best 
interests of Nexia, other than interests and relationships arising from shareholding. The Governance 
Guidelines also recommend that a board of directors should examine its size to ensure an appropriate 
number of directors in light of the circumstances. 

The Board of Directors presently consists of a majority of individuals who are unrelated to Nexia. 

The Board of Directors is aware of the recommendations to the effect that any changes to the 
composition of the Board of Directors should be made over a period of time that wil l permit the 
methodical integration of the new directors without disturbing the normal course of business. After 
reviewing its size, the Board of Directors determined that a board of nine directors is appropriate for 
decision-making purposes. 

A further Governance Guideline recommends that board committees be generally comprised of 
outside directors, a majority of whom should be unrelated directors. A  guideline also states that the 
Audit Committee should be composed of outside directors only. 

Nexia currently has four committees: the Audit Committee, the Compensation Committee, the 
Nominating Committee and the Special Committee. A ll of these committees are composed exclusively of 
outside directors who are unrelated to Nexia. 
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Independence of the Board from Management 

Nexia's corporate governance structure recognizes the value of separating the offices of chair and 
chief executive officer. Dr. Jeffrey D. Turner is Nexia's President and Chief Executive Officer. The Board 
of Directors is chaired by Mr. William C. Garriock, an unrelated director. 

The Board of Directors meets as necessary in the absence of management to ensure the board's 
functional independence from management. 

The by-laws of Nexia provide that the Board of Directors may delegate to any of its committees, 
any power that the Board of Directors may exercise, unless it is prohibited from exercise by law. The 
Board of Directors has established four committees, namely the Audit Committee, the Compensation 
Committee, the Nominating Committee and the Special Committee. Set out below is a description of the 
committees of the Board of Directors and their mandate. 

Audit Committee 

The Audit Committee is composed of four unrelated outside directors: Mr. Will iam C. Garriock, 
Dr. Harold D. Hafs, Mr. Peter S. Janson and Ms. Rosemary D. Zigrossi (Chair).  

The Audit Committee meets no less than four times a year in order, inter alia, to analyze Nexia's 
quarterly and annual audited financial statements and to recommend the adoption of the financial 
statements to the Board of Directors. Moreover, the Audit Committee ensures that Nexia complies with 
the administrative and accounting policies established by the Board of Directors. In this regard, the Board 
of Directors has delegated to the Audit Committee the responsibility of ensuring the integrity of Nexia's 
internal control systems. 

Compensation Committee 

The Compensation Committee is composed of three unrelated directors: Mr. John J.D. Lawson 
(Chair), Mr. William C. Garriock and Dr. Larry P. Milligan. The Compensation Committee meets as the 
need arises and makes recommendations to the Board of Directors regarding compensation and benefits 
applicable to Nexia's directors, members of management and employees. 

Nexia regularly provides information to its shareholders and the financial community by means 
of press releases, quarterly reports and the annual report required by the securities legislation. Nexia is of 
the opinion that it is the responsibility of senior management to provide information to the shareholders 
and the financial community in general with respect to the business, affairs and performance of Nexia, 
subject to the requirements of securities legislation in effect and other statutory and contractual 
obligations limiting the disclosure of such information. 

Nominating Committee 

The Nominating Committee is composed of four unrelated outside directors: Mr. William C. 
Garriock, Mr. John J.D. Lawson, Dr. Jean-Christophe Renondin and Ms. Rosemary D. Zigrossi. 

The Nominating Committee has the responsibility of monitoring the composition of the Board. 
As part of these responsibilities, it develops and reviews criteria for selecting directors, and in 
consultation w ith the Board Chair, identifies candidates qualified to become Board members. 
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Special Committee 

The Special Committee is composed of three unrelated outside directors: Peter S. Janson (Chair), 
Phil ip Blake and Larry P. Milligan. 

The mandate of the Special Committee was to consider the offer from PharmAthene, to review 
the alternatives available to Nexia, to conduct any negotiations with respect to a transaction involving 
PharmAthene or any similar transaction, to conclude any agreements with respect to such a transaction, 
or to supervise management in the carrying out of any of the foregoing activities, and to consider 
whether any transaction would be fair to the Shareholders and in the best interests of Nexia. 

Remuneration of  Executive Of f icers 

The following table sets forth, for the years ended August 31, 2004, 2003 and 2002, the aggregate 
remuneration paid by Nexia to its Chief Executive Officer, its Chief Financial Officer and each of Nexia's 
most highly compensated executive officer, other than the Chief Executive Officer and Chief Financial 
Officer, who were serving as executive officers as at August 31, 2004 and whose total salary and bonus 
exceeds $150,000 (the ªNamed Executive Officersº ). 

Summary Compensation Table 

  Annual  Earned Compensation 
Long-Term 

Compensation  

Name and Principal  Posi tion Year(1) 
Salary 

($) 
Bonus 

($) 

Other Annual  
Compensation(2) 

($) 

Number 
of  Securi ties 

under Options 
Granted(3) 

Al l  
Other 

Compensation 
($) 

Jeffrey D. Turner 
President and Chief Executive 
Officer 

2004 
2003 
2002 

260,000 
260,000 
260,000 

32,500 
Ð  
Ð  

Ð  
Ð  
Ð  

Ð  
Ð  
Ð  

Ð  
Ð  
Ð  

Constantinos N. Karatzas 
Senior Vice-President, Research and 
Development 

2004 
2003 
2002 

210,000 
210,000 
200,000 

26,250 
Ð  

25,000 

Ð  
Ð  
Ð  

Ð  
20,000 
55,000 

Ð  
Ð  
Ð  

Dana L. Rath 
Vice-President, Finance and 
Administration & Secretary 

2004 
2003 
2002 

170,000 
170,000 
165,000 

21,250 
Ð  

20,000 

Ð  
Ð  
Ð  

Ð  
15,000 
40,000 

Ð  
Ð  
Ð  

   
(1) 2004, 2003 and 2002 refer to the years-ended August 31, 2004, 2003 and 2002 respectively. 
(2) The amount of ªOther Annual Compensationº  paid annually on a non-cash basis to each Named Executive Officer in 

2004, 2003 and 2002 did not exceed the lesser of 10% of the total annual salary and bonus of the Named Executive Officer 
and $50,000. 

(3) Options granted in fiscal years ended August 31, 2004, 2003, and 2002 relate to performance in fiscal years ended 
August 31, 2003, 2002, 2001 respectively. For the fiscal year ended August 31, 2004, no options were authorized or granted 
by the Board of Directors to the Named Executive Officers. 

The aggregate amount of compensation paid by Nexia in fiscal year ended August 31, 2004 to its 
directors and officers as a group was $1,524,562. Furthermore, Nexia granted in such fiscal year 52,500 
stock options to its directors, relating to remuneration for fiscal year ended August 31, 2004, and 25,000 
stock options to Kenneth Johnson, with whom Nexia had entered into an agreement to act as its chief 
operating officer. Mr. Johnson left Nexia on October 21, 2004 after nine months of service and the 
aggregate amount paid to him under his services agreement for the year ended August 31, 2004 was 
$111,950. No options were granted to the Named Executive Officers during the most recently completed 
financial year. The stock option exercise prices range from $1.06 to $1.16 per share and the weighted 
average stock option exercise price is $1.12 per share. 
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Report on Executive Compensation 

The basic salaries of all executive officers of Nexia, including the Chief Executive Officer, must be 
competitive w ith those offered by employers of comparable size carrying on business in sectors of activity 
that are comparable to those of Nexia. The compensation of employees depends on the tasks they 
perform, internal pay equity and their individual performance. The Board of Directors is of the view that 
compensation is a function of performance. This plays an essential role in maintaining Nexia's 
positioning within a highly competitive commercial environment. 

Compensation of executive officers, including the Chief Executive Officer, may consist of up to 
three elements: a basic salary, performance bonuses and stock options. The overall purpose is to attract 
and keep competent and devoted persons who will ensure the long-term success of Nexia. 

The basic salaries are competitive w ith those in the industry and are established on the basis of 
the market rate and the performance and degree of experience of each individual. Performance bonuses 
are based upon pre-set objectives established for Nexia as a whole and the individual officers. 

Members of management participate in Nexia's Stock Option Plan as it is essential for Nexia to 
establish a fair balance between its short and long-term incentives in order to ensure the successful 
retention of key employees and to promote growth in the value of its Shares. 

The members of the Compensation Committee, whose names are set out below, have approved 
the issue of the foregoing report and its inclusion in this Management Information Circular: 

Mr. John J.D. Lawson 
Mr. William C. Garriock 

Dr. Larry P. Milligan 

Stock Option Plan 

On December 7, 2000, the Board of Directors adopted its current stock option plan (the ªPlanº ). 
Under the Plan, Nexia may grant options thereunder to purchase common shares to fulltime employees, 
officers, directors, members of the scientific advisory board and consultants of Nexia. 

The total number of common shares which may be issued pursuant to the Plan will not exceed 
3,369,905 Shares. The maximum number of Shares which may be optioned in favour of any single 
individual shall not exceed the maximum number allowed pursuant to the rules of applicable regulatory 
authorities. 

The terms, exercise price and number of Shares covered by each option as well as the vesting 
periods of such options wil l be determined by the Board of Directors at the time the options are granted 
to beneficiaries but w ill not be more favourable than those permitted by the applicable regulatory 
authorities. Options granted under the Plan may not be assigned and will, at most, expire ten years from 
the date of the grant. 

The following table sets forth information concerning each exercise of stock options during the 
most recently completed fiscal year by each of the Named Executive Officer as well as information 
concerning unexercised options held by each Named Executive Officer as at August 31, 2004. 
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Aggregated Option Exercises During the M ost Recently Completed Fiscal  Year and 
Fiscal  Year-End Option Values 

Name 

Securi ties 
Acquired 

on Exercise 

Aggregate 
Value 

Real ized ($) 

Unexercised Options as at 
August 31, 2004 which are 

Exercisable / Unexercisable 

Value of  Unexercised 
M oney Options as at 

August 31, 2004 
which are Exercisable / 

Unexercisable ($)(1) 
Jeffrey D. Turner Ð  Ð   45,000 /   17,500  N il /  N il    
Constantinos N. Karatzas 97,500 39,000  237,500 /  115,000  8,060 /  2,240 
Dana L. Rath Ð  Ð   173,500 /  59,000  420 /  1,680 
   
(1) Based on the closing price of the Shares on The Toronto Stock Exchange on August 31, 2004 of $1.17. 

The Plan provides that in the event of the sale by Nexia of all or substantially all of the assets of 
Nexia (which is the case of the Sale Transaction), any unvested options granted under the Plan shall vest 
immediately prior to the date of such event (i.e., 11:59 p.m. on the day prior to the Closing Date). Under 
the Plan, options held by employees must be exercised within a period of 90 days after the employees'  
termination of employment with Nexia (i.e., in the case of the Sale Transaction, the Closing Date). Under 
the Plan, options held by directors or members of the scientific advisory board must be exercised prior to 
their original term. Optionholders who exercise their options and are issued Shares prior to the record 
date to be fixed for the purpose of determining holders of Shares entitled to receive the special 
distribution wil l be entitled to exercise their pro rata share of the distribution. 

Performance Graph 

The follow ing graph compares the total cumulative yield of a $100 investment in the Shares made 
on December 19, 2000, being the date on which the Shares were listed and posted for trading on The 
Toronto Stock Exchange, of a $100 investment in the S&P/ TSX Index and of a $100 investment in the 
S&P/ TSX Capped Health Care Index, up to August 31, 2004. 

0

20

40

60

80

100

120

D
ec

-0
0

Fe
b-

01

A
p

r-
01

Ju
n

-0
1

A
u

g-
01

O
ct

-0
1

D
ec

-0
1

Fe
b-

02

A
p

r-
02

Ju
n

-0
2

A
u

g-
02

O
ct

-0
2

D
ec

-0
2

Fe
b-

03

A
p

r-
03

Ju
n

-0
3

A
u

g-
03

O
ct

-0
3

D
ec

-0
3

Fe
b-

04

A
p

r-
04

Ju
n

-0
4

A
u

g-
04

Nexia Biotechnologies TSX Capped Health Care S&P TSX Index
 

Indebtedness of  Di rectors and Executive Of f icers 

As of August 31, 2004, no amount was owed to Nexia by its directors or executive officers. 
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Liabi l i ty Insurance 

Nexia carries liability insurance in an amount l imited to $15,000,000 per event and policy year 
with respect to its directors and officers as a group with a deductible of up to $50,000 per occurrence 
payable by Nexia. For the year ended August 31, 2004, the total annual premium in respect of this 
insurance was $62,156, all of which was paid by Nexia and charged to income. 
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INFORM ATION CONCERNING NEXIA POST SALE TRANSACTION 

Business Description 

Follow ing the completion of the Sale Transaction, and after paying operational costs until 
Closing, and before paying the Special Distribution, Nexia w ill have no material liabilities with 
approximately $18.0 million of cash (of which, assuming a Special Distribution of $0.60 per Share, 
$3.3 million has been allocated to cover the foreseeable expenses of Nexia and other reserves), 
approximately $1.0 million of investment tax credits recoverable, unrecognized tax assets and 10.4% 
(based on a Special Distribution of $0.60 per Share) of the outstanding shares of PharmAthene (not 
including those that may be acquired pursuant to the exercise of the Warrants). If the Sale Resolution and 
the Reduction in Capital Resolution are approved, Nexia will effect a special distribution of at least $0.60 
(in certain circumstances, up to $0.72) per Share by way of a return of capital. Based on the information 
currently available to management of Nexia, it is expected the recommended Special Distribution will be 
between $0.60 and $0.68 per Share. Consequently, other than the rights pertaining to BioSteel�  and the 
shares and warrants of PharmAthene, the tax credits recoverable and the unrecognized tax assets, Nexia 
will not have any other assets or an operating business. 

Di rectors and Of f icers 

As substantially all of Nexia's assets and employees w ill be transferred to PharmAthene, Nexia's 
activities, after the closing of the Sale Transaction, will be limited to overseeing its investment in 
PharmAthene. Accordingly, Nexia intends, shortly after closing of the Sale Transaction, to substantially 
reduce the size of its Board of Directors and its management structure. William C. Garriock, Phil ip Blake 
and Larry P. Milligan w ill serve as the directors of Nexia following the completion of the Sale 
Transaction. See ªRoutine BusinessÐ Election of Directorsª . 

Share Capi tal ization 

The Sale Transaction will not affect the authorized share capital of Nexia, nor will it alter the 
number and kind of issued and outstanding securities of Nexia. 

Annual  Information Form 

Nexia intends to submit, as soon as practicable after the Closing Date, an application to the 
applicable securities commissions and regulatory authorities to request an order relieving Nexia from the 
requirements under applicable securities laws to file an annual information form with the securities 
commissions and regulatory authorities. 

Nexia believes that it would be appropriate to seek such relief after the Closing Date, since Nexia 
at such time w ill have no ongoing operations of business and no assets, other than cash on hand, tax 
credits recoverable, unrecognized tax assets, its rights in BioSteel�  and shares and warrants of 
PharmAthene. As a result, if such relief is granted, Nexia will no longer prepare and file an annual 
information form, a document which is intended to provide shareholders in the public at large with 
detailed description of the business and operations of Nexia. In Nexia's estimation, the costs of preparing 
and filing an annual information form, if the Shareholders approve the Sale Transaction at the Meeting, 
would outweigh any benefit to Shareholders of providing disclosure an annual information form would 
contain under such circumstances. 
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 Stock Exchange l isting and Status as a Reporting Issuer 

The Shares currently trade on the TSX. In order to maintain a listing on the TSX, certain 
qualitative and quantitative requirements must be met. If the Sale Transaction proceeds pursuant to the 
Purchase Agreement, Nexia will not meet these requirements as it w ill cease to be engaged in ongoing 
business. As a result, Nexia is currently considering its listing options including the possibility of 
transferring its listing to NEX, a newly established separate board of the TSX Venture Exchange. Nexia 
will continue to be a reporting issuer under securities legislation in Canada following closing of the Sale 
Transaction. 

Selected Pro Forma Balance Sheet Data 

The following table sets out selected unaudited consolidated pro forma balance sheet information 
for Nexia giving effect to the Sale Transaction. The information presented below assumes a special 
distribution of approximately $14 million to Shareholders (see Note 3(iv) to the unaudited pro forma 
consolidated financial information included elsewhere in this Circular) and does not include the expenses 
incurred by Nexia between November 30, 2004 and the Closing Date. 

 

Pro Forma as at 
November 30, 2004 

af ter giving ef fect to 
the Sale Transaction 

and of  the 
Return of  Capi tal  

($) 
 (unaudited) 
ASSETS  
Current   
Cash and cash equivalents.................................................................................................. (804,752) 
Short-term investments ...................................................................................................... 7,180,269 
Investment tax credits recoverable ................................................................................... 907,000 
Receivables ........................................................................................................................... 89,889 
Prepaids and other assets.................................................................................................... 126,318 
Total current assets .............................................................................................................. 7,498,724 
Property, plant and equipment .......................................................................................... 2,500 
Intellectual property ............................................................................................................ 1 
Investment in PharmAthene Inc. [at cost] ........................................................................ 8,761,239 
 16,262,464 

  
LIABILITIES AND SHAREHOLDERS' EQUITY  
Current   
Accounts payable and accrued liabilities.......................................................................... 287,474 
Current portion of long-term debt .................................................................................... Ð  
Total current l iabilities......................................................................................................... 287,474 
  
Shareholders' equi ty  
Capital stock ........................................................................................................................ 50,350,690 
Contributed surplus............................................................................................................. 519,560 
Deficit ..................................................................................................................................... (34,895,260) 
Total  shareholders' equi ty................................................................................................. 15,974,990 

 16,262,464 
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RISK FACTORS 

The follow ing risk factors should be considered by Shareholders in evaluating whether to 
approve the Sale Transaction. These risk factors should be considered in conjunction with the other 
information included in this Circular and other risk factors disclosed elsewhere in the Circular. In 
addition to the risk factors relating to the Sale Transaction, Nexia Shareholders should also carefully 
consider risk factors relating to the business of PharmAthene follow ing the Sale Transaction. 

Risks of  Not Going Ahead wi th the Sale Transaction 

Nexia has neither developed fully nor commercialized any products nor generated revenues 
from the sale of products to date. For the year ended August 31, 2004, Nexia reported a net loss of 
$8.5 million. As at November 30, 2004, Nexia had an accumulated deficit of approximately $50.5 million. 
Nexia has incurred losses in each year of its operations and expects to continue to do so in the foreseeable 
future. The process of developing product candidates requires significant laboratory testing, 
manufacturing development, validation and clinical trials to support regulatory approvals. In addition, 
Nexia must establish sales, marketing and manufacturing capabil ities, either through internal hiring or 
through contractual relationships w ith others, to commercialize any product candidates. 

Nexia wil l require substantial future capital in order to continue to conduct the research and 
development, clinical and regulatory activities necessary to bring Protexia�  to market and to establish 
commercial manufacturing, marketing and sales capabilities. Nexia's future capital requirements w ill 
depend on many factors, including the time and costs involved in obtaining regulatory approvals; the 
costs of establishing or contracting for sales and marketing capabilities; the progress of clinical and 
formulation development; the establishment of agreements with partners and activities required for 
product commercialization; the costs involved in fil ing and prosecuting patent applications and enforcing 
or defending patent claims; and the existence and availability of refundable tax credits attributable to 
scientific research and development expenditures carried out in Qu� bec, Canada. 

While, as at November 30, 2004, Nexia had approximately $8.9 million of cash, cash equivalents 
and short-term investments, it w ill need to seek additional funding to fund all or a part of its Protexia�  
program very quickly. Nexia's ability to obtain funding will depend in part upon prevailing capital 
market conditions and its business performance. Any additional equity financings may significantly 
dilute existing shareholders.  

If Nexia cannot obtain adequate funds or funds on reasonable terms, it w il l have to initiate a 
voluntary and orderly winding-down of its operations within the coming year. 

Risk  Related to Nexia 

Nexia Will Cease to Carry on a Business 

Follow ing the Sale Transaction, and after paying operating costs until Closing, and before paying 
the Special Distribution, Nexia will not hold any material assets other than the Series C Shares, the 
Warrants, cash on hand (of which, assuming a Special Distribution of $0.60 per Share, $3.3 million has 
been allocated to cover the foreseeable expenses of Nexia and other reserves), BioSteel� , approximately 
$1.0 million of investment tax credits recoverable and unrecognized tax assets. The expenses of Nexia and 
in particular those expenses relating to, among other things, legal matters and accounting and audit 
related services may exceed current estimates. Nexia may not have the financial resources necessary to 
pay the exercise price of the Series C Shares Purchase Warrants. Nexia may need to secure financing in 
order to exercise the Series C share Purchase Warrants. There can be no assurance that such funds will be 
available to Nexia, or if available, on reasonable terms. Further, follow ing the Sale Transaction, the 
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current management of Nexia wil l cease to be employed by Nexia. Accordingly, Nexia will have limited 
assets and will not have an ongoing business. 

Consequences of Minority Share Position 

Follow ing the completion of the Sale Transaction, the influence of Nexia, in its capacity as a 
shareholder of PharmAthene, will be significantly limited. Nexia will hold at most 12.1% of the issued 
and outstanding shares of PharmAthene. The Series C Shares are non-voting shares. Nexia's interest in 
PharmAthene is subject to the risks normally associated with minority shareholdings. Disagreements 
with other shareholders in respect of the business of PharmAthene, as well as other events or 
circumstances, could have a material adverse impact on the viabil ity of Nexia's interest in PharmAthene, 
which could have a material adverse impact on Nexia's future business and financial condition. 

Moreover, follow ing the Sale Transaction and assuming a Special Distribution of $0.60 per Share, 
HealthCare Ventures VII, L.P., MPM Capital and Bear Stearns Health Innoventures will respectively 
beneficially own approximately 31.1%, 23.9% and 9.2% (64.1% in the aggregate) of the outstanding voting 
shares of PharmAthene and therefore, wil l have the ability to exercise influence over the election of 
directors and other issues submitted to PharmAthene's shareholders. 

Nexia Officers and Directors May Have Interests in the Sale Transaction that are Different from those of Nexia 
Shareholders 

In considering the recommendation of the board of directors to vote for the Sale Transaction, 
Shareholders should be aware that certain members of the Nexia board and management team have 
agreements or arrangements that provide them with interests in the Sale Transaction that differ from, or 
are in addition to, those of Shareholders generally. See ªThe Sale Transaction ± Interests of Certain 
Persons in the Sale Transactionª . 

PharmAthene May Not Successfully Integrate the Assets and Business of Nexia 

The Sale Transaction wil l essentially involve a wholesale transfer of ownership of the assets and 
business of Nexia to PharmAthene. As a result, the Sale Transaction will present challenges to 
management of PharmAthene, including the adaptation of the operations, systems, technologies and 
personnel of Nexia to the business plan and associated principles of PharmAthene, and special risks, 
including possible unanticipated costs, diversion of management's attention, operational interruptions 
and the loss of key employees, customers and suppliers. The difficulties that PharmAthene encounters in 
the adaptation and transition processes could have a material adverse effect on the revenues, level of 
expenses and operating results of PharmAthene, which could have a material adverse impact on the 
value of the Series C Shares and the Series C Shares Purchase Warrants or Common Stock Purchase 
Warrants held by Nexia.  

PharmAthene Securities May Never Be Freely Tradable 

PharmAthene is a privately held company incorporated in the State of Delaware, the securities of 
which are subject to resale restrictions. Moreover, as a private company, PharmAthene does not have 
continuous disclosure obligations regarding the dissemination of information regarding the business 
results and prospects of the corporation similar to those imposed by securities laws on reporting issuers 
While PharmAthene is contractually bound to provide certain information to its shareholders, there can 
be no assurance that such information or the impact thereof, whether adverse or not, can or wil l be 
disseminated to Shareholders in a timely fashion. PharmAthene may not become a reporting issuer (or 
the equivalent) and may never publish financial statements or other information for dissemination to the 
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public. There is no market for the PharmAthene securities and a market may never develop. Holders of 
securities of PharmAthene may never be able to freely trade them. 

Changes in the Value of Securities of PharmAthene will Affect the Value of the Consideration Received by Nexia 
Pursuant to the Sale Transaction 

Securities of PharmAthene are an important component of the consideration that Nexia w ill 
receive in exchange for substantially all of its assets. The value of this equity interest in PharmAthene 
could decrease over time, as a result of the operations of PharmAthene or otherw ise. Any such decrease 
would have a material adverse effect on the value of the Shares. In addition, the potential dilutive effects 
of future sales of PharmAthene securities could have a material adverse effect on the price of the share of 
PharmAthene and, in turn, the value of Nexia's investment in PharmAthene. 

Dividend Policy 

PharmAthene does not currently intend to declare or pay any cash dividend on its shares in the 
foreseeable future and anticipates that earnings, if any, will be used to finance the development and 
expansion of its business. Any payment of future dividends and the amounts thereof will be dependent 
upon earnings, financial requirements and other factors deemed relevant by its board of directors, 
including its contractual obligations, if any. 

Potential Fluctuations of Financial Results and Forecasts 

PharmAthene expects revenues and operating results to vary significantly from quarter to 
quarter. In addition, due to its stage of development, PharmAthene cannot predict future revenues or 
results of operations accurately. It is likely that, in one or more future quarters, PharmAthene's operating 
results will fall below the expectations of investors. If this happens, the trading price of the Shares might 
be materially and adversely affected. 

Risks Related to PharmAthene's Business  

PharmAthene Expects to Incur Losses for the Foreseeable Future and May Never Become Profitable. 

From the date PharmAthene began operations in 2001 through December 31, 2004, PharmAthene 
has incurred operating losses of approximately US$22 million. PharmAthene's losses to date have 
resulted principally from research and development costs related to the development of its product 
candidates, the purchase of equipment and establishment of its facilities and general and administrative 
costs related to its operations.  

PharmAthene expects to incur substantial losses for the foreseeable future as a result of increases 
in PharmAthene's research and development costs, including costs associated with conducting preclinical 
testing and clinical trials and regulatory compliance activities. 

PharmAthene's chances for achieving profitability will depend on numerous factors, including 
success in: 

· developing and testing new product candidates; 
· carrying out PharmAthene's intellectual property strategy;  
· establishing PharmAthene's competitive position; 
· pursuing third-party collaborations, 
· acquiring or in-licensing products; 
· receiving regulatory approvals; 
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· manufacturing and marketing products; 
· w inning government procurement contracts under Project BioShield; and 
· continuing to receive government funding and identifying new government funding 

opportunities. 

Many of these factors will depend on circumstances beyond PharmAthene's control. 
PharmAthene cannot assure you that it w il l ever become profitable.  

Clinical Studies for PharmAthene’s First Product Candidate Have Been Placed on Clinical Hold by the FDA. 

On November 12, 2004, PharmAthene administered DNI, its then lead product compound to 
three subjects in connection with an initial human study. An adverse reaction was observed, treated, and 
reported with respect to each subject. On December 10, 2004, the FDA issued a letter providing for among 
other things that the study entitled ªA Phase 1 Randomized, Double-Blind, Placebo-Controlled, Dose-
Escalating Study of Dominant Negative Inhibitor (DNI) in Healthy Volunteersº  has been placed on 
clinical hold. As a result, PharmAthene may not continue clinical trials under the Investigational New 
Drug Application (IND) for ªDominant Negative Inhibitor (Bacillus anthracis protective antigen, 
recombinant, E. coli, Baxter Pharmaceuticals Solution, LLC)º  until PharmAthene's response to the 
deficiencies have been received and reviewed by the FDA, and PharmAthene is informed that the 
response is satisfactory. PharmAthene has engaged in communications with the FDA and is engaged in 
other activities in an attempt to resume human trials. No assurances can be given that the FDA will 
release the pending clinical hold that PharmAthene will be able to resume human trials, or that DNI will 
not again elicit adverse reactions in humans. 

If a Competitor Produces and Commercializes Anthrax Treatments that are Superior to PharmAthene’s Anthrax 
Treatments, the Market for PharmAthene’s Potential Products Could be Reduced or Eliminated. 

PharmAthene has devoted a substantial amount of its research efforts and capital to the 
development of anthrax treatments. If competitors produce and commercializes anthrax treatments that 
provide superior safety, effectiveness or other significant advantages over PharmAthene's anthrax 
treatments, the value of PharmAthene's anthrax treatments would be reduced substantially and, as a 
result, w ithout additional products to market or sell, PharmAthene's abil ity to generate revenue would 
be severely compromised. PharmAthene would need to conduct substantial new research and 
development activities to establish new product targets, which would be costly and time consuming. In 
the event PharmAthene is unable to establish new product targets, PharmAthene will be unable to 
generate sources of revenue.  

PharmAthene May Fail to Obtain Contracts to Supply the Strategic National Stockpiles of Anthrax Treatments to 
the U.S. Government, and PharmAthene may be Unable to Commercialize PharmAthene's Product Candidates. 

The U.S. government has undertaken commitments to help secure improved countermeasures 
against bioterrorism, including the stockpiling of treatments and vaccines for anthrax. The process of 
obtaining government contracts is lengthy and uncertain and PharmAthene must compete for each 
contract. PharmAthene cannot be certain that it w il l be awarded any contracts to supply a government 
stockpile of anthrax treatment or vaccine. It is possible that future awards to provide the U.S. government 
with emergency stockpiles of anthrax treatments and vaccines will be granted solely to other suppliers. If 
the U.S. government makes significant future contract awards for the supply of its emergency stockpile to 
PharmAthene's competitors, PharmAthene's business will be harmed and it is unlikely that 
PharmAthene will be able to ultimately commercialize that particular treatment or vaccine. 
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U.S. Government Agencies Have Special Contracting Requirements, Which Create Additional Risks. 

PharmAthene anticipates that its primary sales wil l be to the U.S. government. U.S. government 
contracts typically contain unfavorable termination provisions and are subject to audit and modification 
by the government at its sole discretion, which subjects PharmAthene to additional risks. These risks 
include the ability of the U.S. government to unilaterally: 

· suspend or prevent PharmAthene for a set period of time from receiving new contracts or 
extending existing contracts based on violations or suspected violations of laws or 
regulations; 

· terminate PharmAthene's existing contracts; 
· reduce the scope and value of PharmAthene's existing contracts; 
· audit and object to PharmAthene's contract-related costs and fees, including allocated 

indirect costs; 
· control and potentially prohibit the export of PharmAthene's products; and 
· change certain terms and conditions in PharmAthene's contracts. 

The U.S. government may terminate any of its contracts w ith PharmAthene either for its 
convenience or if PharmAthene defaults by failing to perform in accordance w ith the contract schedule 
and terms. Termination for convenience provisions would generally enable PharmAthene to recover only 
PharmAthene's costs incurred or committed, and settlement expenses and profit on the work completed 
prior to termination. Termination for default provisions do not permit these recoveries and would make 
PharmAthene liable for excess costs incurred by the U.S. government in procuring undelivered items 
from another source. 

If PharmAthene is Unable to Develop and Successfully Commercialize its Product Candidates, PharmAthene May 
Never Achieve Profitability. 

PharmAthene has not commercialized any products or recognized any revenue from product 
sales. PharmAthene's anthrax treatments are currently in late preclinical and early clinical stages of 
development. One such treatment, DNI, was recently being tested in Phase I clinical trials. PharmAthene 
expects that it must conduct significant additional research and development activities before 
PharmAthene will be able to receive final regulatory approval to commercialize any anthrax treatments 
or products. PharmAthene must successfully complete Phase I clinical trials in humans and commence 
and obtain regulatory approval for PharmAthene's anthrax treatments before PharmAthene is able to 
generate revenue from its sales. Even if PharmAthene succeeds in developing and commercializing its 
anthrax product candidates, PharmAthene may never generate sufficient or sustainable revenue to enable 
it to be profitable. Products developed to treat diseases caused by or to combat the threat of bioterrorism 
will be subject to changing political and social environments. The political and social responses to 
bioterrorism have been highly charged and unpredictable. Political or social pressures may delay or cause 
resistance to bringing PharmAthene's products to market or limit pricing of PharmAthene's products, 
which would harm PharmAthene's business.  

Anthrax Treatment Development is a Long, Expensive and Uncertain Process, and Delay or Failure Can Occur at 
Any Stage of PharmAthene's Clinical Trials. 

To develop anthrax treatment and vaccine candidates, PharmAthene must provide the FDA and 
foreign regulatory authorities with clinical data that demonstrate adequate safety and immune response. 
Because humans are not normally exposed to anthrax, statistically significant effectiveness of 
PharmAthene's biodefense product candidates cannot be demonstrated in humans, but instead must be 
demonstrated, in part, by utilizing animal models before they can be approved for commercial sale. In 
addition, because the effectiveness of PharmAthene's biodefense product candidates cannot be 
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demonstrated in humans, PharmAthene will not know the long term adverse reactions to its products. 
Additionally, few facilities in the U.S. have the capability of testing animals with anthrax exposure. 
PharmAthene may not be able to secure clinical contracts to conduct the testing in a predictable 
timeframe or at all. 

Anthrax treatment and vaccine development to show adequate evidence of effectiveness in 
animal models and safety and immune response in humans is a long, expensive and uncertain process, 
and delay or failure can occur at any stage of PharmAthene's animal studies or clinical trials. Any delay 
or significant adverse clinical events arising during any of PharmAthene's clinical trials could force 
PharmAthene to abandon a treatment or vaccine candidate altogether or to conduct additional clinical 
trials in order to obtain approval from the FDA or foreign regulatory bodies. These development efforts 
and clinical trials are lengthy and expensive, and the outcome is uncertain.  

If PharmAthene Cannot Enter Into New Licensing Arrangements, PharmAthene's Ability to Develop a Diverse 
Product Portfolio Could be Limited. 

A component of PharmAthene's business strategy is in-licensing compounds and products 
developed by other pharmaceutical and biotechnology companies or academic research laboratories that 
may be marketed and developed or improved upon using PharmAthene's novel technologies. 
Competition for promising compounds or products can be intense. Currently, PharmAthene has entered 
into a co-licensing arrangement for several anthrax antibody development candidates with Medarex, Inc. 
If PharmAthene is not able to identify other licensing opportunities or enter into other licensing 
arrangements on acceptable terms, PharmAthene w ill be unable to develop a diverse portfolio of 
products. 

PharmAthene May Need Additional Capital in the Future. If Additional Capital is not Available, PharmAthene 
May be Forced to Delay or Curtail the Development of its Product Candidates.  

PharmAthene anticipates that its existing capital resources will enable it to maintain its current 
operations for at least the next 12 months. PharmAthene's requirements for additional capital may be 
substantial and will depend on many other factors, including:  

· payments received under present or future collaborative partner agreements; 
· continued progress of research and development of PharmAthene's treatments; 
· continued funding by the Defense Advanced Research Projects; 
· PharmAthene's abil ity to license compounds or products from others; 
· costs associated with protecting PharmAthene's intellectual property rights; 
· development of marketing and sales capabilities; and 
· market acceptance of PharmAthene's products. 

PharmAthene has no significant committed sources of additional capital. To the extent 
PharmAthene's capital resources are insufficient to meet future capital requirements, PharmAthene will 
have to raise additional funds to continue the development of its product candidates. PharmAthene 
cannot assure you that funds will be available on favorable terms, if at all. To the extent PharmAthene 
raises additional capital through the sale of securities, the issuance of those securities could result in 
dilution to PharmAthene's stockholders. In addition, if PharmAthene incurs debt financing, a substantial 
portion of PharmAthene's operating cash flow may be dedicated to the payment of principal and interest 
on such indebtedness, thus, limiting funds available for PharmAthene's business activities. If adequate 
funds are not available, PharmAthene may be required to curtail significantly its development and 
commercialization activities. 
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Risks Related to PharmAthene's Industry 

Any Inability to Protect PharmAthene's Intellectual Property Could Harm PharmAthene's Competitive Position 
and Third Parties May Claim that PharmAthene's Products Infringe on Their Intellectual Property Rights. 

PharmAthene's success will depend in part on PharmAthene's ability to obtain patents and 
maintain adequate protection of other intellectual property for PharmAthene's technologies and products 
in the United States and other countries. If PharmAthene does not adequately protect its intellectual 
property, competitors may be able to use PharmAthene's technologies and erode or negate 
PharmAthene's competitive advantage. Further, the laws of some foreign countries do not protect 
PharmAthene's proprietary rights to the same extent as the laws of the United States, and PharmAthene 
may encounter significant problems in protecting its proprietary rights in these foreign countries. 

The patent positions of pharmaceutical and biotechnology companies, including PharmAthene's 
patent positions, involve complex legal and factual questions and, therefore, validity and enforceability 
cannot be predicted with certainty. Patents may be challenged, deemed unenforceable, invalidated or 
circumvented. PharmAthene will be able to protect its proprietary rights from unauthorized use by third 
parties only to the extent that PharmAthene covers its proprietary technologies with valid and 
enforceable patents or PharmAthene effectively maintains such proprietary technologies as trade secrets. 
PharmAthene will apply for patents covering both its technologies and product candidates as it deems 
appropriate. PharmAthene may fail to apply for patents on important technologies or products in a 
timely fashion, or at all, and in any event, the applications PharmAthene does fi le may be challenged and 
may not result in issued patents. Any future patents PharmAthene obtains may not be sufficiently broad 
to prevent others from practicing PharmAthene's technologies or from developing competing products. 
Furthermore, others may independently develop similar or alternative technologies or design around 
PharmAthene's patented technologies. In addition, if challenged, PharmAthene's patents may be 
declared invalid. Even if valid, PharmAthene's patents may fail to provide it w ith any competitive 
advantages. 

PharmAthene relies upon trade secrets protection for its confidential and proprietary 
information. PharmAthene has taken measures to protect its proprietary information; however, these 
measures may not provide adequate protection. PharmAthene seeks to protect its proprietary 
information by entering into confidentiality agreements with employees, collaborators and consultants. 
Nevertheless, employees, collaborators or consultants may still  disclose PharmAthene's proprietary 
information, and PharmAthene may not be able to meaningfully protect its trade secrets. In addition, 
others may independently develop substantially equivalent proprietary information or techniques or 
otherwise gain access to PharmAthene's trade secrets. 

If PharmAthene Experiences Delays in Obtaining Regulatory Approvals, or is Unable to Obtain or Maintain 
Regulatory Approvals, PharmAthene May be Unable to Commercialize Any Products.  

PharmAthene must conduct a substantial amount of additional research and development before 
any U.S. or foreign regulatory authority will approve any of PharmAthene's products. In addition, 
PharmAthene's product candidates are subject to extensive and rigorous domestic government 
regulation. Results of PharmAthene's research and development activities may indicate that its potential 
products are unsafe or ineffective. In this case, regulatory authorities will not approve them. Even if 
approved, PharmAthene's products may not be commercially successful. If PharmAthene fails to develop 
and commercialize its products, PharmAthene may be forced to curtail or cease operations.  



 
 

57 

In addition, the commencement and rate of completion of clinical trials for PharmAthene's 
products may be delayed by many factors, including: 

· lack of efficacy during the clinical trials in animals; 
· unsatisfactory results of any clinical trial; 
· unforeseen safety issues; 
· slower than expected rate of patient recruitment; or 
· government or regulatory delays. 

Delays in obtaining regulatory approvals may: 

· adversely affect the commercialization of any products that PharmAthene or PharmAthene's 
collaborative partners develop; 

· impose costly procedures on PharmAthene or PharmAthene's collaborative partners;  
· diminish any competitive advantages that PharmAthene or PharmAthene's collaborative 

partners may attain; and 
· adversely affect PharmAthene's receipt of revenues or royalties.  

The results from preclinical testing and early clinical trials are often not predictive of results 
obtained in later clinical trials. A lthough a new product may show promising results in initial clinical 
trials, it may subsequently prove unfeasible or impossible to generate sufficient safety and efficacy data to 
obtain necessary regulatory approvals. Data obtained from preclinical and clinical studies are susceptible 
to varying interpretations, which may delay, limit or prevent regulatory approval. In addition, 
PharmAthene may encounter regulatory delays or rejections as a result of many factors, including results 
that do not support PharmAthene's claims, perceived defects in the design of clinical trials and changes 
in regulatory policy during the period of product development. PharmAthene's business, financial 
condition and results of operations may be materially adversely affected by any delays in, or termination 
of, its clinical trials or a determination by the FDA that the results of PharmAthene's trials are inadequate 
to justify regulatory approval. 

Any required approvals, once obtained, may be w ithdrawn. Further, if PharmAthene fails to 
comply w ith applicable FDA and other regulatory requirements at any stage during the regulatory 
process, PharmAthene may encounter difficulties including:  

· delays in clinical trials or commercialization; 
· product recalls or seizures; 
· suspension of production and/ or distribution; 
· w ithdrawals of previously approved marketing applications; and  
· fines, civil penalties and criminal prosecutions. 

PharmAthene's collaborative partners may not be able to conduct clinical testing or obtain 
necessary approvals from the FDA or other regulatory authorities for any product candidates. If 
PharmAthene fails to obtain required governmental approvals, PharmAthene or PharmAthene's 
collaborative partners wil l experience delays in, or be precluded from, marketing products developed 
through PharmAthene's research.  

PharmAthene and PharmAthene's contract manufacturers also are required to comply w ith the 
applicable FDA good manufacturing practice regulations. Good manufacturing practice regulations 
include requirements relating to quality control and quality assurance as well as the corresponding 
maintenance of records and documentation. Manufacturing facilities are subject to inspection by the FDA. 
These facilities must be approved before PharmAthene can use them in commercial manufacturing of 
PharmAthene's products. PharmAthene or PharmAthene's contract manufacturers may not be able to 
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comply w ith the applicable good manufacturing practice requirements and other FDA regulatory 
requirements. If PharmAthene or PharmAthene's contract manufacturers fail to comply, PharmAthene 
could be subject to fines or other sanctions, or be precluded from marketing PharmAthene's products. 

LEGAL M ATTERS 

Stikeman Elliott LLP, Canadian counsel to Nexia, has advised Nexia with respect to certain legal 
matters in this Circular. As at January 31, 2005, partners and associates of Stikeman Elliott LLP owned 
beneficially, directly or indirectly, less than one percent of the outstanding Shares. 

INDEPENDENT AUDITORS 

The consolidated financial statements of Nexia as of August 31, 2004 and for each of the years in 
the three-year period ended August 31, 2004 incorporated by reference in this Circular have been 
incorporated in this document in reliance on the report of Ernst & Young LLP, Chartered Accountants, 
independent auditors. 

DISSENT RIGHTS IN RESPECT OF THE SALE TRANSACTION 

The following summarizes the dissent rights provided for by the CBCA and is qualified in its 
entirety by the provisions of Section 190 of the CBCA, the text of which is set forth as 
Schedule Schedule D to this Circular. 

A  Registered Nexia Shareholder is entitled to dissent under Section 190 of the CBCA and to be 
paid the fair value of such shareholder's Shares. In addition to any other right that a shareholder who 
dissents (a ªDissenting Shareholderº ) may have, a Dissenting Shareholder who complies with the dissent 
procedures of Section 190 of the CBCA is entitled, when the Sale Transaction becomes effective, to require 
Nexia to pay such shareholder the fair value of such shareholder's Shares, determined as of the close of 
business on the date before the Sale Resolution is adopted. 

Section 190 of the CBCA provides that a shareholder may only make a claim under that section 
with respect to all of the shares of a class held by the shareholder on behalf of any one beneficial owner 
and registered in the shareholder's name. One consequence of this provision is that a Registered Nexia 
Shareholder may only exercise the right to dissent under Section 190 (ªDissent Rightsº ) in respect of 
Shares that are registered in that shareholder's name. 

In many cases, Shares beneficially owned by a Non-Registered Nexia Shareholder are registered 
either (a) in the name of an Intermediary or (b) in the name of a clearing agency (such as CDS) of which 
the Intermediary is a participant. Accordingly, a Non-Registered Nexia Shareholder will not be entitled to 
exercise his or her Dissent Rights directly (unless the Shares are re-registered in the Non-Registered 
Nexia Shareholder's name). A Non-Registered Nexia Shareholder who wishes to exercise Dissent Rights 
should immediately contact the Intermediary with whom the Non-Registered Nexia Shareholder deals in 
respect of its Shares and either (i) instruct the Intermediary to exercise the Dissent Rights on the Non-
Registered Nexia Shareholder's behalf (which, if the Shares are registered in the name of CDS or other 
clearing agency, may require that such Shares first be re-registered in the name of the Intermediary), or 
(ii) instruct the Intermediary to re-register such Shares in the name of the Non-Registered Nexia 
Shareholder, in which case the Non-Registered Nexia Shareholder would be able to exercise the Dissent 
Rights directly. 

A  shareholder w ishing to exercise such right must send to Nexia, 1,000 St-Charles Avenue, 
Block B, Vaudreuil-Dorion, Qu� bec, Canada J7V 8P5, at or before the Meeting, a written objection (a 
ªNotice of Dissentº ) to the Sale Resolution with respect to all the Shares held by such shareholder. A  vote 
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in person against the Sale Resolution or the execution or exercise of a proxy to that effect does not 
constitute a written objection for the purposes of Section 190 of the CBCA. 

The filing of a Dissent Notice does not deprive a Registered Nexia Shareholder of the right to 
vote at the Meeting. However, the CBCA provides, in effect, that a Registered Nexia Shareholder who has 
submitted a Dissent Notice and who votes in favour of the Sale Resolution will no longer be considered a 
Dissenting Shareholder with respect to that class of shares voted in favour of the Sale Resolution. The 
CBCA does not provide, and Nexia will not assume, that a proxy submitted instructing the proxyholder 
to vote against the Sale Resolution, a vote against the Sale Resolution or an abstention constitutes a 
Dissent Notice, but a Registered Nexia Shareholder need not vote his or her Shares against the Sale 
Resolution in order to dissent. Similarly, the revocation of a proxy conferring authority on the 
proxyholder to vote in favour of the Sale Resolution does not constitute a Dissent Notice. However, any 
proxy granted by a Registered Nexia Shareholder who intends to dissent, other than a proxy that 
instructs the proxyholder to vote against the Sale Resolution, should be validly revoked in order to 
prevent the proxyholder from voting such Shares in favour of the Sale Resolution and thereby causing the 
Registered Nexia Shareholder to forfeit his or her Dissent Rights. See ª Information Concerning the 
Meeting Ð  Revocation of Proxiesª . 

Within ten days of Nexia Shareholders adopting the Sale Resolution, Nexia is required to notify 
in writing each Dissenting Shareholder that the Sale Resolution has been adopted, unless the Dissenting 
Shareholder voted in favour of the Sale Resolution or has withdrawn such shareholder's Notice of 
Dissent. A  Dissenting Shareholder shall, w ithin 20 days after such shareholder receives notice of the 
adoption of the Sale Resolution or, if such shareholder does not receive such notice, within 20 days after 
such shareholder learns that the Sale Resolution has been adopted, send to Nexia a written notice (the 
ªDemand for Paymentº ) containing such shareholder's name and address, the number of Shares in 
respect of which such shareholder dissents and a demand for payment of the fair value of the Shares held 
by such Nexia Shareholder. Within 30 days of the sending of such shareholder's Demand for Payment, 
the Dissenting Shareholder must send the certificates representing the Shares in respect of which such 
shareholder dissents to Nexia or its transfer agent. Nexia or its transfer agent w il l endorse thereon notice 
that the shareholder is a Dissenting Shareholder and will then return the share certificates to the 
Dissenting Shareholder. A fter sending a Demand for Payment, a Dissenting Shareholder ceases to have 
any rights as a shareholder other than the right to be paid the fair value of the Shares held by such 
shareholder, except where (i) the Dissenting Shareholder withdraws such shareholder's Demand for 
Payment before Nexia makes an offer to the Dissenting Shareholder pursuant to the CBCA; (ii) Nexia fails 
to make an offer as hereinafter described and the Dissenting Shareholder withdraws such shareholder's 
Demand for Payment; or (i i i) the Sale Resolution is terminated; in which case such shareholder's rights as 
a shareholder are reinstated as of the date such shareholder sent the Demand for Payment. Not later than 
seven days after the later of the effective date of the Sale Transaction and the day Nexia receives a 
Demand for Payment, Nexia is required to send to each Dissenting Shareholder who has sent a Demand 
for Payment, an offer to pay for the Shares of the Dissenting Shareholder in an amount considered by the 
directors of Nexia to be the fair value thereof, accompanied by a statement showing how the fair value 
was determined or, if applicable, a notification that Nexia is unable lawfully to pay Dissenting 
Shareholders for their Shares. 

Nexia intends to send the required notices to the Dissenting Shareholders immediately after the 
Meeting such that no Dissenting Shareholders w ill be entitled to receive any amount distributed to 
Shareholders pursuant to the reduction in capital. See ªReduction in Capitalª . 
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Every offer to pay for Shares held by Dissenting Shareholders must be on the same terms and is 
to be paid by Nexia w ithin ten days of the acceptance, but an offer to pay lapses if Nexia has not received 
an acceptance thereof within 30 days of making the offer to pay. If an offer to pay is not made by Nexia or 
if a Dissenting Shareholder does not accept an offer to pay, Nexia may within 50 days after the effective 
date of the Sale Transaction or w ithin such further period as the Qu� bec Superior Court of Justice may 
allow, apply to the Court to fix a fair value for the Shares of any Dissenting Shareholder. If Nexia fails to 
apply to the Qu� bec Superior Court of Justice, a Dissenting Shareholder may apply to the Qu� bec 
Superior Court of Justice for the same purpose within a further period of 20 days or w ithin such further 
period as the Qu� bec Superior Court of Justice may allow. 

Before making an application to the Qu� bec Superior Court of Justice, or not later than seven 
days after receiving notice of an application to the Qu� bec Superior Court of Justice brought by a 
Dissenting Shareholder, as the case may be, Nexia shall give to each Dissenting Shareholder who, at the 
date upon which the notice is given, (a) has sent to Nexia a Demand for Payment and (b) has not accepted 
the offer to pay made by Nexia, notice of the date, place and consequences of the application and of such 
shareholder's right to appear and be heard in person or by counsel. A  similar notice shall be given to each 
Dissenting Shareholder who, after the date of such first mentioned notice and before the termination of 
the proceedings commenced by the application, satisfies the conditions in (a) and (b) above within three 
days after such shareholder satisfies such conditions. A ll Dissenting Shareholders who satisfy the 
conditions in (a) and (b) above shall be deemed to be joined in the application on the later of the date 
upon which the application is brought and the date upon which they satisfy the conditions, and such 
Shareholders are bound by the decision rendered by the Qu� bec Superior Court of Justice in the 
proceedings commenced by the application. Upon an application to the Qu� bec Superior Court of Justice, 
the Qu� bec Superior Court of Justice may determine whether any other person is a Dissenting 
Shareholder who should be joined as a party, and the Qu� bec Superior Court of Justice is to fix a fair 
value for the Shares of all Dissenting Shareholders. 

A  Registered Nexia Shareholder who dissents and elects to receive the fair value of such 
shareholder's Shares and who does not accept the offer to pay made by Nexia, or if the offer to pay lapses 
and Nexia has not received an acceptance thereof, w ill be bound to accept the amount determined by the 
Qu� bec Superior Court of Justice to be the fair value of the Shares. In addition, in certain circumstances, 
Dissenting Shareholders may be responsible for certain of the costs of the Qu� bec Superior Court of 
Justice incurred by the Qu� bec Superior Court of Justice in the application. 

The above is only a summary of the dissenting shareholder provisions of the CBCA, which are 
technical and complex. It is suggested that any Registered Nexia Shareholder wishing to avail themselves 
of such shareholder's rights under those provisions obtain legal advice, as failure to comply strictly with 
the provisions of the CBCA may prejudice such shareholder's rights of dissent. Dissenting Shareholders 
should also seek their own tax advice. 

CANADIAN FEDERAL INCOM E TAX CONSIDERATIONS 

This summary is based upon the current provisions of the Tax Act in force as of the date hereof, 
and counsel's understanding of the current administrative practices of the Canada Revenue Agency. This 
summary takes into account all specific proposals to amend the Tax Act publicly announced by or on 
behalf of the Minister of Finance (Canada) prior to the date hereof (the ªProposed Amendmentsº ) and 
assumes that all Proposed Amendments will be enacted in the form proposed. However, there can be no 
assurance that the Proposed Amendments w ill be enacted in their current form or at all. This summary 
does not otherwise take into account or anticipate any changes in the law or administrative practice 
whether by legislative, regulatory, administrative, or judicial action, nor does it take into account tax 
legislation or considerations of any province, territory, or foreign jurisdiction, which may differ 
significantly from those discussed herein. 
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This summary is applicable to a Shareholder who, for the purposes of the Tax Act, deals at arm's 
length and is not affiliated with Nexia, at all relevant times is, or is deemed to be, resident in Canada for 
purposes of the Tax Act, and holds Shares as capital property. Shares wil l generally constitute capital 
property to a shareholder unless those shares are held in the course of carrying on a business of buying 
and selling shares or those shares have been acquired in a transaction or transactions considered to be an 
adventure or concern in the nature of trade. Certain Canadian-resident Shareholders for whom the Shares 
might not otherwise qualify as capital property may be entitled to make an irrevocable election in 
accordance with subsection 39(4) of the Tax Act to have those shares, and any other ªCanadian securitiesº  
(as defined in the Tax Act) owned by that Shareholder in the taxation year in which the election is made 
and all subsequent taxation years, be deemed to be capital property. This summary is not applicable to a 
Shareholder that is a ª financial institutionº  or a ª specified financial institutionº , or a Shareholder an 
interest in which is a ª tax shelter investmentº  (all as defined in the Tax Act).  

This summary is of a general nature only and is not intended to be legal or tax advice to any 
particular holder. This summary is not exhaustive of all federal income tax considerations. Furthermore, 
the income and other tax consequences w ill vary depending on the Shareholder's particular 
circumstances. Accordingly, Shareholders of Shares should consult their own tax advisors having regard 
to their own particular circumstances. 

Special Distribution 

Generally, where a public corporation, as defined in the Tax Act, reduces the paid-up capital in 
respect of a class of its shares, the amount paid on such reduction is deemed to be a dividend. However, 
where the paid-up capital of the issuer exceeds the amount of the proposed distribution (which is the case 
for Nexia in respect of the Special Distribution), the amount distributed may be treated as a tax-free 
return of capital (subject to the comments below concerning the reduction of the adjusted cost base of the 
shares) and not as a deemed dividend where, among other things, the distribution is made on the 
winding-up, discontinuance or reorganization of its business. 

Nexia has received an advance income tax ruling from the Canada Revenue Agency confirming 
that the Special Distribution will be treated as a tax-free return of capital and not as a deemed dividend 
on the basis of this exception. 

The adjusted cost base of each Share to a Shareholder that holds Shares as capital property will be 
reduced by an amount equal to the amount per Share received on account of the Special Distribution. If 
the amount per share received on account of the Special Distribution exceeds the adjusted cost base of 
such share, a Shareholder will realize a capital gain equal to such excess. 

Generally, one-half of a capital gain must be included in income as a taxable capital gain. A  
Shareholder that is a ªCanadian-controlled private corporationº  (as defined in the Tax Act) may be liable 
to pay an additional refundable tax of 62¼3% on its ªaggregate investment incomeº  for the year, which will 
include amounts in respect of taxable capital gains realized in the year. Capital gains realized by an 
individual will be relevant in computing possible liability under the alternative minimum tax. 

ACCEPTANCE OF THE SALE TRANSACTION 

Nexia has no knowledge of whether any Shareholder wil l vote in favour of the Sale Resolution, 
other than (i) the MDS Funds and OTPP, whom have agreed with PharmAthene to vote all of the Shares 
owned or controlled by them in favour of the Sale Resolution pursuant to a Voting Agreement; and 
(ii) directors of Nexia who are Shareholders, who have informed Nexia that they intend to vote all of the 
Shares owned by them in favour of the Sale Resolution. In the aggregate, these persons own or exercise 
control over 8,909,507 Shares, representing approximately 38.1% of all outstanding Shares. 
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SHAREHOLDER PROPOSALS FOR NEXT ANNUAL M EETING OF SHAREHOLDERS 

Shareholder proposals must be submitted no later than November 3, 2005 to be considered for 
inclusion in next year's Management Information Circular for the purposes of our 2006 annual meeting of 
Shareholders. 

OTHER BUSINESS 

Management of Nexia is not aware of any matter to come before the Meeting other than the 
matter referred to in the Notice of Annual and Special Meeting. However, if any other matter properly 
comes before the Meeting, an accompanying form of proxy confers discretionary authority to vote with 
respect to amendments or variations to matters identified in the Notice of Annual and Special Meeting 
and with respect to other matters that may properly come before the Meeting. 

INTEREST OF M ANAGEM ENT AND OTHERS IN TRANSACTIONS 

Other than described herein, during the most recently completed fiscal year, Nexia did not make 
any material transactions with a director or a proposed nominee for election as director, an officer, a 
corporation controlled by an officer or director, or a person related to a director, an officer or corporation 
controlled by a director or an officer. 

ADDITIONAL INFORM ATION 

Information Incorporated by Reference 

The following documents, filed w ith the various securities commissions or similar regulatory 
authorities in each of the provinces of Canada, are available by accessing SEDAR at www.sedar.com: 

(i) the audited consolidated balance sheets of Nexia as at August 31, 2004 and 2003 and the 
consolidated statements of operations and deficits and cash flows for the years ended August 31, 
2004, together with the notes thereto and the auditors'  report thereon; 

(ii) management's discussion and analysis of financial condition and results of operation of Nexia for 
the year ended August 31, 2004;  

(iii) the interim consolidated balance sheet of Nexia as at November 30, 2004 and the consolidated 
statements of operations and deficits in cash flows, for the three-months ended November 30, 
2004 and 2003, together with the notes thereto;  

(iv) management's discussions and analysis of financial condition and results of operations of Nexia 
for the three-months ended November 30, 2004; and 

(v) the material change report of Nexia dated January 14, 2005 relating to the Sale Transaction. 

Financial information is provided in Nexia's comparative financial statements and management's 
discussion and analysis for the most recently completed financial year. 
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CONSENT OF SPROTT SECURITIES INC. 

To the Board of directors of Nexia Biotechnologies Inc. 

We consent to the inclusion of our fairness opinion dated January 7, 2005 in the management 
information circular of Nexia Biotechnologies Inc. dated February 3, 2005 prepared in connection with the 
annual and special meeting of shareholders of Nexia Biotechnologies Inc. to be held on March 7, 2005 and 
to the references to the fairness opinion in such management information circular. 

 

 

Robert P. Chalmers 
Director 
Investment Banking 

Toronto, Ontario 
February 3, 2005 
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APPROVAL OF THE NEXIA BOARD OF DIRECTORS 

The contents of this Circular and its sending to Shareholders have been approved by the Board of 
Directors. 

By order of the Board of Directors 

 

William C. Garriock 
Chairman of the Board 

Vaudreuil-Dorion, Qu� bec 
February 3, 2005 
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SCHEDULE A 
SALE RESOLUTION 

WHEREAS Nexia Biotechnologies Inc. (ªNexiaº ), PharmAthene, Inc. (ªPharmAtheneº ) and 
PharmAthene Canada, Inc. (ªPAICº ), a wholly-owned subsidiary of PharmAthene, have entered into a 
Purchase Agreement dated January 6, 2005, as amended, restated or supplemented, form time to time 
(the ªPurchase Agreementº ), providing for the sale by Nexia of substantially all of its operations and 
assets related to Protexia�  (recombinant human butyrylcholinesterase) (the ªBusinessº ) to PAIC (the 
ªSale Transactionº ) in consideration for (i) an aggregate amount of US$18 million in cash and Series C 
Convertible Preferred Shares of PharmAthene (the ªSeries C Sharesº ) at about US$0.91 per share; 
(ii) warrants to acquire Series C Shares (in an amount equal to 30% of the number of Series C Shares to be 
issued to Nexia) exercisable at about US$0.91 per share and expiring on the third anniversary of the 
closing of the Sale Transaction; (iii) warrants to acquire common shares of PharmAthene (in an amount 
equal to 18% of the number of Series C Shares to be issued to Nexia; subject to reduction if certain 
milestones are met by PharmAthene as specified in the warrants) exercisable at US$0.01 per share and 
expiring in October 2014; and (iv) assumption of liabil ities relating to the Business; 

NOW THEREFORE BE IT RESOLVED, AS A SPECIAL RESOLUTION: 

1. THAT the sale of the Business to PAIC pursuant to the Purchase Agreement is hereby approved 
pursuant to Section 189(3) of the Canada Business Corporations Act; 

2. THAT the Purchase Agreement and all of the transactions contemplated thereby be and are 
hereby ratified, confirmed and approved; 

3. THAT the Board of Directors of Nexia is hereby authorized to approve any amendment or 
supplement to the terms and conditions of the Purchase Agreement, as the Board of Directors in 
its sole discretion considers necessary or desirable and the Board of Directors further retains at all 
times the authority to suspend this resolution or declare same to be of no effect should it be of the 
view, based upon its appreciation of any change in circumstances, that it would be in the best 
interest of Nexia to abandon the consummation of the Sale Transaction and terminate the 
Purchase Agreement without any further approval of the shareholders of Nexia; 

4. THAT any director or officer of Nexia, acting alone, is hereby authorized, for and on behalf and 
in the name of Nexia, to sign, execute or cause to be executed and deliver or cause to be delivered 
all such other deeds, documents, instruments and writings and to do or cause to be done all such 
other acts and things as in the opinion of such director or officer may be necessary, desirable or 
useful for the purpose of giving effect to these resolutions, to the Purchase Agreement and the 
Sale Transaction in accordance with the terms thereof, including: 

(i) all actions required to be taken by or on behalf of Nexia, and all the necessary filings 
and the obtention of the necessary approvals, consents and acceptances of 
appropriate regulatory authorities; and 

(ii) and the signing of the certificates, consents and other documents or declarations 
required under the Purchase Agreement or otherwise to be entered into by Nexia; 
and 

5. THAT, notwithstanding that this resolution has been passed by the shareholders of Nexia, the 
directors of Nexia are hereby authorized and empowered without further notice or approval of 
the shareholders of Nexia (i) to amend the Purchase Agreement; (i i) not to proceed with the Sale 
Transaction at any time; and (iii) to revoke this special resolution at any time prior to the Sale 
Transaction becoming effective. 



 
 

B-1 

SCHEDULE B 
REDUCTION IN CAPITAL RESOLUTION 

WHEREAS Nexia Biotechnologies Inc. (ªNexiaº ), PharmAthene, Inc. (ªPharmAtheneº ) and 
PharmAthene Canada, Inc. (ªPAICº ), a wholly-owned subsidiary of PharmAthene, have entered into a 
Purchase Agreement dated January 6, 2005, as amended, restated or supplemented, form time to time 
(the ªPurchase Agreementº ), providing for the sale by Nexia of substantially all of its operations and 
assets related to Protexia�  (recombinant human butyrylcholinesterase) to PAIC (the ªSale Transactionº ) 
in consideration for (i) an aggregate amount of US$18 mill ion in cash and Series C Convertible Preferred 
Shares of PharmAthene (the ªSeries C Sharesº ) at about US$0.91 per share; (ii) warrants to acquire Series 
C Shares (in an amount equal to 30% of the number of Series C Shares to be issued to Nexia) exercisable 
at about US$0.91 per share and expiring on the third anniversary of the closing of the Sale Transaction; 
(iii) warrants to acquire common shares of PharmAthene (in an amount equal to 18% of the number of 
Series C Shares to be issued to Nexia; subject to reduction if certain milestones are met by PharmAthene 
as specified in the warrants exercisable at US$0.01 per share and expiring in October 2014; and 
(iv) assumption of liabilities relating to the Business; 

WHEREAS the shareholders of Nexia have approved the special resolution authorizing the Sale 
Transaction; 

NOW THEREFORE BE IT RESOLVED, AS A SPECIAL RESOLUTION: 

1. THAT the stated capital account maintained in respect of the common shares of the Corporation 
(the ªCommon Sharesº ) be reduced pursuant to subsection 38(1) of the Canada Business 
Corporations Act (the ªCBCAº ) for the purpose of effecting a special distribution on the 
Distribution Date (as defined below) by way of a return of capital (the ªSpecial  D istributionº ) by 
an amount equal to or greater than $0.60 but no more than $0.72 multiplied by the number of 
Common Shares that w ill be issued and outstanding as of the close of business on the Record 
Date (as defined below), such amount to be announced prior to the vote of the shareholders 
based upon the recommendation of the board of directors, acting reasonably, taking into account 
the projected  net available cash of Nexia immediately after the closing of the Sale Transaction, 
which w ill include the cash proceeds from the Sale Transaction as well as Nexia's cash and short 
term investments on hand at the time less an amount estimated to enable Nexia to satisfy or 
provide for its obligations for Nexia's foreseeable future, provided, however that the board of 
directors shall in its recommendation of such amount endeavour to maximize the amount of the 
Special Distribution; 

2. THAT the record date for the purpose of determining holders of Common Shares who will be 
entitled to the Special Distribution (the ªRecord Dateº ) be fixed as: 

(a) if Nexia has not received, at or before the meeting at which the Sale Transaction was 
submitted to the shareholders of Nexia, a written objection under Section 190 of the 
CBCA by a shareholder to the resolution approving the Sale Transaction, the close of 
business on the date that is the 7th trading day following the closing of the Sale 
Transaction; and 

(b) if Nexia has received, at or before the meeting at which the Sale Transaction was 
submitted to the shareholders of Nexia, one or more written objections under Section 190 
of the CBCA by shareholders to the resolution approving the Sale Transaction, the close 
of business on the date that is the 25th day following the closing of the Sale Transaction. 
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3. THAT the distribution date (the ªDistribution Dateº ) be fixed as the close of business on the 
Record Date. 

4. THAT in the event that the Purchase Agreement shall be terminated prior to the closing of the 
Sale Transaction or that the Sale Transaction shall not be completed in accordance with the terms 
described in the Circular by March 31, 2005, then the board of directors be authorized to revoke 
this special resolution at any time before it is acted upon w ithout the requirement to obtain any 
further approval from the holders of Common Shares; and 

5. THAT any director or officer of Nexia, acting alone, is hereby authorized, for and on behalf and 
in the name of Nexia, to sign, execute or cause to be executed and deliver or cause to be delivered 
all such other deeds, documents, instruments and writings and to do or cause to be done all such 
other acts and things as in the opinion of such director or officer may be necessary, desirable or 
useful for the purpose of giving effect to these resolutions. 
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SCHEDULE C 
FAIRNESS OPINION OF SPROTT SECURITIES INC. 

 

 
 
January 7, 2005 
Nexia Biotechnologies Inc. 
1000 St. Charles Avenue 
Block B 
Vandreuil-Dorion, Qu� bec  
J7V 8P5 
Canada 
 
Attention: Peter S. Janson,  

Chair for the Special Committee of the Board of Directors 
 

Sprott Securities Inc. (ªSprottº ) understands that Nexia Biotechnologies Inc. (ªNexiaº  or the 
ªCompanyº ) on January 6, 2005 has reached an agreement (the ªAgreementº ) with PharmAthene 
Inc. (ªPharmAtheneº  or ªPAIº ) and PharmAthene Canada, Inc. (ªPharmAthene Canadaº ), a 
wholly-owned subsidiary of PharmAthene, pursuant to which PharmAthene Canada will acquire 
substantially all of the operations and the assets related to Protexia�  of the Company, excluding 
the cash, BioSteel�  assets and certain tax attributes held by the Company at the time of the 
Transaction (the ªTransactionº ). The Transaction is composed of (i) an aggregate amount of 
US$18 million in cash and Series C Convertible Preferred Shares of PharmAthene at about 
US$0.91 per share, (ii) the assumption effective on the closing of the transaction contemplated by 
the Agreement of certain l iabilities related to the assets to be transferred, and (iii) warrants to 
acquire Series C Shares of PharmAthene exercisable at about US$0.91 per share expiring February 
2008 and warrants to acquire common shares of PharmAthene exercisable at US$0.01 per share 
expiring in October 2014.  

Sprott has been asked by the special committee of the Board of Directors of the Company (the 
ªSpecial Committeeº ) to provide advice and assistance to the Special Committee, including the 
delivery to the Special Committee of its opinion (the ªFairness Opinionº ) as to the fairness of the 
Transaction, from a financial point of view. Sprott has been advised that the transaction is not 
governed by the valuation and minority shareholder approval requirements of Ontario Securities 
Commission Rule 61-501. 

SPROTT'S ENGAGEM ENT, BACKGROUND AND ASSIGNM ENT 

On July 19, 2004, Sprott was contacted and asked to submit a proposal for acting as the advisor to 
the Special Committee. Sprott was formally engaged by the Board of Directors to act as the 
financial and strategic advisor to the Special Committee pursuant to a letter agreement dated 
August 5, 2004 (the ªEngagement Letterº ).  



 
 

C-2 

RELATIONSHIP WITH INTERESTED PARTIES 

Sprott is not an insider, associate or affiliate of the Company, PharmAthene or any of their 
respective affiliates or associates. In addition, other than pursuant to the engagement described 
above, Sprott is not now an advisor to the Company, PharmAthene or any of their respective 
affiliates or associates. 

Except as described below, Sprott has neither provided financial advisory services nor 
participated in any financings involving the Company, PharmAthene or any of their respective 
affiliates or associates. The fees payable to Sprott under the Engagement Letter on the delivery of 
the Fairness Opinion are not contingent upon the conclusions reached by Sprott in the Fairness 
Opinion or upon the success of the Transaction. However, certain other fees are payable to Sprott 
in the event the Transaction is successful. There are no understandings, agreements or 
commitments between Sprott and the Company, PharmAthene or any of their respective affiliates 
or associates with respect to any future business dealings. However, Sprott may in the future, in 
the ordinary course of business, seek to perform financial advisory or investment banking 
services for any one or more of them from time to time. 

Sprott acts as a trader and dealer, both as principal and agent, in all major Canadian financial 
markets and, as such, may have had or may in the future have positions in securities of the 
Company or PharmAthene and, from time to time, may have executed or may execute 
transactions on behalf of them or on behalf of other clients for which it receives compensation. As 
an investment dealer, Sprott conducts research on securities and may, in the ordinary course of 
business, provide research reports and investment advice to its clients on investment matters, 
including matters involving an investment in the Company or PharmAthene. 

CREDENTIALS OF SPROTT 
Sprott provides research and corporate finance advice and services, and engages in securities 
trading and investment banking. Sprott is not in the business of providing auditing services and 
is not controlled by a financial institution. The Fairness Opinion expressed herein represents the 
opinion of Sprott, and the form and content herein have been approved for release by the 
Executive Committee of Sprott, the members of which have extensive experience in merger, 
acquisition, divestiture, valuation, fairness opinion and capital market matters.  

SCOPE OF REVIEW 

In connection with our Fairness Opinion, we have reviewed and relied upon, among other things, 
the following: 

1. all public filings submitted by the Company to securities commissions or similar 
regulatory authorities in Canada for the last 3 fiscal years, including annual reports, 
management information circulars, annual information forms, prospectuses, directors'  
circulars and interim financial statements; 

2. public information relating to the business, operations, financial performance and stock 
trading history of the Company and other selected public companies operating in 
Canada or the United States considered by us to be relevant; 

3. all press releases issued by the Company for the last 3 fiscal years; 

4. research articles and publications relating to the Canadian and United States equity 
capital markets, and in particular, the biotechnology sector; 
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5. secondary market trading prices and valuation multiples for the Company and compared 
those against certain publicly-traded companies that we deemed to be relevant;  

6. public information with respect to transactions of a nature comparable to the Transaction 
which we considered to be relevant; 

7. other such corporate, industry and financial market information, investigations and 
analyses as Sprott considered necessary or appropriate under the circumstances, and 

8. Sprott held numerous meetings and discussions with members of management and the 
Special Committee analyzing the financial situation and prospects of Nexia and 
discussed options available (or not) to Nexia, e.g. mergers, divestitures, acquisitions, 
financings, etc.  

ASSUM PTIONS AND LIM ITATIONS 

With the approval of the Special Committee and as is provided for in the Engagement Letter, 
Sprott has relied upon the completeness, accuracy and fair presentation of all of the financial and 
other information, data, advice, opinions and representations obtained by it from public sources, 
the Special Committee and the Company representatives (collectively, the ª Informationº ). The 
Fairness Opinion is conditional upon the completeness, accuracy and fair presentation of such 
Information. Subject to the exercise of professional judgment and except as expressly described 
herein, we have not attempted to verify independently the completeness, accuracy or fair 
presentation of any of the Information. 

The Company has represented to Sprott in a certificate delivered as of the date of this Fairness 
Opinion, among other things, that (i) to its knowledge, the information and data provided to 
Sprott by or on behalf of the Company in respect of the Company in connection w ith the 
Transaction is or, in the case of historical information and data, was, at the date of preparation, 
true and complete in all material respects and no additional material, data or information would 
be required to make the information and data provided to Sprott not misleading in any material 
respect in the light of circumstances in which it was prepared; and (ii) has no knowledge of any 
plan or proposal for any material change (as defined in the Securities Act (Ontario)) in the affairs 
of the Company which has not been disclosed to Sprott.  

The Fairness Opinion is rendered on the basis of securities markets, economic, financial and 
general business conditions prevailing as at the date hereof and the condition and prospects, 
financial and otherwise, of the Company and its subsidiaries and affiliates, as they were reflected 
in the Information and as they have been represented to Sprott in discussions w ith management 
of the Company. In its analyses and in preparing the Fairness Opinion, Sprott has made 
numerous assumptions with respect to industry performance, general business and economic 
conditions and other matters, many of which are beyond the control of Sprott or any party 
involved in the Transaction and, while reasonable under current circumstances, may prove to be 
incorrect. 

The Fairness Opinion has been provided for the use of the Special Committee in making 
recommendations to the Board of Directors in connection with the Transaction. The Fairness 
Opinion may not be used by any person or relied upon by any other person other than the 
Special Committee or the Board of Directors and may not be used or relied upon by the Special 
Committee or the Board of Directors for any purpose other than the purpose hereinbefore stated, 
without the express prior written consent of Sprott. Under the terms of its engagement, Sprott 
has consented to the reference to Sprott and the description of, reference to and reproduction of 
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the Fairness Opinion in any press release or management information circular in connection to 
the Transaction.  

The Fairness Opinion is given as of the date hereof, and Sprott disclaims any undertaking or 
obligation to advise any person of any change in any fact or matter affecting the Fairness Opinion 
which may come or be brought to Sprott's attention after the date hereof. Without limiting the 
foregoing, in the event that there is any material change in any fact or matter affecting the 
Fairness Opinion after the date hereof, Sprott reserves the right to change, modify or withdraw 
the Fairness Opinion. 

FAIRNESS CONSIDERATIONS 

The assessment of fairness, from a financial point of view, must be determined in the context of 
the particular transaction. In its assessment, Sprott looked at several techniques and used a 
blended approach to determine its opinion on the Transaction. Sprott based its Fairness Opinion 
upon a number of quantitative and qualitative factors including, but not l imited to: 

1. the trading metrics of publicly traded comparable companies in Canada and the United 
States; 

2. the historical trading range for the Company's common shares;  

3. the form of consideration that the Company would receive from PharmAthene; 

4. the fact that the Company is a small-cap with limited analyst coverage and limited 
liquidity for the common shares;  

5. the likelihood and probability of the Company finding a higher offer for its assets and 
liabilities, excluding the cash, BioSteel�  and tax attributes in the context of today's 
Canadian biotech equity capital markets and the Company's situation.  

FAIRNESS OPINION 

Based on and subject to the foregoing, Sprott is of the opinion that, as at the date hereof, the 
contemplated Transaction between PharmAthene and Nexia is fair, from a financial point of 
view, to the Company.  

Yours very truly, 

 
Robert P. Chalmers 
Director 
Investment Banking 

 



 
 

D-1 

SCHEDULE D 
SECTION 190 OF THE CANADA BUSINESS CORPORATIONS ACT 

 

(1) Right to dissent - Subject to sections 191 and 241, a holder of shares of any class of a corporation 
may dissent if the corporation is subject to an order under paragraph 192(4)(d) that affects the 
holder or if the corporation resolves to 

(a) amend its articles under section 173 or 174 to add, change or remove any provisions 
restricting or constraining the issue, transfer or ownership of shares of that class; 

(b) amend its articles under section 173 to add, change or remove any restriction on the 
business or businesses that the corporation may carry on; 

(c) amalgamate otherwise than under section 184; 

(d) be continued under section 188; 

(e) sell, lease or exchange all or substantially all its property under subsection 189(3); or 

(f) carry out a going-private transaction or a squeeze-out transaction. 

(2) Further right - A  holder of shares of any class or series of shares entitled to vote under section 
176 may dissent if the corporation resolves to amend its articles in a manner described in that 
section. 

(2.1) I f  one class of  shares. The right to dissent described in subsection (2) applies even if there is only 
one class of shares. 

(3) Payment for shares - In addition to any other right the shareholder may have, but subject to 
subsection (26), a shareholder who complies w ith this section is entitled, when the action 
approved by the resolution from which the shareholder dissents or an order made under 
subsection 192(4) becomes effective, to be paid by the corporation the fair value of the shares in 
respect of which the shareholder dissents, determined as of the close of business on the day 
before the resolution was adopted or the order was made. 

(4) No partial  dissent - A  dissenting shareholder may only claim under this section with respect to 
all the shares of a class held on behalf of any one beneficial owner and registered in the name of 
the dissenting shareholder. 

(5) Objection - A  dissenting shareholder shall send to the corporation, at or before any meeting of 
shareholders at which a resolution referred to in subsection (1) or (2) is to be voted on, a written 
objection to the resolution, unless the corporation did not give notice to the shareholder of the 
purpose of the meeting and of their right to dissent. 

(6) Notice of  resolution - The corporation shall, w ithin ten days after the shareholders adopt the 
resolution, send to each shareholder who has filed the objection referred to in subsection (5) 
notice that the resolution has been adopted, but such notice is not required to be sent to any 
shareholder who voted for the resolution or who has withdrawn their objection. 

(7) Demand for payment - A dissenting shareholder shall, w ithin twenty days after receiving a 
notice under subsection (6) or, if the shareholder does not receive such notice, within twenty days 
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after learning that the resolution has been adopted, send to the corporation a written notice 
containing 

(a) the shareholder's name and address; 

(b) the number and class of shares in respect of which the shareholder dissents; and 

(c) a demand for payment of the fair value of such shares. 

(8) Share certi f i cate - A  dissenting shareholder shall, w ithin thirty days after sending a notice under 
subsection (7), send the certificates representing the shares in respect of which the shareholder 
dissents to the corporation or its transfer agent. 

(9) Forfei ture - A  dissenting shareholder who fails to comply with subsection (8) has no right to 
make a claim under this section. 

(10) Endorsing certi f i cate - A  corporation or its transfer agent shall endorse on any share certificate 
received under subsection (8) a notice that the holder is a dissenting shareholder under this 
section and shall forthwith return the share certificates to the dissenting shareholder. 

(11) Suspension of  rights - On sending a notice under subsection (7), a dissenting shareholder ceases 
to have any rights as a shareholder other than to be paid the fair value of their shares as 
determined under this section except where 

(a) the shareholder withdraws that notice before the corporation makes an offer under 
subsection (12), 

(b) the corporation fails to make an offer in accordance with subsection (12) and the 
shareholder withdraws the notice, or 

(c) the directors revoke a resolution to amend the articles under subsection 173(2) or 174(5), 
terminate an amalgamation agreement under subsection 183(6) or an application for 
continuance under subsection 188(6), or abandon a sale, lease or exchange under 
subsection 189(9), 

in which case the shareholder's rights are reinstated as of the date the notice was sent. 

(12) Of fer to pay - A  corporation shall, not later than seven days after the later of the day on which 
the action approved by the resolution is effective or the day the corporation received the notice 
referred to in subsection (7), send to each dissenting shareholder who has sent such notice 

(a) a written offer to pay for their shares in an amount considered by the directors of the 
corporation to be the fair value, accompanied by a statement showing how the fair value 
was determined; or 

(b) if subsection (26) applies, a notification that it is unable lawfully to pay dissenting 
shareholders for their shares. 

(13) Same terms - Every offer made under subsection (12) for shares of the same class or series shall 
be on the same terms. 
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(14) Payment - Subject to subsection (26), a corporation shall pay for the shares of a dissenting 
shareholder within ten days after an offer made under subsection (12) has been accepted, but any 
such offer lapses if the corporation does not receive an acceptance thereof w ithin thirty days after 
the offer has been made. 

(15) Corporation may apply to court - Where a corporation fails to make an offer under subsection 
(12), or if a dissenting shareholder fails to accept an offer, the corporation may, within fifty days 
after the action approved by the resolution is effective or within such further period as a court 
may allow, apply to a court to fix a fair value for the shares of any dissenting shareholder. 

(16) Shareholder appl ication to court - If a corporation fails to apply to a court under subsection (15), 
a dissenting shareholder may apply to a court for the same purpose within a further period of 
twenty days or w ithin such further period as a court may allow. 

(17) Venue - An application under subsection (15) or (16) shall be made to a court having jurisdiction 
in the place where the corporation has its registered office or in the province where the dissenting 
shareholder resides if the corporation carries on business in that province. 

(18) No securi ty for costs - A  dissenting shareholder is not required to give security for costs in an 
application made under subsection (15) or (16). 

(19) Parties - On an application to a court under subsection (15) or (16), 

(a) all dissenting shareholders whose shares have not been purchased by the corporation 
shall be joined as parties and are bound by the decision of the court; and 

(b) the corporation shall notify each affected dissenting shareholder of the date, place and 
consequences of the application and of their right to appear and be heard in person or by 
counsel. 

(20) Powers of  court - On an application to a court under subsection (15) or (16), the court may 
determine whether any other person is a dissenting shareholder who should be joined as a party, 
and the court shall then fix a fair value for the shares of all dissenting shareholders. 

(21) Appraisers - A  court may in its discretion appoint one or more appraisers to assist the court to fix 
a fair value for the shares of the dissenting shareholders. 

(22) Final  order - The final order of a court shall be rendered against the corporation in favour of each 
dissenting shareholder and for the amount of the shares as fixed by the court. 

(23) Interest -A court may in its discretion allow a reasonable rate of interest on the amount payable 
to each dissenting shareholder from the date the action approved by the resolution is effective 
until the date of payment. 

(24) Notice that subsection (26) appl ies - If subsection (26) applies, the corporation shall, w ithin ten 
days after the pronouncement of an order under subsection (22), notify each dissenting 
shareholder that it is unable lawfully to pay dissenting shareholders for their shares. 

(25) Ef fect where subsection (26) appl ies - If subsection (26) applies, a dissenting shareholder, by 
written notice delivered to the corporation within thirty days after receiving a notice under 
subsection (24), may 
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(a) withdraw their notice of dissent, in which case the corporation is deemed to consent to 
the withdrawal and the shareholder is reinstated to their full rights as a shareholder; or 

(b) retain a status as a claimant against the corporation, to be paid as soon as the corporation 
is lawfully able to do so or, in a liquidation, to be ranked subordinate to the rights of 
creditors of the corporation but in priority to its shareholders. 

(26) Limi tation - A  corporation shall not make a payment to a dissenting shareholder under this 
section if there are reasonable grounds for believing that 

(a) the corporation is or would after the payment be unable to pay its liabilities as they 
become due; or 

(b) the realizable value of the corporation's assets would thereby be less than the aggregate 
of its liabil ities. 
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SCHEDULE E 
NEXIA BIOTECHNOLOGIES INC. 

UNAUDITED PRO FORM A CONSOLIDATED FINANCIAL STATEM ENTS 
 
 
 
 
 
 

Unaudited Proforma Consolidated Financial Statements 

Nexia Biotechnologies Inc. 
November 30, 2004 
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Nexia Biotechnologies Inc. 
 
 

PROFORMA CONSOLIDATED BALANCE SHEET 

 
 
As at  [unaudited] 
 
 
 

 
 November 30, 

2004 
Proforma 

adjustments Note Proforma 
 $ $ # $ 
     
ASSETS     
Current      
Cash and cash equivalents 1,727,340 11,288,761 3(ii)  
  199,220 3(iii)  
  (14,020,073) 3(iv) (804,752) 
Short-term investments  7,180,269 Ð   7,180,269 
Investment tax credits recoverable  907,000 Ð   907,000 
Receivables  406,190 (316,301) 3(i) 89,889 
Prepaids and other assets 261,323 (135,005) 3(i) 126,318 
Total current assets 10,482,122 (2,983,398)  7,498,724 

Property, plant and equipment 4,251,626 (4,249,126) 3(i) 2,500 
Intellectual property 457,600 (457,599) 3(i) 1 
Investment in PharmAthene Inc.  

[at cost] — 8,761,239 
 

3(ii) 
 

8,761,239 
 15,191,348 1,071,116  16,262,464 

LIABILITIES AND 
SHAREHOLDERS' EQUITY     

Current      
Accounts payable and accrued 
liabilities 933,957 (248,473) 3(i)  
  (398,010) 3(iii) 287,474 
Current portion of long-term debt  104,092 (104,092) 3(i) Ð  
Total  current l iabi l i ties 1,038,049 (750,575)  287,474 

Shareholders' equi ty     
Capital stock  64,370,763 (14,020,073) 3(iv) 50,350,690 
Contributed surplus 280,101 239,459 4(iv) 519,560 
Deficit (50,497,565) 15,244,534 3(ii)   
  199,220 3(iii)  
  398,010 3(iii)  
  (239,459) 4(iv) (34,895,260) 
Total  shareholders' equi ty 14,153,299 1,821,691  15,974,990 
 15,191,348 1,071,116  16,262,464 
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Nexia Biotechnologies Inc. 
 
 

PROFORMA CONSOLIDATED STATEMENT OF 
OPERATIONS 

 

 
Period ended  [unaudited] 
 
 
 
 
 Three-months 

ended  
November 30, 

2004 
Proforma 

adjustment Note Proforma 
 $ $ # $ 
     
REVENUES     
Contract revenues 312,648 (312,648) 4(i) Ð  
Interest income 48,046 (13,280) 4(ii) 34,766 
Total revenues 360,694 (325,928)  34,766 

EXPENSES     
Research and development 1,017,147 (902,519) 4(i) 114,628 
Amortization 168,021 (168,021) 4(i) Ð  
Total research and development 1,185,168 (1,070,540)  114,628 
Investment tax credits and other 

government assistance (177,000) 157,050 4(i) (19,950) 
Net research and development 1,008,168 (913,490)  94,678 
Business development 780,346 (185,428) 4(i)  
  (454,010) 4(iii) 140,908 
Administrative  312,902 (181,688) 4(i) 131,214 
Amortization 25,147 (24,960) 4(i) 187 
Loss on foreign exchange 20,546 (20,546) 4(i) Ð  
Interest on long-term debt 4,560 (4,560) 4(i) Ð  
Total  expenses 2,151,669 (1,784,682)  366,987 
Net loss (1,790,975) (1,458,754)  (332,221) 

Basic and di luted loss per share  (0.08)   (0.01) 

Weighted average number of  
common shares 23,366,789   23,366,789 
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Nexia Biotechnologies Inc. 
 
 

PROFORMA CONSOLIDATED STATEMENT OF 
OPERATIONS AND DEFICITS 

 

 
Year ended [unaudited] 
 
 
 

 

 

Year ended 
August 31, 

2004 
Proforma 

adjustment 

 
 

Note 

 
 

Proforma 
 $ $ # $ 
     
REVENUES     
Contract revenues 1,155,239 (1,155,239) 4(i) Ð  
Interest income 332,931 (67,000) 4(ii) 265,931 
Miscellaneous 72,085   72,085 
Total  revenues 1,560,255 (1,222,239)  338,016 

EXPENSES     
Research and development 5,299,412 (4,016,350) 4(i) 1,283,062 
Amortization 903,094 (757,105) 4(i) 145,989 
Total research and development 6,202,506 (4,773,455)  1,429,051 
Investment tax credits and other 

government assistance (1,158,154) 706,500 4(i) (451,654) 
Net research and development 5,044,352 (4,066,955)  977,397 
Business development 2,076,258 (1,022,325) 4(i)  
  (143,220) 4(iii) 910,713 
Administrative  1,379,933 (907,877) 4(i)  
  239,459 4(iv) 711,515 
Amortization of property, plant and 

equipment 124,970 (124,220) 4(i) 750 
Loss on sale of property, plant and 

equipment 22,078 Ð   22,078 
Loss on foreign exchange  27,985 (27,985) 4(i) Ð  
Interest on long-term debt 28,821 (28,821) 4(i) Ð  
Restructuring costs  79,974   79,974 
Write-down of property, plant and 

equipment 51,770   51,770 
Write-down of intellectual property 1,179,415   1,179,415 
Total  expenses 10,015,556 (6,081,944)  3,933,612 
Net loss (8,455,301) (4,859,705)  (3,595,596) 

Basic and di luted loss per share  (0.36)   (0.15) 

Weighted average number of  common 
shares 23,220,360   

 
23,220,360 

 
 



Nexia Biotechnologies Inc. 
 
 

NOTES TO UNAUDITED PROFORM A CONSOLIDATED 
FINANCIAL INFORM ATION  

 
 
November 30, 2004 
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1. DESCRIPTION OF THE OFFER 

On January 6, 2005, the Company, PharmAthene, Inc. [ªPharmAtheneº], a privately held U.S. 
biotechnology company focused on the development of biodefense therapeutics based in 
Annapolis, Maryland, and PharmAthene Canada, Inc. [ªPAICº], a wholly-owned subsidiary of 
PharmAthene, entered into an asset purchase agreement [the ªPurchase Agreementº] pursuant to 
which the Company has agreed, subject to the approval of the Company' s shareholders and other 
conditions, to sell substantially all of its operations and assets related to Protexia�  [recombinant 
human butyrylcholinesterase], the Business. 
 
The Business being disposed of will include the receivables, property, plant and equipment and 
intellectual property, and PharmAthene will assume the liabilities, including severance payments 
and the long-term debt, related to the Protexia�  operations. Nexia will receive a total 
consideration of $22,050,000 [US $18 million] for these assets. This consideration will include a 
minimum cash consideration of $11,331,250 [US $9.25 million] and a maximum of 9,591,166 
Series C convertible preferred shares of PharmAthene, with a value of $10,718,750 (about US 
$0.91 per share, including warrants), as well as warrants to purchase Series C convertible 
preferred shares at about US $0.91 per share, which expire on the third anniversary of the closing 
of the sale transaction, equal to 30% of the number of Series C convertible preferred shares issued 
to Nexia and warrants to acquire common shares of PharmAthene equal to 18% of the Series C 
shares issued to Nexia, subject to a reduction if certain milestones are met by PharmAthene, 
exercisable at US$0.01 per share commencing January 31, 2006 and ending on October 7, 2014.  
 
Two significant shareholders of the Company, Ontario Teachers'  Pension Plan [ªOTPPº] and 
Canadian Medical Discovery Fund [ªCMDFº], have entered into a binding agreement with 
PharmAthene contemplating concurrent investments in Series C shares in an aggregate minimum 
amount of US $3.5 million, subject to certain conditions and an increase in their investment in 
Series C shares based upon the amount of the reduction of stated capital approved by the 
Company' s shareholders. The additional investment in PharmAthene by OTPP and CMDF will 
result in an increase in the cash component of PharmAthene' s offer, and reduce proportionally the 
number of Class C preferred shares and warrants issued as consideration.  
 
For purposes of these proforma financial statements, we have assumed a special distribution to 
shareholders through a reduction in stated capital of $0.60 per share and a reinvestment of this 
special distribution by OTPP and CMDF. This would increase the cash proceeds to be received by 
Nexia by approximately $1,957,511 and reduce the number of the Series C preferred shares to 
7,839,580 or $8,761,239 [US $7.152 million] with a corresponding reduction in warrants. 
 



Nexia Biotechnologies Inc. 
 
 

NOTES TO UNAUDITED PROFORM A CONSOLIDATED 
FINANCIAL INFORM ATION  

 
 
November 30, 2004 
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1. DESCRIPTION OF THE OFFER [Cont' d] 

The Company will retain its cash and cash equivalents, short-term investments and accrued 
interest thereon and investment tax credits recoverable as well as the liabilities not associated with 
Protexia�  and costs associated with this transaction. The Company' s portion of the cost of this 
transaction is estimated to be approximately $2 million, which will be deducted from the cash 
proceeds. The Company will retain assets associated with its BioSteel�  program which it intends 
to divest.  
 
Nexia' s activities, after the transaction, will essentially be limited to holding its investment in 
PharmAthene and continuing its merger and acquisition activities relating to the divestiture of 
BioSteel� . Accordingly, the Company intends to reduce to the fullest extent possible the size of 
its board of directors and its management structure. The reduction in the Company' s on-going 
operations and any resulting cost savings have not been reflected in the proforma statements of 
operations. 
 
 
2. BASIS OF PRESENTATION 

The unaudited proforma consolidated financial statements have been compiled by management 
and are derived from the following financial information, adjusted to give effect to the transactions 
described in note 1. 
 
- Historical consolidated financial information of Nexia Biotechnology Inc. as at 

November 30, 2004 and for the year ended August 31, 2004 and the three-months ended 
November 30, 2004. 

 
The principle hypotheses and principal restatements used in the preparation of the consolidated 
pro-forma financial statements are as follows: 
 
- The unaudited consolidated balance sheet as at November 30, 2004 considers the 

acquisition of the Business and the capital reduction, as described in note 1, as if they had 
taken place on November 30, 2004. 

 
- The unaudited consolidated statement of operations considers the effect of the transaction 

described in note 1 as if they had taken place on September 1, 2003. 
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2. BASIS OF PRESENTATION [Cont' d] 

- The conversion of all funds to be received from PharmAthene and PAIC which are 
recorded in U.S. funds have been converted at an assumed rate of $1.225 Canadian to $1.00 
U.S.  

 
In preparing the proforma adjustments reflected in the accompanying notes, the Company made 
estimates and assumptions that it believes to be reasonable. The accounting policies used in the 
preparation of the unaudited proforma consolidated financial statements are those as disclosed in 
Nexia Biotechnology Inc.' s August 31, 2004 audited consolidated financial statements. 
 
The unaudited proforma consolidated financial statements are not necessarily indicative of the 
financial position or results of operations that would have been achieved if the transactions 
reflected therein had been completed on the dates indicated and is not necessarily indicative of the 
financial position or results of operations which may be obtained in the future. The reduction in 
the Company' s on-going operations and any resulting cost savings have not been reflected in the 
proforma statement of operations. 
 
The unaudited proforma consolidated financial statements should be read in conjunction with the 
description of the transactions included in the Management Information Circular and the audited 
consolidated financial statements of Nexia Biotechnology Inc., including the notes thereto, 
incorporated by reference in the Management Information Circular. 
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3. PRINCIPLE HYPOTHESES AND PROFORMA ADJUSTMENTS – 
BALANCE SHEET 

As described in note 1, and had the transaction taken place on November 30, 2004, the major 
adjustments are as follows: 
 
[i] The assets which will be purchased and liabilities assumed by PharmAthene are as follows: 
 
  $ 
 
Accounts receivable  316,301 
Prepaids and other assets  135,005 
Property, plant and equipment  4,249,126 
Intellectual property  457,599 
Accounts payable and accrued liabilities  (248,473) 
Debt  (104,092) 
Net assets  4,805,466 
 
[ii] The proceeds to be received after consideration of the reinvestment by OTPP and CMDF of 

the $0.60 special distribution to shareholders and the gain on the sale of the Business are as 
follows: 

 
  $ 
 
Cash from original offer [US $9,250,000]  11,331,250 
Additional cash received on OTFP and CMDF reinvested  1,957,511 
Cash proceeds  13,288,761 
Less transactions costs to come [iii]  (2,000,000) 
  11,288,761 
Shares and warrants of PharmAthene  8,761,239 
Total consideration  20,050,000 
Net assets acquired  4,805,466 
Gain on sale of assets  15,244,534 

 
The gain on the sale of assets from this transaction will not result in taxes payable but will 
reduce the amount of unrecognized future tax benefits related to net operating losses carried 
forward, tax basis of capital assets and intangibles in excess of carrying basis and 
investment tax credits carried forward.  
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3. PRINCIPLE HYPOTHESES AND PROFORMA ADJUSTMENTS – 
BALANCE SHEET [Cont' d] 

[iii] The estimated costs of this transaction are $2,000,000, of which $199,220 was paid prior to 
November 30, 2004 and $398,010 was accrued at November 30, 2004. 

 
[iv] The outstanding number of common shares of Nexia at January 25, 2005 was 23,366,789 

and a $0.60 special distribution to shareholders would result in a payment of $14,020,073 to 
shareholders. 

 
 
4. PRINCIPLE HYPOTHESES AND PROFORMA ADJUSTMENTS – 

STATEMENT OF OPERATIONS 
As described in note 1, the transaction refers to the purchase by PharmAthene of the Business. The 
statement of operations removes substantially all operations that are considered related to 
Protexia� , which effectively results in the Company bearing the costs associated with it being a 
public company, including the salaries of the Chief Executive Officer and VP Finance and 
Administration, its BioSteel�  program and its merger and acquisition activities.  
 
[i] The costs associated with the Protexia�  activities, including the tax credits related to the 

Protexia�  research activities are as follows: 
  Three-months 
  ending 
 November  30, 2004 

  $ 
 
Contract revenue  312,648 
Total revenues  312,648 
 
Research and development  902,519 
Amortization  168,021 
Income tax credits and other government assistance  (157,050) 
Business development  185,428 
Administration  181,688 
Amortization of property, plant and equipment  24,960 
Loss on foreign exchange  20,546 
Interest  4,560 
Total expenses  1,330,671 
Net loss  1,018,023 
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4. PRINCIPLE HYPOTHESES AND PROFORMA ADJUSTMENTS ± 
STATEMENT OF OPERATIONS [Cont' d] 

  Year  ending 
  August 31, 
  2004 

  $ 
 
Contract Revenue  1,155,239 
Total revenues  1,155,239 
 
Research and development  4,016,350 
Amortization  757,105 
Income tax credits and other government assistance  (706,500) 
Business development  1,022,325 
Administration  907,877 
Amortization  124,220 
Foreign exchange  27,985 
Interest  28,821 
Total expenses  6,178,183 
Net loss  5,022,944 
 
[ii] Nexia would have had $2,532,000 less cash to invest during these periods and assuming the 

same rate of return as for the year ended August 31 of 2.58%, Nexia would have earned 
$67,000 less interest. For the three months ended November 30, using an average rate of 
return of 2.04%, Nexia would have earned $13,280 less interest. 

 
[iii] Nexia recorded $143,220 of the costs associated with this transaction during the year ended 

August 31, 2004 and recorded a further $454,010 of costs in the three months ended 
November 30, 2004. These expenses were included in business development. 

 
[iv] As per the provisions of Nexia' s stock option incentive plan, all unvested stock options vest 

upon a change in control or the sale of substantially all assets of Nexia. As a result of the 
transaction described in note 1, which results in the sale of substantially all assets of Nexia, 
the non-cash expense related to the vesting of the these options which would be recorded on 
September 1, 2003 would amount to $239,459. Based on the recent share price of Nexia, no 
options are expected to be exercised. 



 

 

 

 


