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x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
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OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
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See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act (Check one):
Large Accelerated Filer " Accelerated Filer x  Non-accelerated Filer



Edgar Filing: PROGENICS PHARMACEUTICALS INC - Form 10-Q

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

As of November 7, 2006 there were 26,065,020 shares of common stock, par value $.0013 per share, of the registrant
outstanding.




Edgar Filing: PROGENICS PHARMACEUTICALS INC - Form 10-Q

PROGENICS PHARMACEUTICALS, INC.
INDEX

Page
No.
Part1 FINANCIAL INFORMATION
Item 1. Consolidated Financial Statements (unaudited) 3
Condensed Consolidated Balance Sheets at September 30. 2006 and December 31. 2005 3
Condensed Consolidated Statements of Operations for the Three and Nine Months ended
September 30. 2006 and 2005 4
Condensed Consolidated Statement of Stockholders’ Equity and Comprehensive Loss for
the Nine Months ended September 30. 2006 5
Condensed Consolidated Statements of Cash Flows for the Nine Months ended

September 30. 2006 and 2005 6
Notes to Condensed Consolidated Financial Statements 7

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations 16
Item 3. Quantitative and Qualitative Disclosures about Market Risk 33

Item 4. Controls and Procedures 34

PART IIOTHER INFORMATION

Item 1A. Risk Factors 34
Item 6. Exhibits 36
Signatures
Certifications




Edgar Filing: PROGENICS PHARMACEUTICALS INC - Form 10-Q

Index

PART I — FINANCIAL INFORMATION

Item 1. Consolidated Financial Statements

PROGENICS PHARMACEUTICALS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(amounts in thousands, except for par value and share amounts)

(Unaudited)

ASSETS:
Current assets:
Cash and cash equivalents
Marketable securities
Accounts receivable
Other current assets
Total current assets
Marketable securities
Fixed assets, at cost, net of accumulated depreciation and amortization
Investment in joint venture
Restricted cash
Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY:
Current liabilities:
Accounts payable and accrued expenses
Deferred revenue - current
Due to joint venture
Other current liabilities
Total current liabilities
Deferred revenue - long term
Deferred lease liability
Total liabilities
Commitments and contingencies
Stockholders’ equity:

Preferred stock, $.001 par value, 20,000,000 shares authorized; none issued

and outstanding

Common stock, $.0013 par value, 40,000,000 shares authorized; issued and

outstanding - 25,979,256 in 2006 and 25,229,240 in 2005
Additional paid-in capital

Unearned compensation

Accumulated deficit

Accumulated other comprehensive (loss)

Total stockholders’ equity

Total liabilities and stockholders’ equity

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

September 30,
2006

$ 14,432
115,105

2,986

2,569

135,092

18,976

9,559

543
$ 164,170

$ 11,392
27,796

39,188
17,738

100
57,026

34
316,027

(208,646)
(271)

107,144
$ 164,170

$

$

$

December 31,
2005

67,072
98,983
3,287
2,561
171,903
7,035
4,156
371
538
184,003

10,238
23,580
194
790
34,802
36,420
49
71,271

33
306,085
(4,498)
(188,740)
(148)
112,732
184,003
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Index
PROGENICS PHARMACEUTICALS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(amounts in thousands, except net loss per share)
(Unaudited)
For the three months ended For the nine months ended
September 30, September 30,
2006 2005 2006 2005
Revenues:
Contract research and development
from collaborator $ 14,527 $ 40,060
Contract research and development
from joint venture $ 211 $ 781
Research grants and contracts 3,316 2,548 7,842 6,618
Product sales 5 15 70 39
Total revenues 17,848 2,774 47,972 7,438
Expenses:
Research and development 15,751 9,952 56,288 32,517
General and administrative 6,610 3,344 16,138 9,386
Loss in joint venture 384 121 1,928
Depreciation and amortization 381 417 1,106 1,369
Total expenses 22,742 14,097 73,653 45,200
Operating loss (4,894) (11,323) (25,681) (37,762)
Other income:
Interest income 1,959 580 5,775 1,030
Net loss $ (2,935) $ (10,743) $ (19,906) $ (36,732)
Net loss per share - basic and diluted ~ $ 0.11) $ (0.49) $ 0.78) $ (1.87)
Weighted average shares - basic and
diluted 25,783 21,744 25,570 19,643

The accompanying notes are an integral part of these condensed financial statements.
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PROGENICS PHARMACEUTICALS, INC.
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY AND COMPREHENSIVE
LOSS
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2006
(amounts in thousands)

(Unaudited)
Accumulated
Common Stock Additional Other Total
Paid-In  Unearned Accumulatédomprehensi$i¢ockholdel€omprehensive
Shares Amount Capital Compensation Deficit Loss Equity Loss

Balance at December

31, 2005 252229 $ 33 $ 306,085 $ (4,498)$ (188,740)$ (148)$ 112,732
Compensation expense

for vesting of

share-based payment

arrangements 8,654 8,654
Issuance of restricted

stock, net of forfeitures 208

Sale of common stock

under employee stock

purchase plans and

exercise of stock

options 542 1 5,308 5,309
Issuance of

compensatory stock

options to

non-employees 478 478
Elimination of

unearned

compensation upon

adoption of SFAS No.

123(R) (4,498) 4,498

Net loss (19,906) (19,906)$  (19,906)
Change in unrealized

loss on marketable

securities (123) (123) (123)

Balance at September
30, 2006 25979 $ 34§ 316,027 $ % $ (208,646)% 27H)$ 107,144 $  (20,029)

The accompanying notes are an integral part of these condensed financial statements.
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PROGENICS PHARMACEUTICALS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(amounts in thousands)
(Unaudited)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization

Amortization of discounts, net of premiums, on marketable securities
Amortization of unearned compensation

Noncash expenses incurred in connection with vesting of share-based
payment arrangements

Noncash expenses incurred in connection with issuance of compensatory

stock options to non-employees

Expense of purchased technology (see Note 8b)

Loss in joint venture

Adjustment to loss in joint venture

Write-off of fixed assets

Changes in assets and liabilities, net of effects of purchase of PSMA
LLC:

Decrease (increase) in accounts receivable

Decrease in amount due from joint venture

(Increase) decrease in other current assets and other assets
Increase in accounts payable and accrued expenses
(Decrease) increase in amount due to joint venture
Decrease (increase) in investment in joint venture
(Decrease) in deferred revenue

(Decrease) in other current liabilities

Increase in deferred lease liability

Net cash used in operating activities

Cash flows from investing activities:

Capital expenditures

Sales of marketable securities

Purchase of marketable securities

Acquisition of PSMA LLC, net of cash acquired (see Note 8b)
Increase in restricted cash

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from public offerings of common stock

Expenses associated with public offerings of common stock
Proceeds from the exercise of stock options and sale of common stock
under the Employee Stock Purchase Plan

Net cash provided by financing activities

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents at beginning of period

(19,906) $

1,106
27

8,654

478
13,209
121

2

301

®)
1,073
(194)
250
(14,466)
(790)
51
(10,092)

(6,511)
236,212
(264,425)
(13,128)

&)
(47,857)

5,309

5,309
(52,640)

67,072

Nine months ended September 30,

2006 2005

(36,732)

1,369
188
750

203
306

1,928
951

(690)
189
389

1,140
48
(3,450)

2
(33,409)

(761)
49,527
(110,608)

(1)
(61,843)

126,323
(4,767)

9,540
131,096
35,844
5,227

8
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Cash and cash equivalents at end of period $ 14,432 $
Supplemental disclosure of noncash investing activity:
Fair value of assets, including purchased technology, acquired from

PSMA LLC (see Note 8b) $ 13,674
Cash paid for acquisition of PSMA LLC (13,459)
Liabilities assumed from PSMA LLC $ 215

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

41,071
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(amounts in thousands, except per share amounts or unless otherwise noted)

1. Interim Financial Statements

Progenics Pharmaceuticals, Inc. (the “Company” or “Progenics”) is a biopharmaceutical company focusing on the
development and commercialization of innovative therapeutic products to treat the unmet medical needs of patients
with debilitating conditions and life-threatening diseases. The Company’s principal programs are directed toward
symptom management and supportive care and the treatment of Human Immunodeficiency Virus (“HIV”) infection and
cancer. The Company was incorporated in Delaware on December 1, 1986. In December 2005, in connection with the
purchase of certain license rights, the Company formed a wholly-owned subsidiary, Progenics Pharmaceuticals
Nevada, Inc. (“Progenics Nevada”), which had no operations during the nine months ended September 30, 2006, but
holds the Company’s rights to methylnaltrexone. On April 20, 2006, the Company acquired full ownership of PSMA
Development Company LLC (“PSMA LLC”) by acquiring from CYTOGEN Corporation (“Cytogen”) its 50% interest in
PSMA LLC (see Note 8b). All of the Company’s operations are located in New York State. The Company operates
under a single segment.

The Company’s lead product candidate is methylnaltrexone. The Company has entered into a license and
co-development agreement with Wyeth Pharmaceuticals (“Wyeth”) for the development and commercialization of
methylnaltrexone. Under that agreement the Company (i) has received an upfront payment from Wyeth, (ii) is entitled
to receive additional payments as certain developmental milestones for methylnaltrexone are achieved, (iii) has been
and will be reimbursed by Wyeth for expenses the Company incurs in connection with the development of
methylnaltrexone under the development plan for methylnaltrexone agreed to between the Company and Wyeth, and
(iv) will receive commercialization payments and royalties if, and when, methylnaltrexone is sold. These payments
will depend on the successful development and commercialization of methylnaltrexone, which is itself dependent on
the actions of Wyeth and the U.S. Food and Drug Administration (“FDA”) and other regulatory bodies and the outcome
of clinical and other testing of methylnaltrexone. Many of these matters are outside the control of the Company.
Manufacturing and commercialization expenses for methylnaltrexone will be funded by Wyeth. As a result of Wyeth’s
agreement to reimburse Progenics for methylnaltrexone development expenses, the Company expects that its net cash
outflow with respect to the development of methylnaltrexone will continue to substantially decline, as has been the
case during the nine months ended September 30, 2006.

As a result of its acquisition of PSMA LLC, starting in April 2006, the Company is responsible for the payment of all
development expenses for the product candidates for prostate cancer being developed by PSMA LLC. The overall
expenditures on the development of products by PSMA LLC are expected to increase.

The Company’s other product candidates are not as advanced in development as methylnaltrexone and the Company
does not expect any recurring revenues from sales or otherwise with respect to these product candidates in the near
term. The Company expects that its research and development expenses with respect to these other product candidates
will increase.

The Company has had recurring losses. At September 30, 2006, the Company had an accumulated deficit of $208.6
million and had cash, cash equivalents and marketable securities, including non-current portion, totaling $148.5
million. The Company expects that cash, cash equivalents and marketable securities at September 30, 2006 will be
sufficient to fund current operations beyond one year. During the three and nine months then ended, the Company had
a net loss of $2.9 million and $19.9 million, respectively, and used cash in operating activities of $10.1 million during
the nine months ended September 30, 2006.

10
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As aresult of its development expenses and other needs, the Company may require additional funding to continue its
operations. The Company may enter into a collaboration agreement, or a license or sale transaction, with respect to its
product candidates other than methylnaltrexone. The Company may also seek to raise additional capital through the
sale of its common stock or other securities and expects to fund certain aspects of its operations through government
grants and contracts.

The interim Condensed Consolidated Financial Statements of the Company included in this report have been prepared
in accordance with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include
all information and disclosures necessary for a presentation of the Company’s financial position, results of operations
and cash flows in conformity with generally accepted accounting principles. In the opinion of management, these
financial statements reflect all adjustments, consisting primarily of normal recurring accruals, necessary for a fair
statement of results for the periods presented. The results of operations for interim periods are not necessarily
indicative of the results for the full year. These financial statements should be read in conjunction with the financial
statements and notes thereto contained in the Company’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2005. The year end condensed consolidated balance sheet data were derived from audited financial
statements but do not include all disclosures required by accounting principles generally accepted in the United States
of America.

7

11
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - continued
(amounts in thousands, except per share amounts or unless otherwise noted)

2. Share-Based Payment Arrangements

On January 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123 (revised 2004)
“Share-Based Payment” (“SFAS No. 123(R)”), which is a revision of SFAS No.123, “Accounting for Stock Based
Compensation” (“SFAS No.123”). SFAS No. 123(R) supersedes APB Opinion No. 25, “Accounting for Stock Issued to
Employees” (“APB 25”), and amends FASB Statement No. 95, “Statement of Cash Flows”. The Company’s share-based
payment arrangements with employees includes non-qualified stock options, restricted stock (nonvested shares) and
shares issued under Employee Stock Purchase Plans, which are compensatory under SFAS No. 123(R), as described
below. The Company accounts for share-based payment arrangements with non-employees, including non-qualified
stock options and restricted stock (nonvested shares), in accordance with Emerging Issues Task Force Issue No. 96-18
“Accounting for Equity Instruments that are Issued to Other Than Employees for Acquiring, or in Connection with
Selling, Goods or Services”, which accounting is unchanged as a result of our adoption of SFAS No. 123(R).

Historically, in accordance with SFAS No.123 and Statement of Financial Accounting Standards No.148 “Accounting
for Stock-Based Compensation-Transition and Disclosure” (“SFAS No. 148”), the Company had elected to follow the
disclosure-only provisions of SFAS No.123 and, accordingly, accounted for share-based compensation under the
recognition and measurement principles of APB 25 and related interpretations. Under APB 25, when stock options
were issued to employees with an exercise price equal to or greater than the market price of the underlying stock price
on the date of grant, no compensation expense was recognized in the financial statements and pro forma compensation
expense in accordance with SFAS No. 123 was only disclosed in the footnotes to the financial statements.

The Company adopted SFAS No. 123(R) using the modified prospective application, under which compensation cost
for all share-based awards that were unvested as of the adoption date and those newly granted after the adoption date
will be recognized over the related requisite service period, usually the vesting period for awards with a service
condition. The Company has made an accounting policy decision to use the straight-line method of attribution of
compensation expense, under which the grant date fair value of share-based awards is recognized on a straight-line
basis over the total requisite service period for the total award. Upon adoption of SFAS 123(R), the Company
eliminated $4,498 of unearned compensation, related to share-based awards granted prior to the adoption date that
were unvested as of January 1, 2006, against additional paid-in capital. The cumulative effect of adjustments upon
adoption of SFAS No. 123(R) was not material. Compensation expense recorded on a pro forma basis for periods
prior to adoption of SFAS No. 123(R) is not revised and is not reflected in the financial statements of those prior
periods. Accordingly, there was no effect of the change from applying the original provisions of SFAS No. 123 on net
income, cash flow from operations, cash flows from financing activities or basic or diluted net loss per share of
periods prior to the adoption of SFAS No. 123(R).

The following table summarizes the pro forma operating results and compensation costs for the period prior to the
Company’s adoption of SFAS No. 123(R) for the Company’s incentive stock option and stock purchase plans, which
have been determined in accordance with the fair value-based method of accounting for stock-based compensation as
prescribed by SFAS No. 123. The fair value of options granted to non-employees for services, determined using the
Black-Scholes option pricing model with the input assumptions presented below, is included in the Company’s
historical financial statements and expensed as they vest. Net loss and pro forma net loss include $157 and $306 of
non-employee compensation expense in the three and nine month periods ended September 30, 2005, respectively.

12
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Three Months
Ended
September 30,
2005
Net loss, as reported $ (10,743) $
Add: Stock-based employee compensation expense included in reported net
loss 513
Deduct: Total share-based employee compensation expense determined
under fair value based method for all awards (2,761)
Pro forma net loss $ (12,991) $
Net loss per share amounts, basic and diluted:
As reported $ (0.49) $
Pro forma $ (0.60) $

Nine Months
Ended
September 30,
2005
(36,732)

953
(6,478)
(42,257)

(1.87)
(2.15)

13
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - continued
(amounts in thousands, except per share amounts or unless otherwise noted)

The Company has adopted four stock incentive plans, the 1989 Non-Qualified Stock Option Plan, the 1993 Stock
Option Plan, the 1996 Amended Stock Incentive Plan and the 2005 Stock Incentive Plan (individually the “89 Plan”, “93
Plan”, “96 Plan”, and “05 Plan”, respectively, or collectively, the “Plans”). Under the 89 Plan, the 93 Plan and the 96 Plan,
each as amended, and the 05 Plan, a maximum of 375, 750, 5,000 and 2,000 shares of common stock, respectively, are
available for awards to employees, consultants, directors and other individuals who render services to the Company
(collectively, “Awardees”). The Plans contain certain anti-dilution provisions in the event of a stock split, stock dividend
or other capital adjustment as defined. The 89 Plan and 93 Plan provide for the Board, or the Compensation

Committee (“Committee”) of the Board, to grant stock options to Awardees and to determine the exercise price, vesting
term and expiration date. The 96 Plan and the 05 Plan provide for the Board or Committee to grant to Awardees stock
options, stock appreciation rights, restricted stock, performance awards or phantom stock, as defined (collectively
“Awards”). The Committee is also authorized to determine the term and vesting of each Award and the Committee may
in its discretion accelerate the vesting of an Award at any time. Stock options granted under the Plans generally vest

pro rata over four to ten years and have terms of ten to twenty years. Restricted stock issued under the 96 Plan or 05

Plan usually vests annually over a four year period, unless specified otherwise by the Committee. The exercise price

of outstanding stock options is usually equal to the fair value of the Company’s common stock on the dates of grant.

The 89 Plan, the 93 Plan and the 96 Plan terminated in April 1994, December 2003 and October 2006, respectively,

and the 05 Plan will terminate in April 2015; however, options granted before termination of the Plans will continue
under the respective Plans until exercised, cancelled or expired.

Under SFAS No. 123(R), the fair value of each option award granted under the Plans is estimated on the date of grant
using the Black-Scholes option pricing model with the input assumptions noted in the following table. Ranges of
assumptions for inputs are disclosed where the value of such assumptions varied during the related period. Historical
volatilities are based upon daily quoted market prices of the Company’s common stock on the NASDAQ exchange
over a period equal to the expected term of the related equity instruments. The Company relies only on historical
volatility since future volatility is expected to be consistent with historical; historical volatility is calculated using a
simple average calculation; historical data is available for the length of the option’s expected term and a sufficient
number of price observations are used consistently. Since the Company’s stock options are not traded on a public
market, the Company does not use implied volatility. The expected term of options granted is based upon the
simplified method of calculating expected term, as detailed in Staff Accounting Bulletin No. 107 (“SAB 107) and
represents the period of time that options granted are expected to be outstanding. Accordingly, the Company is using
an expected term of 6.5 years based upon the vesting period of the outstanding options. The Company has never paid
dividends and does not expect to pay dividends in the future. Therefore, the Company’s dividend rate is zero. The
risk-free rate for periods within the expected term of the option is based on the U.S. Treasury yield curve in effect at
the time of grant.

For the Nine Months Ended

September 30,
2006 2005
Expected volatility 88% 96%
Expected dividends Zero Zero
Expected term (in years) 6.5 6.5
Risk-free rate 4.74% 3.45%

14



Edgar Filing: PROGENICS PHARMACEUTICALS INC - Form 10-Q

A summary of option activity under the Plans as of September 30, 2006, and changes during the nine months then
ended is presented below:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Options Shares Price Term (Yr.) Value

Outstanding at January 1,

2006 4,099 $ 14.60

Granted 779 24.49

Exercised (254) 8.23

Forfeited or expired 99) 19.02

Outstanding at

September 30, 2006 4,525 $ 16.57 6.00 $ 34,082
Exercisable at September

30, 2006 3,022 $ 14.28 477 $ 29,557
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - continued
(amounts in thousands, except per share amounts or unless otherwise noted)

The weighted average grant-date fair value of options granted during the nine months ended September 30, 2005 and
2006 was $16.64 and $19.44, respectively. The total intrinsic value of options exercised during the nine months ended
September 30, 2005 and 2006 was $5,559 and $7,910, respectively.

The options granted under the Plans, described above, include 33, 113, 38, 75 and 145 non-qualified stock options
granted to the Company’s Chief Executive Officer on July 1, 2002, 2003, 2004, and 2005 and on July 3, 2006,
respectively. Each award cliff vests after nine years and eleven months from the respective grant date. Vesting of a
defined portion of each award will occur earlier if a defined performance condition is achieved; more than one
condition may be achieved in any period. Upon adoption of SFAS No. 123(R) on January 1, 2006, 21, zero, 8 and 36
options were unvested under the 2002, 2003, 2004 and 2005 awards, respectively. In accordance with SFAS No.
123(R), at the end of each reporting period, the Company will estimate the probability of achievement of each
performance condition and will use those probabilities to determine the requisite service period of each award. The
requisite service period for the award is the shortest of the explicit or implied service periods. In the case of the Chief
Executive Officer’s options, the explicit service period is nine years and eleven months from the respective grant dates.
The implied service periods related to the performance conditions are the estimated times for each performance
condition to be achieved. Thus, compensation expense will be recognized over the shortest estimated time for the
achievement of performance conditions for that award (assuming that the performance conditions will be achieved
before the cliff vesting occurs). To the extent that, for each of the 2002, 2004, 2005 and 2006 awards, it is probable
that 100% of the remaining unvested award will vest based on achievement of the remaining performance conditions,
compensation expense will be recognized over the estimated periods of achievement. To the extent that it is probable
that less than 100% of the award will vest based upon remaining performance conditions, the shortfall will be
recognized through the remaining period to nine years and eleven months from the grant date (i.e., the remaining
service period). Changes in the estimate of probability of achievement of any performance condition will be reflected
in compensation expense of the period of change and future periods affected by the change.

At September 30, 2006, the estimated requisite service periods for the 2002, 2004, 2005 and 2006 awards, described
above, were 1.25, 0.5-1.25, 0.25 and 0.25-1.25 years, respectively. For the nine months ended September 30, 2006, 8,
4, 25 and 44 options vested under the 2002, 2004, 2005 and 2006 awards, respectively, which resulted in
compensation expense of $65, $44, $425 and $829, respectively. Prior to the adoption of SFAS No. 123(R), these
awards were accounted for as variable awards under APB 25 and, therefore, compensation expense, based on the
intrinsic value of the vested awards on each reporting date, was recognized in the Company’s financial statements.

A summary of the status of the Company’s nonvested shares (i.e., restricted stock awarded under the Plans which has
not yet vested) as of September 30, 2006 and changes during the nine months ended September 30, 2006, is presented
below:

Weighted
Average
Grant-Date
Nonvested Shares Shares Fair Value
Nonvested at January 1,
2006 242 $ 1947
Granted 221 24.63
Vested (77) 20.32

16
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Forfeited (13) 21.26
Nonvested at September 30,
2006 373 $ 2229

During 1993, the Company adopted an Executive Stock Option Plan (the “Executive Plan”), under which a maximum of
750 shares of common stock, adjusted for stock splits, stock dividends, and other capital adjustments, are available for
stock option awards. Awards issued under the Executive Plan may qualify as incentive stock options (“ISO’s”), as
defined by the Internal Revenue Code, or may be granted as non-qualified stock options. Under the Executive Plan,

the Board may award options to senior executive employees (including officers who may be members of the Board) of
the Company. The Executive Plan terminated on December 15, 2003; however, any options outstanding as of the
termination date shall remain outstanding until such option expires in accordance with the terms of the respective

grant. During December 1993, the Board awarded a total of 750 stock options under the Executive Plan to the
Company’s current Chief Executive Officer, of which 665 were non-qualified options (“NQO’s”) and 85 were ISO’s. The
ISO’s have been exercised. The NQO’s have a term of 14 years and entitle the officer to purchase shares of common
stock at $5.33 per share, which represented the estimated fair market value, of the Company’s common stock at the

date of grant, as determined by the Board of Directors. As of January 1 and September 30, 2006, 475 and 303 NQO’s,
respectively, were outstanding and fully vested. The total intrinsic value of NQO’s under the Executive Plan exercised
during the nine months ended September 30, 2006 was $3,180. At September 30, 2006, the weighted average

remaining contractual term of the NQO’s was 1.25 years and the aggregate intrinsic value was $5.5 million.

10
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - continued
(amounts in thousands, except per share amounts or unless otherwise noted)

On May 1, 1998, the Company adopted two employee stock purchase plans (the “Purchase Plans”), the 1998 Employee
Stock Purchase Plan (the “Qualified Plan”) and the 1998 Non-Qualified Employee Purchase Plan (the “Non-Qualified
Plan”). The Purchase Plans provide for the grant to all employees of options to use an amount equal to up to 25% of
their quarterly compensation, as such percentage is determined by the Board of Directors prior to the date of grant, to
purchase shares of the common stock at a price per share equal to the lesser of the fair market value of the common
stock on the date of grant or 85% of the fair market value on the date of exercise. Options are granted automatically on
the first day of each fiscal quarter and expire six months after the date of grant. The Qualified Plan is not available for
employees owning more than 5% of the common stock and imposes certain other quarterly limitations on the option
grants. Options under the Non-Qualified Plan are granted to the extent that option grants are restricted under the
Qualified Plan. The Qualified and Non-Qualified Plans provide for the issuance of up to 1,000 and 300 shares of
common stock, respectively.

The fair value of shares purchased under the Purchase Plans is estimated on the date of grant in accordance with

FASB Technical Bulletin No. 97-1 “Accounting under Statement 123 for Certain Employee Stock Purchase Plans with
a Look-Back Option”, using the same option valuation model used for options granted under the Plans, except that the
assumptions noted in the following table were used for the Purchase Plans:

For the Nine Months Ended

September 30,
2006 2005
Expected volatility 43% 29%
Expected dividends zero Zero
6 6
Expected term months months
Risk-free rate 4.47% 2.93%

Purchases of common stock under the Purchase Plans during the nine months ended September 30, 2006 are
summarized as follows:

Qualified Plan Non-Qualified Plan
Weighted Weighted
Average Average
Shares Price Grant-Date Shares Price Grant-Date
Purchased Range Fair Value Purchased Range Fair Value
17.80 - 18.61 -
95 $ $2584 $ 341 21 $ $2584 % 3.36

The total compensation expense of shares, granted to both employees and non-employees, under all of the Company’s
share-based payment arrangements that vested during the nine months ended September 30, 2006 was $9.1 million;
$4.2 million of which was reported as research and development expense and $4.9 million of which was reported as
general and administrative expense. No tax benefit was recognized related to such compensation cost because the
Company had a net loss for the period and the related deferred tax assets were fully offset by a valuation allowance.
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Accordingly, no amounts related to windfall tax benefits have been reported in cash flows from operations or cash
flows from financing activities for the nine months ended September 30, 2006.

As of September 30, 2006, there was $17.2 million, $6.6 million and $20 of total unrecognized compensation cost
related to nonvested stock options under the Plans, the nonvested shares and the Purchase Plans, respectively. Those
costs are expected to be recognized over weighted average periods of 3.9 years, 3.0 years and 0.5 months,
respectively. Cash received from exercises under all share-based payment arrangements for the nine months ended
September 30, 2006 was $5.3 million. No tax benefit was realized for the tax deductions from those option exercises
of the share-based payment arrangements because the Company had a net loss for the period and the related deferred
tax assets were fully offset by a valuation allowance. The Company issues new shares of its common stock upon share
option exercise and share purchase.

11
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - continued
(amounts in thousands, except per share amounts or unless otherwise noted)

In applying the treasury stock method for the calculation of diluted earnings per share (“EPS”), amounts of
unrecognized compensation expense and windfall tax benefits are required to be included in the assumed proceeds in
the denominator of the diluted earnings per share calculation unless they are anti-dilutive. The Company incurred a
net loss for the three and nine months ended September 30, 2005 and 2006 and, therefore, such amounts have not been
included for those periods in the calculation of diluted EPS since they would be anti-dilutive. Accordingly, basic and
diluted EPS are the same for those periods. The Company has made an accounting policy decision to calculate
windfall tax benefits/shortfalls for purposes of diluted EPS calculations, excluding the impact of pro forma deferred
tax assets. This policy decision will apply when the Company has net income.

3. Basis of Consolidation

As a result of the Company’s purchase of Cytogen’s membership interest in PSMA LLC on April 20, 2006 (see Notes 1
and 8b), the Company’s financial statements, as of and for the three and nine months ended September 30, 2006, have
been prepared on a consolidated basis, which includes the Balance Sheet accounts of PSMA LLC as of September 30,
2006 and the Statement of Operations accounts of PSMA LLC from April 20, 2006 to September 30, 2006.
Inter-company transactions have been eliminated in consolidation. The Company will continue to consolidate the
accounts of PSMA LLC in future periods.

4. Accounts Receivable

September December

30, 31,
2006 2005
National Institutes of Health $ 2,040 $ 3,265
Wyeth 946
Other 22
Total $ 2986 $ 3,287

5. Accounts Payable and Accrued Expenses

September December

30, 31,
2006 2005

Accounts payable $ 1,758 $ 880
Accrued consulting and
clinical trial costs 5,965 6,721
Accrued payroll and related
costs 1,892 1,144
Legal and professional fees 1,652 1,255
Other 125 238

Total $ 11,392 $ 10,238

6. Revenue Recognition - Contract Research and Development from Collaborator
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Beginning in January 2006, the Company is recognizing revenue from Wyeth for reimbursement of its development
expenses for methylnaltrexone as incurred under the development plan agreed to between the Company and Wyeth
and for a portion of the $60 million upfront payment the Company received from Wyeth, based on the proportion of
the Company’s expected total effort to complete its development obligations that was actually expended during the
quarter and nine months ended September 30, 2006. During the three and nine month periods ended September 30,
2006, the Company recognized $5.1 million and $14.5 million, respectively, of revenue from the $60 million upfront
payment and $9.4 million and $25.6 million, respectively, as reimbursement for its out-of-pocket development costs,
including its labor costs. There were no milestones or contingent events that were achieved during the nine months
ended September 30, 2006 for which revenue was recognized. In October 2006, the Company earned a $5.0 million
milestone payment in connection with the start of a phase 3 clinical trial of intravenous methylnaltrexone for the
treatment of post-operative ileus.

12
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - continued
(amounts in thousands, except per share amounts or unless otherwise noted)

7. Net Loss Per Share

The Company’s basic net loss per share amounts have been computed by dividing net loss by the weighted average
number of common shares outstanding during the respective periods. For the three and nine months ended September
30, 2006 and 2005, the Company reported a net loss and, therefore, no other potential common stock was included in
the computation of diluted net loss per share since such inclusion would have been anti-dilutive. The calculations of
net loss per share, basic and diluted, are as follows:

Net Loss Shares Per Share
(Numerator) (Denominator) Amount

Three months ended

September 30, 2006

Basic and Diluted $ (2,935) 25,783 $ (0.11)
Nine months ended

September 30, 2006

Basic and Diluted $ (19,906) 25,570 $ (0.78)

Three months ended

September 30, 2005

Basic and Diluted $ (10,743) 21,744 $ (0.49)
Nine months ended

September 30, 2005

Basic and Diluted $ (36,732) 19,643 $ (1.87)

Other potential common stock, which has been excluded from the diluted per share amounts because their effect
would have been antidilutive, consist of the following:

Three Months Ended September 30,

2006 2005
Wtd. Avg. Wtd. Avg.
Wtd. Avg. Exercise Wtd. Avg. Exercise
Number Price Number Price
Stock options 4,856 $ 15.74 4,668 $ 13.52
Restricted stock 369 296
Total 5,225 4,964

Nine Months Ended September 30,

2006 2005
Wtd. Avg. Wtd. Avg.
Wtd. Avg. Exercise Wtd. Avg. Exercise
Number Price Number Price
Stock options 4,625 $ 14.79 4,674 $ 13.03
Restricted stock 286 210
Total 4911 4,884
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8. PSMA Development Company LLC

a. Introduction

PSMA LLC was formed on June 15, 1999 as a joint venture between the Company and Cytogen (each a
“Member” and collectively, the “Members”) for the purposes of conducting research, development, manufacturing and
marketing of products related to prostate-specific membrane antigen (“PSMA”). Prior to the Company’s acquisition of
Cytogen’s membership interest (see below), each Member had equal ownership and equal representation on PSMA
LLC’s management committee and equal voting rights and rights to profits and losses of PSMA LLC. In connection
with the formation of PSMA LLC, the Members entered into a series of agreements, including an LLC Agreement and
a Licensing Agreement (collectively, the “Agreements’”), which generally defined the rights and obligations of each
Member, including the obligations of the Members with respect to capital contributions and funding of research and
development of PSMA LLC for each coming year.

13
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - continued
(amounts in thousands, except per share amounts or unless otherwise noted)

b. Acquisition of Cytogen’s Membership Interest

On April 20, 2006, the Company acquired Cytogen’s 50% membership interest in PSMA LLC, including Cytogen’s
economic interests in capital, profits, losses and distributions of PSMA LLC and its voting rights, in exchange for a
cash payment of $13.2 million (the “Acquisition”). The Company also paid $259 in transaction costs related to the
Acquisition. In connection with the Acquisition, the Licensing Agreement entered into by the Members upon the
formation of PSMA LLC, under which Cytogen had granted a license to PSMA LLC for certain PSMA-related
intellectual property, was amended. Prior to the Acquisition, each of the Members owned 50% of the rights to such
intellectual property through their interests in PSMA LLC. Under the amended License Agreement, Cytogen granted
an exclusive, even as to Cytogen, worldwide license to PSMA LLC to use certain PSMA-related intellectual property
in a defined field (the “Amended License Agreement”). In addition, under the terms of the Amended License
Agreement, PSMA LLC will pay to Cytogen upon the achievement of certain defined regulatory and sales milestones,
if ever, amounts totaling $52 million, and will pay royalties, if ever, on net sales, as defined. Since the likelihood of
such payments was remote at the date of the Acquisition, given that PSMA LLC’s research projects were in the
pre-clinical phase at that time, such amounts, if any, in the future will be recorded as an additional expense when the
contingency is resolved and consideration becomes issuable.

Subsequent to the Acquisition, PSMA LLC has continued as a wholly owned subsidiary of Progenics. Cytogen has no
further involvement or obligations in PSMA LLC or in the PSMA-related research and development conducted by
Progenics. The Company will no longer recognize revenue from PSMA LLC or Loss in Joint Venture.

Prior to the Acquisition, PSMA LLC’s intellectual property, which was equally owned by each of the Members, was
used in two research and development programs, a vaccine program and a monoclonal antibody program, both of
which were in the pre-clinical or early clinical phases of development at the time of the Acquisition. Progenics
conducted most of the research and development for those two programs prior to the Acquisition and, subsequent to
the Acquisition, is continuing those research and development activities and will incur all the expenses of those
programs.

Since the acquired intellectual property and license rights relate to research and development projects that, at the
acquisition date, had not reached technological feasibility, did not have an identified alternative future use and had not
received FDA regulatory approval for marketing, at the acquisition date the Company charged $13,209 to research and
development expense, after consideration of the transaction costs and net tangible assets acquired.

9. Comprehensive Loss

Comprehensive loss represents the change in net assets of a business enterprise during a period from transactions and
other events and circumstances from non-owner sources. Comprehensive loss of the Company includes net loss
adjusted for the change in net unrealized gain or loss on marketable securities. For the three and nine months ended

September 30, 2006 and 2005, the components of comprehensive loss are:

Three Months Ended September Nine Months Ended September

30, 30,
2006 2005 2006 2005
Net loss $ (2935) $ (10,743) $ (19,906) $ (36,732)
73 39) (123) 9
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Change in net unrealized gain (loss) on
marketable securities
Comprehensive loss $ 2,862) $ (10,782) $ (20,029) $ (36,723)

10. Commitments and Contingencies

In the ordinary course of its business, the Company enters into agreements with third parties that include
indemnification provisions which, in its judgment, are normal and customary for companies in its industry sector.
These agreements are typically with business partners, clinical sites and suppliers. Pursuant to these agreements, the
Company generally agrees to indemnify, hold harmless and reimburse the indemnified parties for losses suffered or
incurred by the indemnified parties with respect to the Company’s products or product candidates, use of such products
or other actions taken or omitted by the Company. The maximum potential amount of future payments the Company
could be required to make under these indemnification provisions is not limited. The Company has not incurred
material costs to defend lawsuits or settle claims related to these indemnification provisions. As a result, the estimated
fair value of liabilities relating to these provisions is minimal. Accordingly, the Company has no liabilities recorded
for these provisions as of September 30, 2006.
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - continued
(amounts in thousands, except per share amounts or unless otherwise noted)

11. Impact of Recently Issued Accounting Standards

On July 13, 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No. 48, Accounting
for Uncertainty in Income Taxes—an Interpretation of FASB Statement 109 (“FIN 48”). FIN 48 prescribes a
comprehensive model for how a company should recognize, measure, present, and disclose in its financial statements
all material uncertain tax positions that the company has taken or expects to take on a tax return (including a decision
whether to file or not to file a return in a particular jurisdiction). FIN 48 applies to income taxes and is not intended to
be applied by analogy to other taxes, such as sales taxes, value-add taxes, or property taxes. Under FIN 48, the
financial statements will reflect the tax benefit of an uncertain tax position only if it is “more likely than not” that the
position is sustainable based upon its technical merits. The tax benefit of a qualifying position is the largest amount of
tax benefit that is greater than 50 percent likely of being realized upon ultimate settlement with a taxing authority
having full knowledge of all relevant information. FIN 48 requires qualitative and quantitative disclosures, including
discussion of reasonably possible changes that might occur in the recognized tax benefits over the next 12 months; a
description of open tax years by major jurisdictions; and a roll-forward of all unrecognized tax benefits, presented as a
reconciliation of the beginning and ending balances of the unrecognized tax benefits on a worldwide aggregated basis.
FIN 48 is effective as of the beginning of fiscal years that start after December 15, 2006. The Company is currently
assessing the impact, if any, that FIN 48 will have on its financial position or results of operations.

On September 13, 2006, the Securities and Exchange Commission (“SEC”) staff issued Staff Accounting Bulletin No.
108 (“SAB 108”) in order to address the observed diversity of practice surrounding how public companies quantify
financial statement misstatements with respect to annual financial statements. There have been two widely-recognized
methods for quantifying the effects of financial statement errors: the “roll-over” method and the “iron curtain” method.
The roll-over method focuses primarily on the impact of a misstatement on the income statement--including the
reversing effect of prior year misstatements--but its use can lead to the accumulation of misstatements in the balance
sheet. The iron-curtain method, on the other hand, focuses primarily on the effect of correcting the period-end balance
sheet with less emphasis on the reversing effects of prior year errors on the income statement. In SAB 108, the SEC
staff established a “dual approach” that requires quantification of financial statement errors under both the iron-curtain
and the roll-over methods. SAB 108 permits existing public companies to record the cumulative effect of initially
applying the “dual approach” in the first year ending after November 15, 2006 by recording the necessary "correcting”
adjustments to the carrying values of assets and liabilities as of the beginning of that year with the offsetting
adjustment recorded to the opening balance of retained earnings. Additionally, the use of the “cumulative effect”
transition method requires detailed disclosure of the nature and amount of each individual error being corrected
through the cumulative adjustment and how and when it arose. SAB 108 is effective for financial statements for fiscal
years ending after November 15, 2006. The Company does not expect the impact of the adoption of SAB 108 to be
material to its financial position or results of operations.

On September 15, 2006, the FASB issued FASB Statement No. 157, “Fair Value Measurements” (“FAS 157”), which
addresses how companies should measure the fair value of assets and liabilities when they are required to use a fair
value measure for recognition or disclosure purposes under generally accepted accounting principles. FAS 157 does
not expand the use of fair value in any new circumstances. Under FAS 157, fair value refers to the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants in the
market in which the reporting entity transacts. FAS 157 clarifies the principle that fair value should be based on the
assumptions market participants would use when pricing the asset or liability. In support of this principle, the standard
establishes a fair value hierarchy that prioritizes the information used to develop those assumptions. The fair value
hierarchy gives the highest priority to quoted prices in active markets and the lowest priority to unobservable data, for
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example, the reporting entity’s own data. FAS 157 requires disclosures intended to provide information about (1) the
extent to which companies measure assets and liabilities at fair value, (2) the methods and assumptions used to
measure fair value, and (3) the effect of fair value measures on earnings. The Company will adopt FAS 157 on
January 1, 2008. The Company does not expect the impact of the adoption of FAS 157 to be material to its financial
position or results of operations.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Special Note Regarding Forward-Looking Statements

Certain statements in this Quarterly Report on Form 10-Q constitute “forward-looking statements” within the meaning
of the Private Securities Litigation Reform Act of 1995. Any statements contained herein that are not statements of
historical fact may be forward-looking statements. When we use the words ‘anticipates,” ‘plans,” ‘expects’ and similar
expressions, it is identifying forward-looking statements. Such forward-looking statements involve known and
unknown risks, uncertainties and other factors which may cause our actual results, performance or achievements, or
industry results, to be materially different from any expected future results, performance or achievements expressed or
implied by such forward-looking statements. Such factors include, among others, the risks associated with our
dependence on Wyeth to fund and to conduct certain clinical testing, to make certain regulatory filings and to
manufacture and market products containing methylnaltrexone, the uncertainties associated with product
development, the risk that clinical trials will not commence, proceed or be completed as planned, the risk that our
products will not receive marketing approval from regulators, the risks and uncertainties associated with the
dependence upon the actions of our corporate, academic and other collaborators and of government regulatory
agencies, the risk that our licenses to intellectual property may be terminated because of our failure to have satisfied
performance milestones, the risk that products that appear promising in early clinical trials are later found not to work
effectively or are not safe, the risk that we may not be able to manufacture commercial quantities of our products, the
risk that our products, if approved for marketing, do not gain market acceptance sufficient to justify development and
commercialization costs, the risk that we will not be able to obtain funding necessary to conduct our operations, the
uncertainty of future profitability and other factors set forth more fully in this Form 10-Q, including those described
under the caption “Risk Factors”, and other periodic filings with the Securities and Exchange Commission, to which
investors are referred for further information.

We do not have a policy of updating or revising forward-looking statements, and we assume no obligation to update
any forward-looking statements contained in this Form 10-Q as a result of new information or future events or
developments. Thus, you should not assume that our silence over time means that actual events are bearing out as
expressed or implied in such forward-looking statements.

Overview

General. We are a biopharmaceutical company focusing on the development and commercialization of innovative
therapeutic products to treat the unmet medical needs of patients with debilitating conditions and life-threatening
diseases. We commenced principal operations in late 1988, and since that time we have been engaged primarily in
research and development efforts, development of our manufacturing capabilities, establishment of corporate
collaborations and raising capital. We do not currently have any commercial products. In order to commercialize the
principal products that we have under development, we will need to address a number of technological and clinical
challenges and comply with comprehensive regulatory requirements. Accordingly, we cannot predict the amount of
funds that we will require, or the length of time that will pass, before we receive significant revenues from sales of any
of our products, if ever.

Our sources of revenues through September 30, 2006 have been payments under our current collaboration agreement
(see “Collaboration with Wyeth Pharmaceuticals”, below) and our former collaboration agreements, from research
grants and contracts related to our cancer and virology programs and from interest income. We also recognized
revenue from PSMA Development Company LLC (“PSMA LLC”), our joint venture with CYTOGEN Corporation
(“Cytogen”) through December 31, 2005. On Apr20, 2006, we acquired Cytogen’s 50% membership interest in PSMA
LLC. Although we will continue to conduct the prostate-specific membrane antigen (“PSMA”)-related research and
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development activities, we will no longer recognize revenue from PSMA LLC (see “Treatment of Cancer” and “PSMA
LLC”, below). To date, our product sales have consisted solely of limited revenues from the sale of research reagents.
We expect that sales of research reagents in the future will not significantly increase over current levels.

A majority of our expenditures to date have been for research and development activities. We expect that our research
and development expenses will increase significantly as our programs progress and we make filings with regulators
for approval to market our product candidates. Our development costs for methylnaltrexone are funded by Wyeth
Pharmaceuticals (“Wyeth”), which allows us to devote our current and future financial resources to our other research
and development programs.
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At September 30, 2006, we had cash, cash equivalents and marketable securities, including non-current portion,
totaling $148.5 million. We expect that cash, cash equivalents and marketable securities on hand at September 30,
2006 will be sufficient to fund operations at current levels beyond one year. During the three and nine month periods
ended September 30, 2006, we had a net loss of $2.9 million and $19.9 million, respectively, and used cash in
operating activities of $10.1 million during the nine months ended September 30, 2006. At September 30, 2006, we
had an accumulated deficit of approximately $208.6 million. Other than potential revenues from methylnaltrexone, we
do not anticipate generating significant recurring revenues, from product sales or otherwise, in the near term, and we
expect our expenses to increase. Consequently, we may require additional external funding to continue our operations
at their current levels in the future. Such funding may be derived from additional collaboration or licensing
agreements with pharmaceutical or other companies or from the sale of our common stock or other securities to
investors. However, such additional funding may not be available to us on acceptable terms or at all.

Collaboration with Wyeth Pharmaceuticals. Our most advanced product candidate and likeliest source of product
revenue is methylnaltrexone. In December 2005, we entered into a license and co-development agreement (the
“Collaboration Agreement”) with Wyeth to develop and commercialize methylnaltrexone. In collaboration with Wyeth,
we are conducting development programs for methylnaltrexone in several settings including symptom management
and supportive care. Under the terms of our collaboration with Wyeth, Wyeth is developing the oral form of
methylnaltrexone worldwide. We are responsible for the U.S. development of the subcutaneous and intravenous forms
of methylnaltrexone, while Wyeth is responsible for development of these parenteral products outside the U.S. Wyeth
is responsible for funding manufacturing and commercialization expenses for methylnaltrexone. Decisions regarding
the timelines for development of the three methylnaltrexone products will be made by a Joint Development
Committee, and endorsed by the Joint Steering Committee, each committee formed under the terms of the
Collaboration Agreement, consisting of members from both Wyeth and Progenics.

In January 2006, we began recognizing revenue from Wyeth for reimbursement of our development expenses for
methylnaltrexone as incurred during each quarter under the development plan agreed to by us and Wyeth and for a
portion of the $60 million upfront payment we received from Wyeth, based on the proportion of the expected total
effort for us to complete our development obligations that was actually performed during that quarter. During the
three and nine month periods ended September 30, 2006, we recognized $5.1 million and $14.5 million, respectively,
of revenue from the $60 million upfront payment received in December 2005 and $9.4 million and $25.6 million,
respectively, as reimbursement for our out-of-pocket development costs, including our labor costs. There were no
milestones or contingent events that were achieved during the nine months ended September 30, 2006 for which
revenue was recognized.

Our work with methylnaltrexone has proceeded farthest as a treatment for opioid-induced constipation. Constipation is
a serious medical problem for patients who are being treated with opioid medications. Methylnaltrexone is designed to
reverse certain side effects of opioid medications while maintaining pain relief, an important need not currently met
by any approved drugs.

We have successfully completed two pivotal phase 3 clinical trials of the subcutaneous form of methylnaltrexone in
patients with advanced illness, including cancer, AIDS and heart disease. We achieved positive results from the two
pivotal phase 3 clinical trials (studies 301 and 302). All primary and secondary endpoints of both of the phase 3
studies were positive and statistically significant. The drug was generally well tolerated in both phase 3 trials. We are
now working with Wyeth to submit a New Drug Application to the U.S. Food and Drug Administration (“FDA”) for
subcutaneous methylnaltrexone in this setting and implement a commercialization strategy.

We are also developing an intravenous form of methylnaltrexone in collaboration with Wyeth for the management of

post-operative ileus, a serious condition of the gastrointestinal tract. In September 2006, we and Wyeth initiated the
first of two global pivotal phase 3 clinical trials to evaluate the safety and efficacy of intravenous methylnaltrexone for
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the treatment of post-operative ileus. In October 2006, we earned a $5.0 million milestone payment in connection with
the start of that phase 3 clinical trial.

Under the Collaboration Agreement, Wyeth is also developing an oral formulation of methylnaltrexone for the
treatment of opioid-induced constipation in patients with chronic pain. Prior to the Collaboration Agreement, we had
completed phase 1 clinical trials of oral methylnaltrexone in healthy volunteers, which indicated that methylnaltrexone
was well tolerated. Wyeth has also conducted certain additional phase 1 clinical trials of oral methylnaltrexone. In
August, 2006, Wyeth initiated a phase 2 clinical trial to evaluate once-daily dosing of oral methylnaltrexone
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Treatment of HIV Infection. In the area of virology, we are developing viral entry inhibitors, which are molecules
designed to inhibit the virus’ ability to enter certain types of immune system cells. Human Immunodeficiency Virus
(“HIV”) is the virus that causes AIDS. Receptors and co-receptors are structures on the surface of a cell to which a virus
must bind in order to infect the cell. In mid-2005, we announced positive phase 1 clinical findings related to PRO 140,

a monoclonal antibody designed to target the HIV co-receptor CCRSY, in healthy volunteers. A phase 1b trial of PRO
140 in HIV-infected patients began in December 2005.

Treatment of Cancer. We are developing immunotherapies for prostate cancer, including monoclonal antibodies
directed against prostate-specific membrane antigen (“PSMA”), a protein found on the surface of prostate cancer cells.
We are also developing vaccines designed to stimulate an immune response to PSMA. Additionally, we are studying a
cancer vaccine, GMK, in phase 3 clinical trials for the treatment of malignant melanoma.

PSMA LLC. On April 20, 2006, we acquired Cytogen’s 50% membership interest in PSMA LLC, including Cytogen’s
economic interests in capital, profits, losses and distributions of PSMA LLC and its voting rights, in exchange for a
cash payment of $13.2 million (the “Acquisition”’). We also paid $0.3 million of transaction costs with regard to the
Acquisition. In connection with the Acquisition, the License Agreement entered into by the Cytogen and us
(collectively the “Members”) upon the formation of PSMA LLC, under which Cytogen had granted a license to PSMA
LLC for certain PSMA-related intellectual property, was amended. Prior to the Acquisition, each of the Members
owned 50% of the rights to that intellectual property through their interests in PSMA LLC. Under the amended
License Agreement, Cytogen granted an exclusive, even as to Cytogen, worldwide license to PSMA LLC to use
certain PSMA-related intellectual property in a defined field (the “Amended License Agreement”). In addition, under
the terms of the Amended License Agreement, PSMA LLC will pay to Cytogen upon the achievement of certain
defined regulatory and sales milestones, if ever, amounts totaling $52 million, and will pay royalties on net sales, as
defined. We will continue to conduct the PSMA-related programs on our own. Our purchase of Cytogen’s membership
interest in PSMA LLC is expected to improve the efficiency of decision-making regarding PSMA projects.

Beginning on April 20, 2006, Cytogen has no further involvement with PSMA LLC, which has become our wholly
owned subsidiary. Although we are continuing to conduct the PSMA-related research and development activities, we
will no longer recognize revenue from PSMA LLC.

Prior to the Acquisition, PSMA LLC’s intellectual property, which was equally owned by each of the Members, was
used in two research and development programs, a vaccine program and a monoclonal antibody program, both of
which were in the pre-clinical or early clinical phases of development at the time of the Acquisition. We conducted
most of the research and development for those two programs prior to the Acquisition and, subsequent to the
Acquisition, are continuing those research and development activities and will incur all the expenses of those
programs.

Before any products resulting from the vaccine and the monoclonal antibody programs that were jointly under
development at the date of our acquisition of Cytogen’s membership interest can be commercialized, PSMA LLC must
complete pre-clinical studies and phases 1 through 3 clinical trials for each project and file and receive approval of
New Drug Applications with the FDA. Due to the complexities and uncertainties of scientific research and the early
stage of the PSMA programs, the timing and costs of such further development efforts and the anticipated completion
dates of those programs, if ever, cannot reliably be determined at the acquisition date. However, those efforts are
expected to require at least three years, based upon the timing of our other early stage development projects. There can
be no assurance that either of the PSMA programs will reach technological feasibility or that they will ever be
commercially viable. The risks associated with development and commercialization of these programs include delay
or failure of basic research, failure to obtain regulatory approvals to conduct clinical trials and to market products, and
patent litigation.
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Results of Operations (amounts in thousands)
Three Months Ended September 30, 2005 and 2006

Revenues:
Our sources of revenue included our collaboration with Wyeth, which began in December 2005, our research grants
and contracts and, to a small extent, our sale of research reagents. During the 2005 period, we did not recognize
revenue from Wyeth but did recognize revenue from our PSMA LLC joint venture. Revenues increased from $2,774

to $17,848 for the three months ended September 30, 2005 and 2006, respectively, as follows:
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During the three months ended September 30, 2006, we recognized $14,527 of revenue from Wyeth, including $5,103
of the $60,000 upfront payment we received upon entering into our collaboration in December 2005, and $9,424 as
reimbursement of our development expenses. We recognize a portion of the upfront payment in accordance with the
proportionate performance method, which is based on the percentage of actual effort performed on our development
obligations in that period relative to total effort budgeted for all of our performance obligations under the
arrangement. Reimbursement of development costs is recognized as revenue as the costs are incurred under the
development plan agreed to by us and Wyeth.

We recognized $211 of revenue for research and development services performed by us for PSMA LLC during the
three months ended September 30, 2005. On April 20, 2006, PSMA LLC became our wholly-owned subsidiary and,
accordingly, since that date we no longer recognize revenue related to research and development services performed
by us for PSMA LLC. During 2006, prior to our acquisition of Cytogen’s membership interest in PSMA LLC, we and
Cytogen had not approved a work plan and budget for 2006 and, therefore, we were not reimbursed for our research
and development services to PSMA LLC and did not recognize any revenue from PSMA LLC.

Revenues from research grants and contracts increased from $2,548 in the three month period ended September 30,
2005 to $3,316 in the corresponding period in 2006. The increase resulted from a greater amount of work performed
under the grants in the 2006 period, some of which allowed greater spending limits, including $13,100 in new grants
we were awarded during 2005, $10,100 of which will partially fund our PRO 140 program over a three and a half year
period. In addition, there was increased activity under the contract awarded to us by the National Institutes of Health
in September 2003 (the “NIH Contract”). The NIH Contract provides for up to $28,600 in funding to us over five years
for preclinical research, development and early clinical testing of a vaccine designed to prevent HIV from infecting
individuals exposed to the virus. A total of approximately $3,700 is earmarked under the NIH Contract to fund
subcontracts. Funding under the NIH Contract is subject to compliance with its terms, and the payment of an
aggregate of $1,600 in fees (of which $180 had been recognized as revenue as of September 30, 2006) is subject to
achievement of specified milestones.

Revenues from product sales decreased from $15 for the three months ended September 30, 2005 to $5 for the three
months ended September 30, 2006. We received fewer orders for research reagents during the 2006 period.

Expenses:

Research and development expenses include scientific labor, supplies, facility costs, clinical trial costs, license fees
related to research and development and product manufacturing costs. A major portion of our spending has been, and
we expect will continue to be, associated with methylnaltrexone. Research and development expenses increased
$5,799 from $9,952 in the three months ended September 30, 2005 to $15,751 in the corresponding period in 2006, as
follows:
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Category
Salaries and benefits (cash)

Share-based compensation
(non-cash)

Clinical trial costs

Laboratory supplies

Three Months

Ended

351

2,183

920

September 30,
2005

1,655

1,896

2,191

1,304

(287)

1,271

Dollar Percentage
2006 Variance Variance

$ 3,295 $4345 $1,050 32 %

372

(13)

138

Explanation
Compensation increases and an increase
in average headcount from 116 to 136
for the three month periods ended
September 30, 2005 and 2006,
respectively, in the research and
development, manufacturing and
medical departments.

Increase due to the adoption of SFAS
No. 123(R) on January 1, 2006, which
requires the recognition of non-cash
compensation expense related to
share-based payment arrangements (see
“Critical Accounting Policies —
Share-Based Payment Arrangements”
below).

Decrease primarily related to decreased
costs for methylnaltrexone ($179) due
to completion of the methylnaltrexone
phase 3 trials (301 and 302 and the
extension studies) in the second half of
2005 and first quarter of 2006. In
addition, there was a decrease related to
GMK ($260), due to achievement of
full enrollment in our phase 3 trial
during the fourth quarter of 2005, which
resulted in more patients having
completed the full course of treatment
during 2005 than remained to be treated
in 2006. The decrease was partially
offset by an increase in the HIV
program ($152), resulting from an
increase in the PRO 140 trial activity in
the 2006 period.

Increase for methylnaltrexone ($1,250)
due to purchases of methylnaltrexone
drug in the 2006 period but not in the
2005 period, and an increase in basic
research in 2006 for Cancer ($79) and
other projects ($72). The increases were
partially offset by a decrease in HIV
($130), due to preparation of materials
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Contract manufacturing and
subcontractors

Consultants

License fees

Other

Total

20

1,361 2,605 1,244

917 1,628 711

15 100 85

910 1,331 421

$ 9,952 $15,751 $5,799

91

78

567

46

58 %

for PRO 140 clinical trials in 2005 but
not in 2006.

Increases related to HIV ($565), Cancer
($664) and other projects ($54),
partially offset by a decrease in
methylnaltrexone-related costs ($39).
These expenses are related to the
conduct of clinical trials, including
testing, analysis, formulation and
toxicology services and vary as the
timing and level of such services are
required. The decrease in
methylnaltrexone was due to
completion of the methylnaltrexone
phase 3 trials (301 and 302 and the
extension studies) in the second half of
2005 and first quarter of 2006.

Increase related to methylnaltrexone
($737), partially offset by decreases in
Cancer ($6), HIV ($11) and other
project costs ($9). These expenses are
related to the monitoring and conduct of
clinical trials, including analysis of data
from completed clinical trials and vary
as the timing and level of such services
are required.

Increase primarily related to contractual
payments to licensors in our programs
in Cancer ($95), partially offset by a
decrease in such payments related to
HIV ($10).

Increase primarily due to an increase in
rent ($89) and other operating expenses
($332) in the 2006 period over that in
the 2005 period.
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A major portion of our spending has been, and we expect will continue to be associated with methylnaltrexone,
although beginning in 2006, Wyeth is reimbursing us for development expenses we incur related to methylnaltrexone
under the development plan agreed to between us and Wyeth. Spending for our PRO 140 and other development

programs is also expected to increase.

General and administrative expenses increased $3,266 from $3,344 in the three months ended September 30, 2005 to

$6,610 in the corresponding 2006 period, as follows:

Three Months
Ended
September 30, Dollar Percentage
Category 2005 2006 Variance Variance
Salaries and benefits (cash) $ 1,109 $ 1,556  $447 40 %

Share-based compensation 319 2,731 2,412
(non-cash)

Consulting and professional 1,098 1,461 363
fees

Operating expenses 728 823 95
Other 90 39 (619)
Total $3,344 $6,610 $3,266

756

33

13

(57)

98 %

Explanation
Increase due to compensation increases
and an increase in average headcount
from 25 to 34 in the general and
administrative departments for the three
month periods ended September 30,
2005 and 2006, respectively.

Increase due to the adoption of SFAS
No. 123(R) on January 1, 2006, which
requires the recognition of non-cash
compensation expense related to
share-based payment arrangements (see
“Critical Accounting Policies —
Share-Based Payment Arrangements”
below).

Increase due primarily to increases in
recruiting ($42) and legal and patent
fees ($479), partially offset by
decreases in consultants ($145) and
audit fees, including audit fees for
internal controls over financial
reporting ($13).

Increase due primarily to an increase in
rent ($37), computer supplies and
software ($4), travel and meals ($20)
and other fees and expenses ($101),
partially offset by a decrease in
insurance costs ($67).

Decrease primarily related to decreased
investor relations costs ($30) and

corporate taxes ($33), partially offset by
an increase in other miscellaneous costs

($12).
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We expect general and administrative expenses to increase during the remainder of 2006 due to an increase in
headcount.

Loss in joint venture decreased from $384 in the three months ended September 30, 2005 to $0 in the corresponding
period in 2006. On April 20, 2006, PSMA LLC became our wholly-owned subsidiary and, accordingly, we no longer
recognize loss in joint venture.

Depreciation and amortization decreased from $417 in the three months ended September 30, 2005 to $381 in the
corresponding period in 2006 as we purchased capital assets and made leasehold improvements to increase our
manufacturing capacity in the 2006 period, a majority of which was in progress at September 30, 2006, and due to an
increase in fully depreciated capital assets.

Other income:

Interest income increased from $580 in the three months ended September 30, 2005 to $1,959 in the corresponding
period in 2006. Interest income, as reported, is primarily the result of investment income from our marketable
securities, offset by the amortization of premiums and discounts we paid for those marketable securities. For the three
months ended September 30, 2005, and September 30, 2006, investment income increased from $638 to $1,931,
respectively, due to a higher average balance of cash equivalents and marketable securities in the 2006 period than in
the 2005 period and to higher interest rates in the 2006 period. Amortization of premiums and discounts, which is
included in interest income, changed from amortization of premiums of $58 to amortization of discounts of $28 for the
three months ended September 30, 2005 and 2006, respectively.
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Net loss:

Our net loss was $10,743 for the three months ended September 30, 2005 compared to a net loss of $2,935 in the
corresponding period in 2006.

Nine Months Ended September 30, 2005 and 2006
Revenues:

Our sources of revenue included our collaboration with Wyeth, which began in December 2005, our research grants
and contracts and, to a small extent, our sale of research reagents. During the 2005 period, we did not recognize
revenue from Wyeth but did recognize revenue from our PSMA LLC joint venture. Revenues increased from $7,438
to $47,972 for the nine months ended September 30, 2005 and 2006, respectively, as follows:

During the nine months ended September 30, 2006, we recognized $40,060 of revenue from Wyeth, including
$14,466 of the $60,000 upfront payment we received upon entering into our collaboration in December 2005, and
$25,594 as reimbursement of our development expenses.

We recognized $781 of revenue for research and development services performed by us for PSMA LLC during the
nine months ended September 30, 2005. On April 20, 2006, PSMA LLC became our wholly-owned subsidiary and,
accordingly, we no longer recognize revenue related to research and development services performed by us for PSMA
LLC. During 2006, prior to our acquisition of Cytogen’s membership interest in PSMA LLC, we and Cytogen had not
approved a work plan and budget for 2006 and, therefore, we were not reimbursed for our research and development
services to PSMA LLC and did not recognize any revenue from PSMA LLC.

Revenues from research grants and contracts increased from $6,618 in the nine month period ended September 30,
2005 to $7,842 in the corresponding period in 2006. The increase resulted from a greater amount of work performed
under the grants in the 2006 period, some of which allowed greater spending limits. In addition, there was increased
activity under the NIH Contract.

Revenues from product sales increased from $39 for the nine months ended September 30, 2005 to $70 for the nine
months ended September 30, 2006. We received more orders for research reagents during the 2006 period.

Expenses:

Research and development expenses include scientific labor, supplies, facility costs, clinical trial costs, license fees
related to research and development and product manufacturing costs. A major portion of our spending has been, and
we expect will continue to be, associated with methylnaltrexone. Research and development expenses increased
$23,771 from $32,517 in the nine months ended September 30, 2005 to $56,288 in the corresponding period in 2006,
as follows:
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Category
Salaries and benefits (cash)

Share-based compensation
(non-cash)

Clinical trial costs

Laboratory supplies

Nine Months
Ended
September 30,

2005

698

8,240

4,337

4,134

5,851

4,257

3,436

(2,389)

(80)

Dollar Percentage
2006 Variance Variance

$ 9,603 $12,497 $2,804 29 %

492

(29)

2)

Explanation
Compensation increases and an increase
in average headcount from 114 to 129
for the nine month periods ended
September 30, 2005 and 2006,
respectively, in the research and
development, manufacturing and
medical departments.

Increase due to the adoption of SFAS
No. 123(R) on January 1, 2006, which
requires the recognition of non-cash
compensation expense related to
share-based payment arrangements (see
“Critical Accounting Policies —
Share-Based Payment Arrangements”
below).

Decrease primarily related to
methylnaltrexone ($2,571) due to
completion of the methylnaltrexone
phase 3 trials (301 and 302 and the
extension studies) in the second half of
2005 and first quarter of 2006 and
GMK ($222), due to achievement of
full enrollment in our phase 3 trial
during the fourth quarter of 2005, which
resulted in more patients having
completed the full course of treatment
during 2005 than remained to be treated
in 2006. The decreases were partially
offset by an increase in HI'V-related
costs ($404), resulting from an increase
in the PRO 140 trial activity and a
decline in PRO 542 activity in the 2006
period.

Decrease in methylnaltrexone ($596)
due to the purchase of more
methylnaltrexone drug in the 2005
period than in the 2006 period, partially
offset by increases in HIV-related costs
($51), due to preparation of materials
for the phase 1b PRO 140 clinical trial
and an increase in basic research in
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Contract manufacturing and
subcontractors

Consultants

License fees

Other

Total

23

3,344 8,581 5,237
2,066 3,397 1,331
1,200 528 (672)
2939 17,043 14,104

$ 32,517 $56,288 $ 23,771

157

64

(56)

480

73 %

2006 for Cancer ($125) and other
projects ($340).

Increase in methylnaltrexone ($2,204)
related to clinical trials under our
collaboration with Wyeth, HIV
($1,784), Cancer ($1,199) and other
projects ($50). These expenses are
related to the conduct of clinical trials,
including testing, analysis, formulation
and toxicology services and vary as the
timing and level of such services are
required.

Increases in methylnaltrexone ($1,303),
Cancer ($42) and other ($140), partially
offset by a decrease in HIV ($154).
These expenses are related to the
monitoring and conduct of clinical
trials, including analysis of data from
completed clinical trials and vary as the
timing and level of such services are
required.

Decrease primarily related to
contractual payments to licensors
related to our programs in HIV
($1,116), partially offset by increases in
such payments related to
methylnaltrexone ($263) and Cancer
($181).

Increase primarily due to $13,209 of
expense related to our acquisition of
Cytogen’s 50% interest in PSMA LLC
and an increase in rent ($399), travel
($210) and other operating expenses
($312) in the 2006 period, partially
offset by decreased insurance costs
($26) in the 2006 period over those in
the 2005 period.
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A major portion of our spending has been, and we expect will continue to be associated with methylnaltrexone,
although beginning in 2006, Wyeth is reimbursing us for development expenses we incur related to methylnaltrexone
under the development plan agreed to between us and Wyeth. Spending for our PRO 140 and other development
programs is also expected to increase.

General and administrative expenses increased $6,752 from $9,386 in the nine months ended September 30, 2005 to
$16,138 in the corresponding 2006 period, as follows:

Nine Months
Ended
September 30, Dollar Percentage
Category 2005 2006 Variance Variance Explanation

Salaries and benefits (cash) $3,177 $4,516 $ 1,339 42 % Increase due to compensation increases
and an increase in average headcount
from 24 to 30 in the general and
administrative departments for the nine
month periods ended September 30,
2005 and 2006, respectively.

Share-based compensation 561 4,999 4,438 791 Increase due to the adoption of SFAS

(non-cash) No. 123(R) on January 1, 2006, which
requires the recognition of non-cash
compensation expense related to
share-based payment arrangements (see
“Critical Accounting Policies —
Share-Based Payment Arrangements”

below).
Consulting and professional 3,233 3,693 460 14 Increase due primarily to increases in
fees audit fees, including audit fees for

internal controls over financial
reporting ($181), recruiting fees ($240)
and legal and patent fees ($209), which
were partially offset by decreases in
consultants ($161) and other
miscellaneous costs ($9).

Operating expenses 2,074 2,591 517 25 Increase due primarily to an increase in
insurance costs ($122), rent ($203),
computer supplies and software ($64)
and other ($218), partially offset by a
decrease in Director compensation
expense ($90) due to vesting of
restricted stock awards in 2005 but not
in 2006.

Other 341 339 ) @) Decrease due primarily to decreased
investor relations costs ($120), partially

offset by an increase in corporate taxes
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($104) and other miscellaneous costs
($14).
Total $9,386 $16,138 $6,752 72 %

We expect general and administrative expenses to increase during the remainder of 2006 due to an increase in
headcount.

Loss in joint venture decreased from $1,928 in the nine months ended September 30, 2005 to $121 in the
corresponding period in 2006. On April 20, 2006, PSMA LLC became our wholly-owned subsidiary and, accordingly,
we did not recognize loss in joint venture during the second quarter of 2006. During 2006, prior to our acquisition of
Cytogen’s membership interest in PSMA LLC, research and development expenses and general and administrative
expenses of PSMA LLC were lower than in the comparable period in 2005 due to the lack of a work plan and budget
for PSMA LLC for 2006.

Depreciation decreased from $1,369 in the nine months ended September 30, 2005 to $1,106 in the corresponding
period in 2006 as we purchased capital assets and made leasehold improvements to increase our manufacturing
capacity in the 2006 period, a majority of which was in progress at September 30, 2006, and due to an increase in fully
depreciated capital assets.
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Other income:

Interest income increased from $1,030 in the nine months ended September 30, 2005 to $5,775 in the corresponding
period in 2006. Interest income, as reported, is primarily the result of investment income from our marketable
securities, offset by the amortization of premiums and discounts we paid for those marketable securities. For the nine
months ended September 30, 2005, and September 30, 2006, investment income increased from $1,218 to $5,802,
respectively, due to a higher average balance of cash equivalents and marketable securities in the 2006 period than in
the 2005 period and to higher interest rates in the 2006 period. Amortization of premiums, which is included in
interest income, decreased from $188 to $27 for the nine months ended September 30, 2005 and 2006, respectively.

Net loss:

Our net loss was $36,732 for the nine months ended September 30, 2005 compared to a net loss of $19,906 in the
corresponding period in 2006.

Liquidity and Capital Resources

We have, to date, generated no meaningful amounts of recurring revenue, and consequently we have relied principally
on external funding to finance our operations. We have funded our operations since inception primarily through
private placements of equity securities, payments received under collaboration agreements, public offerings of
common stock, funding under government research grants and contracts, interest on investments, and proceeds from
the exercise and sale of stock options under our Stock Incentive Plans and the sale of common stock under our
Employee Stock Purchase Plans.

At September 30, 2006, we had cash, cash equivalents and marketable securities, including non-current portion,
totaling $148.5 million compared with $173.1 million at December 31, 2005. Net cash used in operating activities for
the nine months ended September 30, 2006 was $10.1 million compared with $33.4 million for the same period in
2005. The decrease of $23.3 million resulted partially from a decrease in our net loss of $16.8 million, from $36.7
million for the nine months ended September 30, 2005 to $19.9 million for the nine months ended September 30,
2006. The decrease in our net loss was due partly to increased revenues of $40.1 million from Wyeth and increased
investment income of $4.7 million offset by increased research and development expenses of $23.8 million and
increased general and administrative expenses of $6.8 million in the 2006 period. Our cash used in operations was
further decreased from 2005 to 2006 as a result of the following increases in non-cash expenses:

- $7.9 million of non-cash expenses related to the vesting of our share-based payment awards, including stock
options, restricted stock and Employee Stock Purchase Plan, as we adopted SFAS No. 123(R) on January 1, 2006,
and the issuance of stock options to non-employee consultants; and

- $13.2 million of expense in connection with the purchase of PSMA LLC in April 2006.

Cash used in operating activities, period over period, was also affected by:

- a decrease of $14.5 million in deferred revenue due to our recognition of revenue in the 2006 period from the $60
million upfront payment we received from Wyeth in December 2005;

- a decrease of $2.8 million in loss in joint venture, including the adjustment to loss in joint venture in the 2005

period. Through December 31, 2005, we reduced our revenue from the joint venture and our loss in the joint venture
by the amount we received from PSMA-related grant funding up to a cap of $3.0 million. Beginning in the second

44



Edgar Filing: PROGENICS PHARMACEUTICALS INC - Form 10-Q

quarter of 2006, PSMA LLC became our wholly-owned subsidiary and, accordingly, we no longer recognize loss in
joint venture. In addition, during the quarter ended March 31, 2006, research and development costs for the joint
venture decreased from those in the comparable period in 2005 since the Members had not approved a work plan
and budget for PSMA LLC for 2006. Prior to our acquisition of PSMA LLC, we accounted for PSMA LLC by
using the equity method and recorded 50% of PSMA LLC’s net loss as our loss in joint venture;

- a decrease of $3.7 million in investment in joint venture since no capital contributions were made to PSMA LLC in
the 2006 period and we acquired the net assets of PSMA LLC;

25

45



Edgar Filing: PROGENICS PHARMACEUTICALS INC - Form 10-Q

- a decrease of $1.0 million in trade accounts receivable, for reimbursement of our third quarter 2006 expenses under
our grants and contract with the NIH and from Wyeth; and

- adecrease of $1.4 million in other current assets and other current liabilities.

Net cash used in investing activities was $47.9 million for the nine months ended September 30, 2006 compared with
$61.8 million for the same period in 2005. Net cash used in investing activities for the nine month period ended
September 30, 2006 resulted primarily from the purchase of Cytogen’s 50% interest in PSMA LLC for $13.1 million,
net of $0.3 million of cash acquired, and the sale of $236.2 million of marketable securities offset by the purchase of
$264.4 million of marketable securities. We purchase and sell marketable securities in order to provide funding for our
operations and to achieve appreciation of our unused cash in a low risk environment. We also purchased $6.5 million
of fixed assets including capital equipment and leasehold improvements in 2006 as we acquired and built out
additional manufacturing space and purchased more laboratory equipment for our expanding research and
development projects.

Net cash provided by financing activities was $5.3 million for the nine months ended September 30, 2006 as
compared with $131.1 million for the same period in 2005. The net cash provided by financing activities for the 2005
period includes $121.6 million in net proceeds that we received from the sale of approximately 6.3 million shares of
our common stock in the second and third quarters of 2005. The net cash provided by financing activities for both
periods reflects the exercise and sale of stock options under our Stock Incentive Plans and the sale of common stock
under our Employee Stock Purchase Plans. During the remainder of 2006, we expect that cash received from exercises
under such plans will increase due to increased headcount.

Our existing cash, cash equivalents and marketable securities at September 30, 2006 are sufficient to fund current
operations for at least one year. Our current collaboration with Wyeth provided us with a $60 million upfront
payment. In addition, Wyeth is, beginning January 2006, reimbursing us for development expenses we incur related to
methylnaltrexone under the development plan agreed to between us and Wyeth and will provide milestone and other
contingent payments upon the achievement of certain events. Wyeth will also fund all commercialization costs of
methylnaltrexone products. For the nine months ended September 30, 2006, we received $25.6 million of
reimbursement of our development costs, which are within the development plan approved by the parties. In October
2006,we earned a $5.0 million milestone payment in connection with the start of a phase 3 clinical trial of intravenous
methylnaltrexone for the treatment of post-operative ileus.

Our development costs for methylnaltrexone are funded by Wyeth, which allows us to devote our current and future
resources to our other research and development programs. We may also enter into collaboration agreements with
respect to other of our product candidates. We cannot forecast with any degree of certainty, however, which products
or indications, if any, will be subject to future collaborative arrangements, or how such arrangements would affect our
capital requirements. The consummation of other collaboration agreements would further allow us to advance other
projects with our current funds.

Prior to our acquisition of PSMA LLC on April 20, 2006, all costs of PSMA LLC’s research and development efforts
were funded equally by us and Cytogen through capital contributions. Our and Cytogen’s level of commitment to fund
PSMA LLC was based on an annual budget that was developed and approved by the parties. During the nine months
ended September 30, 2005, the Members each contributed $0.5 million to fund work under the 2004 approved budget
and $2.95 million to fund work under the 2005 approved budget. During 2006, prior to our acquisition of Cytogen’s
membership interest in PSMA LLC, we and Cytogen had not approved a work plan and budget for 2006 and,
therefore, no further capital contributions were made by the Members subsequent to December 31, 2005. However, we
and Cytogen were required to fulfill obligations under existing contractual commitments as of December 31, 2005.
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Since PSMA LLC has become our wholly-owned subsidiary as of April 20, 2006, we will no longer make capital
contributions.

Costs incurred by PSMA LLC from January 1, 2006 to April 20, 2006 were funded from PSMA LLC’s cash reserves.
We are continuing to conduct the PSMA research and development projects on our own subsequent to our acquisition
of PSMA LLC and are required to fund the entire amount of such efforts; thus, increasing our cash expenditures. We
are funding PSMA-related research and development efforts from our internally-generated cash flows. We are also
continuing to receive funding from the NIH for a portion of our PSMA-related research and development costs.

In September 2003, we were awarded the NIH Contract. The NIH Contract provides for up to $28.6 million in
funding, subject to annual funding approvals, to us over five years for preclinical research, development and early
clinical testing of a prophylactic vaccine designed to prevent HIV from becoming established in uninfected
individuals exposed to the virus. We anticipate that these funds will be used principally in connection with our ProVax
HIV vaccine program. A total of approximately $3.7 million is earmarked under the NIH Contract to fund
subcontracts. Funding under the NIH Contract is subject to compliance with its terms, and the payment of an
aggregate of $1.6 million in fees is subject to achievement of specified milestones. Through September 30, 2006, we
had recognized revenue of $8.5 million from this contract, including $180 for the achievement of two milestones.

26

47



Edgar Filing: PROGENICS PHARMACEUTICALS INC - Form 10-Q

We have also been awarded grants from the NIH, which provide ongoing funding for a portion of our virology and
cancer research programs for periods including the nine months ended September 30, 2006. Among those grants are
two awards made in July and September 2005, which provide for up to $3.0 million and $10.1 million, respectively, in
support for our hepatitis C virus research program and PRO 140 HIV development program, respectively, to be
awarded over a three year and a three and a half year period, respectively. Funding under all of our NIH grants is
subject to compliance with their terms, and is subject to annual funding approvals. For the nine months ended
September 30, 2005 and 2006, we recognized $4.2 million and $5.4 million, respectively, of revenue from all of our
NIH grants.

Other than amounts to be received from Wyeth and from currently approved grants and contracts, we have no
committed external sources of capital. Other than potential revenues from methylnaltrexone, we expect no significant
product revenues for a number of years as it will take at least that much time, if ever, to bring our products to the
commercial marketing stage.

Our total expenses for research and development from inception through September 30, 2006 have been
approximately $278.3 million. We currently have major research and development programs investigating symptom
management and supportive care, HIV-related diseases and cancer. In addition, we are conducting several smaller
research projects in the areas of virology and cancer. For various reasons, many of which are outside of our control,
including the early stage of certain of our programs, the timing and results of our clinical trials and our dependence in
certain instances on third parties, we cannot estimate the total remaining costs to be incurred and timing to complete
our research and development programs. For the nine months ended September 30, 2005 and 2006 research and
development costs incurred were as follows (see “Results of Operations—Expenses”):

Nine Months Ended
September 30,
2005 2006
(in millions)
Methylnaltrexone $ 187 § 232

HIV 7.8 11.3
Cancer 4.9 19.3
Other programs 1.1 2.5
Total $ 325 $ 563

Wyeth has assumed financial responsibility for further development of methylnaltrexone in connection with our
Collaboration Agreement. As we proceed with our development responsibilities under our methylnaltrexone
programs, although we expect that our spending on methylnaltrexone will increase significantly during the remainder
of 2006, our cash outlays in accordance with the agreed upon development plan will be reimbursed by Wyeth. We
also expect that spending on our PRO 140 and other programs will increase during the remainder of 2006 and beyond.
Consequently, we may require additional funding to continue our research and product development programs, to
conduct preclinical studies and clinical trials, for operating expenses, to pursue regulatory approvals for our product
candidates, for the costs involved in filing and prosecuting patent applications and enforcing or defending patent
claims, if any, for the cost of product in-licensing and for any possible acquisitions. Manufacturing and
commercialization expenses for methylnaltrexone will be funded by Wyeth. However, if we exercise our option to
co-promote methylnaltrexone products in the U.S., which must be approved by Wyeth, we will be required to
establish and fund a salesforce, which we currently do not have. If we commercialize any other product candidate
other than with a corporate collaborator, we would also require additional funding to establish manufacturing and
marketing capabilities.
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Unless we obtain regulatory approval from the FDA for at least one of our product candidates and/or enter into
agreements with corporate collaborators with respect to the development of our technologies in addition to that for
methylnaltrexone, we will be required to fund our operations for periods in the future, by seeking additional financing
through future offerings of equity or debt securities or funding from additional grants and government contracts.
Adequate additional funding may not be available to us on acceptable terms or at all. Our inability to raise additional
capital on terms reasonably acceptable to us would seriously jeopardize the future success of our business.

Contractual Obligations

Our funding requirements, both for the next 12 months and beyond, will include required payments under operating
leases and licensing and collaboration agreements. During the fourth quarter of 2006, our contract to purchase
methylnaltrexone from the manufacturer is expected to be transferred to Wyeth. The following table summarizes our
contractual obligations as of September 30, 2006 for future payments under these agreements:
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Payments due by September 30,
Total 2007 2008-2009 2010-2011 Thereafter
(in millions)

Operating leases $ 73 3 19 $ 40 $ 0.8 $ 0.6
License and collaboration agreements
(1) 93.4 2.8 4.5 32 82.9
Total $ 100.7 $ 47 °$ 85 § 40 $ 83.5

(1) Assumes attainment of milestones covered under each agreement, including those by PSMA LLC. The timing of
the achievement of the related milestones is highly uncertain, and accordingly the actual timing of payments, if
any, is likely to vary, perhaps significantly, relative to the timing contemplated by this table.

For each of our programs, we periodically assess the scientific progress and merits of the programs to determine if
continued research and development is economically viable. Certain of our programs have been terminated due to the
lack of scientific progress and lack of prospects for ultimate commercialization. Due to the uncertainties associated
with research and development of these programs, the duration and completion costs of our research and development
projects are difficult to estimate and are subject to considerable variation. Our inability to complete our research and
development projects in a timely manner or our failure to enter into collaborative agreements could significantly
increase our capital requirements and adversely impact our liquidity.

Our cash requirements may vary materially from those now planned because of results of research and development
and product testing, changes in existing relationships or new relationships with, licensees, licensors or other
collaborators, changes in the focus and direction of our research and development programs, competitive and
technological advances, the cost of filing, prosecuting, defending and enforcing patent claims, the regulatory approval
process, manufacturing and marketing and other costs associated with the commercialization of products following
receipt of regulatory approvals and other factors.

The above discussion contains forward-looking statements based on our current operating plan and the assumptions on
which it relies. There could be changes that would consume our assets earlier than planned.

Off-Balance Sheet Arrangements and Guarantees
We have no off-balance sheet arrangements and do not guarantee the obligations of any other unconsolidated entity.
Critical Accounting Policies

We prepare our financial statements in conformity with accounting principles generally accepted in the United States
of America. Our significant accounting policies are disclosed in Note 2 to our financial statements included in our
Annual Report on Form 10-K for the year ended December 31, 2005. The selection and application of these
accounting principles and methods requires us to make estimates and assumptions that affect the reported amounts of
assets, liabilities, revenues and expenses, as well as certain financial statement disclosures. On an ongoing basis, we
evaluate our estimates. We base our estimates on historical experience and on various other assumptions that are
believed to be reasonable under the circumstances. The results of our evaluation form the basis for making judgments
about the carrying values of assets and liabilities that are not otherwise readily apparent. While we believe that the
estimates and assumptions we use in preparing the financial statements are appropriate, these estimates and
assumptions are subject to a number of factors and uncertainties regarding their ultimate outcome and, therefore,
actual results could differ from these estimates.
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We have identified our critical accounting policies and estimates below. These are policies and estimates that we
believe are the most important in portraying our financial condition and results of operations, and that require our
most difficult, subjective or complex judgments, often as a result of the need to make estimates about the effect of
matters that are inherently uncertain. We have discussed the development, selection and disclosure of these critical
accounting policies and estimates with the Audit Committee of our Board of Directors.
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Revenue Recognition

On December 23, 2005, we entered into a license and co-development agreement with Wyeth, which includes a
non-refundable upfront license fee, reimbursement of development costs, research and development payments based

upon our achievement of clinical development milestones, contingent payments based upon the achievement by

Wyeth of defined events and royalties on product sales. We began recognizing contract research revenue from Wyeth

on January 1, 2006. During the nine months ended September 30, 2005 and 2006, we also recognized revenue from
government research grants and contracts, which are used to subsidize a portion of certain of our research projects
(“Projects”), exclusively from the NIH. We also recognized revenue from the sale of research reagents during those
periods. In addition, we recognized contract research and development revenue exclusively from PSMA LLC for the

nine months ended September 30, 2005. No revenue was recognized from PSMA LLC for the nine months ended
September 30, 2006. We recognize revenue from all sources based on the provisions of the Securities and Exchange
Commission’s Staff Accounting Bulletin No. 104 (“SAB 104”) “Revenue Recognition”, Emerging Issues Task Force Issue
No. 00-21 (“EITF 00-21”) “Accounting for Revenue Arrangements with Multiple Deliverables” and EITF Issue No. 99-19
“Reporting Revenue Gross as a Principal Versus Net as an Agent”.

Non-refundable upfront license fees are recognized as revenue when we have a contractual right to receive such
payment, the contract price is fixed or determinable, the collection of the resulting receivable is reasonably assured
and we have no further performance obligations under the license agreement. Multiple element arrangements, such as
license and development arrangements, are analyzed to determine whether the deliverables, which often include a
license and performance obligations, such as research and steering committee services, can be separated or whether
they must be accounted for as a single unit of accounting in accordance with EITF 00-21. We would recognize upfront
license payments as revenue upon delivery of the license only if the license had standalone value and the fair value of
the undelivered performance obligations, typically including research or steering committee services, could be
determined. If the fair value of the undelivered performance obligations could be determined, such obligations would
then be accounted for separately as performed. If the license is considered to either (i) not have standalone value or (ii)
have standalone value but the fair value of any of the undelivered performance obligations could not be determined,
the arrangement would then be accounted for as a single unit of accounting and the upfront license payments would be
recognized as revenue over the estimated period of when our performance obligations are performed.

Whenever we determine that an arrangement should be accounted for as a single unit of accounting, we must
determine the period over which the performance obligations will be performed and revenue related to upfront license
payments will be recognized. Revenue will be recognized using either a proportionate performance or straight-line
method. We recognize revenue using the proportionate performance method provided that we can reasonably estimate
the level of effort required to complete our performance obligations under an arrangement and such performance
obligations are provided on a best-efforts basis. Direct labor hours or full-time equivalents will typically be used as the
measure of performance. Under the proportionate performance method, revenue related to upfront license payments is
recognized in any period as the percent of actual effort expended in that period relative to total effort budgeted for all
of our performance obligations under the arrangement.

If we cannot reasonably estimate the level of effort required to complete our performance obligations under an
arrangement and the performance obligations are provided on a best-efforts basis, then the total upfront license
payments would be recognized as revenue on a straight-line basis over the period we expect to complete our
performance obligations.

Significant management judgment is required in determining the level of effort required under an arrangement and the
period over which we expect to complete our performance obligations under the arrangement. In addition, if we are
involved in a steering committee as part of a multiple element arrangement that is accounted for as a single unit of
accounting, we assess whether our involvement constitutes a performance obligation or a right to participate.

52



Edgar Filing: PROGENICS PHARMACEUTICALS INC - Form 10-Q

Collaborations may also contain substantive milestone payments. Substantive milestone payments are considered to
be performance payments that are recognized upon achievement of the milestone only if all of the following
conditions are met: (1) the milestone payment is non-refundable; (2) achievement of the milestone involves a degree
of risk and was not reasonably assured at the inception of the arrangement; (3) substantive effort is involved in
achieving the milestone, (4) the amount of the milestone payment is reasonable in relation to the effort expended or
the risk associated with achievement of the milestone and (5) a reasonable amount of time passes between the upfront
license payment and the first milestone payment as well as between each subsequent milestone payment (the
“Substantive Milestone Method™).
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Determination as to whether a milestone meets the aforementioned conditions involves management’s judgment. If any
of these conditions are not met, the resulting payment would not be considered a substantive milestone and, therefore,
the resulting payment would be considered part of the consideration for the single unit of accounting and be
recognized as revenue as such performance obligations are performed under either the proportionate performance or
straight-line methods, as applicable, and in accordance with the policies described above.

We will recognize revenue for payments that are contingent upon performance solely by our collaborator immediately
upon the achievement of the defined event if we have no related performance obligations.

Reimbursement of costs is recognized as revenue provided the provisions of EITF Issue No. 99-19 are met, the
amounts are determinable and collection of the related receivable is reasonably assured.

Royalty revenue is recognized upon the sale of related products, provided that the royalty amounts are fixed and
determinable, collection of the related receivable is reasonably assured and we have no remaining performance
obligations under the arrangement. If royalties are received when we have remaining performance obligations, the
royalty payments would be attributed to the services being provided under the arrangement and, therefore, would be
recognized as such performance obligations are performed under either the proportionate performance or straight-line
methods, as applicable, and in accordance with the policies described above.

Amounts received prior to satisfying the above revenue recognition criteria are recorded as deferred revenue in the
accompanying consolidated balance sheets. Amounts not expected to be recognized during the year ended September
30, 2007 are classified as long-term deferred revenue. As of September 30, 2006, relative to the $60 million upfront
license payment received from Wyeth, we have recorded $27.8 million and $17.7 million as short-term and long-term
deferred revenue, respectively, which is expected to be recognized as revenue through 2008. The estimate of the
classification of deferred revenue as short-term or long-term is based upon management’s current operating budget for
the Wyeth collaboration agreement for our total effort required to complete our performance obligations under that
arrangement. That estimate may change in the future and such changes to estimates would result in a change in the
amount of revenue recognized in future periods.

NIH grant and contract revenue is recognized as efforts are expended and as related subsidized Project costs are
incurred. We perform work under the NIH grants and contract on a best-effort basis. The NIH reimburses us for costs
associated with Projects in the fields of HIV and cancer, including preclinical research, development and early clinical
testing of a prophylactic vaccine designed to prevent HIV from becoming established in uninfected individuals
exposed to the virus, as requested by the NIH. Substantive at-risk milestone payments are uncommon in these
arrangements, but would be recognized as revenue on the same basis as the Substantive Milestone Method.

Prior to our acquisition of Cytogen’s membership interest in PSMA LLC on April 20, 2006, both we and Cytogen were
required to fund PSMA LLC equally to support ongoing research and development efforts that we conducted on

behalf of PSMA LLC. We recognized payments for research and development as revenue as services were performed.
However, during the quarter ended March 31, 2006, the Members had not approved a work plan or budget for 2006.
Therefore, beginning on January 1, 2006, we had not been reimbursed by PSMA LLC for our services and we did not
recognize revenue from PSMA LLC for the quarter ended March 31, 2006. Beginning in the second quarter of 2006,
PSMA LLC has become our wholly-owned subsidiary and, accordingly, we no longer recognize revenue from PSMA
LLC.

Share-Based Payment Arrangements
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On January 1, 2006, we adopted Statement of Financial Accounting Standards No. 123 (revised 2004) “Share-Based
Payment” (“SFAS No. 123(R)”), which is a revision of SFAS No.123, “Accounting for Stock Based Compensation” (“SFAS
No.123”). SFAS No. 123(R) supersedes APB Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB 257),
and amends FASB Statement No. 95, “Statement of Cash Flows”. Our share-based compensation to employees includes
non-qualified stock options, restricted stock (nonvested shares) and shares issued under our Employee Stock Purchase

Plans (the “Purchase Plans”), which are compensatory under SFAS No. 123(R). We account for share-based

compensation to non-employees, including non-qualified stock options and restricted stock (nonvested shares), in
accordance with Emerging Issues Task Force Issue No. 96-18 “Accounting for Equity Instruments that are Issued to

Other Than Employees for Acquiring, or in Connection with Selling, Goods or Services”, which is unchanged as a

result of our adoption of SFAS No. 123(R).
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Historically, in accordance with SFAS No.123 and Statement of Financial Accounting Standards No.148 “Accounting
for Stock-Based Compensation-Transition and Disclosure” (“SFAS No. 148”), we had elected to follow the
disclosure-only provisions of SFAS No.123 and, accordingly, accounted for share-based compensation under the
recognition and measurement principles of APB 25 and related interpretations. Under APB 25, when stock options
were issued to employees with an exercise price equal to or greater than the market price of the underlying stock price
on the date of grant, no compensation expense was recognized in the financial statements and pro forma compensation
expense in accordance with SFAS No. 123 was only disclosed in the footnotes to the financial statements.

We adopted SFAS No. 123(R) using the modified prospective application, under which compensation cost for all
share-based awards that were unvested as of the adoption date and those newly granted after the adoption date will be
recognized in our financial statements over the related requisite service periods; usually the vesting periods for awards
with a service condition. Compensation cost is based on the grant-date fair value of awards that are expected to vest.
We apply a forfeiture rate to the number of unvested awards in each reporting period in order to estimate the number
of awards that are expected to vest. Estimated forfeiture rates are based upon historical data on vesting behavior of
employees. We adjust the total amount of compensation cost recognized for each award, in the period in which each
award vests, to reflect the actual forfeitures related to that award. Changes in our estimated forfeiture rate will result in
changes in the rate at which compensation cost for an award is recognized over its vesting period. Previously, under
SFAS No. 123, we applied a zero forfeiture rate and recognized the effect of forfeitures only as they occurred. We
have made an accounting policy decision to use the straight-line method of attribution of compensation expense, under
which the grant date fair value of share-based awards will be recognized on a straight-line basis over the total requisite
service period for the total award.

For the nine months ended September 30, 2006, total compensation cost for share-based payment arrangements
recognized in income was $9.1 million; $4.2 million of which was reported as research and development expense and
$4.9 million of which was reported as general and administrative expense. No tax benefit was recognized related to
that compensation cost because we had a net loss for the period and the related deferred tax assets were fully offset by
a valuation allowance. Accordingly, no amounts related to windfall tax benefits have been reported in cash flows from
operations or cash flows from financing activities for the nine months ended September 30, 2006. As of September 30,
2006, there was $17.2 million, $6.6 million and $20,000 of total unrecognized compensation cost related to nonvested
stock options, nonvested shares and our Employee Stock Purchase Plans, respectively, which is expected to be
recognized over weighted average periods of 3.9 years, 3.0 years and 0.5 months, respectively.

Upon adoption of SFAS 123(R), we eliminated $4.5 million of unearned compensation, related to share-based awards
granted prior to the adoption date that were unvested as of January 1, 2006, against additional paid-in capital.
Compensation expense reported on a pro forma basis for periods prior to adoption of SFAS No. 123(R) has not been
revised and is not reflected in the financial statements of those prior periods. Accordingly, there was no effect of the
change from applying the original provisions of SFAS No. 123 on net income, cash flow from operations, cash flows
from financing activities or basic or diluted net loss per share of periods prior to the adoption of SFAS No. 123(R).
Furthermore, no modifications were made to outstanding options prior to the adoption of SFAS No. 123(R) and no
changes to the quantity or type of share-based awards or changes to the terms of share-based payment arrangements
were made.

Under SFAS No. 123(R), the fair value of each non-qualified stock option award is estimated on the date of grant
using the Black-Scholes option pricing model, which requires input assumptions of stock price on the date of grant,
exercise price, volatility, expected term, dividend rate and risk-free interest rate. The same model, with input
assumptions developed in the same manner, was used to determine the fair value of share-based payment awards for
purposes of the pro forma disclosures under SFAS No. 123.
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We use the closing price of our common stock on the date of grant, as quoted on the NASDAQ exchange, as the
exercise price.

- Historical volatilities are based upon daily quoted market prices of our common stock on the NASDAQ exchange
over a period equal to the expected term of the related equity instruments. We rely only on historical volatility since
future volatility is expected to be consistent with historical; historical volatility is calculated using a simple average
calculation; historical data is available for the length of the option’s expected term and a sufficient number of price
observations are used consistently. Since our stock options are not traded on a public market, we do not use implied
volatility. For the nine months ended September 30, 2005 and 2006, the volatility of our common stock has been
high, 96% and 88%,, respectively, which is common for entities in the biotechnology industry that do not have
commercial products. A higher volatility input to the Black-Scholes model increases the resulting compensation
expense.
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- The expected term of options granted represents the period of time that options granted are expected to be
outstanding. Our expected term has been calculated based upon the simplified method as detailed in Staff
Accounting Bulletin No. 107 (“SAB 107”). Accordingly, we are using an expected term of 6.5 years based upon the
vesting period of the outstanding options of four or five years and a contractual term of ten years. We plan to refine
our estimate of expected term in the future as we obtain more historical data. A shorter expected term would result
in a lower compensation expense.

- We have never paid dividends and do not expect to pay dividends in the future. Therefore, our dividend rate is zero.

- The risk-free rate for periods within the expected term of the options is based on the U.S. Treasury yield curve
in effect at the time of grant.

A portion of the options granted to our Chief Executive Officer on July 1, 2002, 2003, 2004 and 2005 and on July 3,
2006 cliff vests after nine years and eleven months from the respective grant date. Vesting of a defined portion of each
award will occur earlier if a defined performance condition is achieved; more than one condition may be achieved in
any period. In accordance with SFAS No. 123(R), at the end of each reporting period, we will estimate the probability
of achievement of each performance condition and will use those probabilities to determine the requisite service
period of each award. The requisite service period for the award is the shortest of the explicit or implied service
periods. In the case of the executive’s options, the explicit service period is nine years and eleven months from the
respective grant dates. The implied service periods related to the performance conditions are the estimated times for
each performance condition to be achieved. Thus, compensation expense will be recognized over the shortest
estimated time for the achievement of performance conditions for that award (assuming that the performance
conditions will be achieved before the cliff vesting occurs). Changes in the estimate of probability of achievement of
any performance condition will be reflected in compensation expense of the period of change and future periods
affected by the change. Prior to the adoption of SFAS No. 123(R), these awards were accounted for as variable awards
under APB 25 and, therefore, compensation expense, based on the intrinsic value of the vested awards on each
reporting date, was recognized in our financial statements.

For purposes of pro forma compensation expense under SFAS No. 123 as well as upon adoption of SFAS No. 123(R),
the fair value of shares purchased under the Purchase Plans was estimated on the date of grant in accordance with
FASB Technical Bulletin No. 97-1 “Accounting under Statement 123 for Certain Employee Stock Purchase Plans with
a Look-Back Option”. The same option valuation model was used for the Purchase Plans as for incentive stock options,
except that the expected term for the Purchase Plans is six months and the historical volatility is calculated over the

six month expected term.

In applying the treasury stock method for the calculation of diluted earnings per share (“EPS”), amounts of
unrecognized compensation expense and windfall tax benefits are required to be included in the assumed proceeds in
the denominator of the diluted earnings per share calculation unless they are anti-dilutive. We incurred a net loss for
the three and nine months ended September 30, 2005 and 2006 and, therefore, such amounts have not been included
for those periods in the calculation of diluted EPS since they would be anti-dilutive. Accordingly, basic and diluted
EPS are the same for those periods. We have made an accounting policy decision to calculate windfall tax
benefits/shortfalls for purposes of diluted EPS calculations, excluding the impact of pro forma deferred tax assets.
This policy decision will apply when we have net income.

Clinical Trial Expenses
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Clinical trial expenses, which are included in research and development expenses, represent obligations resulting from
our contracts with various clinical investigators and clinical research organizations in connection with conducting
clinical trials for our product candidates. Such costs are expensed based on the expected total number of patients in the
trial, the rate at which the patients enter the trial and the period over which the clinical investigators and clinical
research organizations are expected to provide services. We believe that this method best approximates the efforts
expended on a clinical trial with the expenses we record. We adjust our rate of clinical expense recognition if actual
results differ from our estimates. We expect that clinical trial expenses will increase significantly during 2006 as
clinical trials progress or are initiated in the methylnaltrexone and HIV programs. Our collaboration agreement with
Wyeth regarding methylnaltrexone in which Wyeth has assumed all of the financial responsibility for further
development will mitigate those costs.
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Impact of Recently Issued Accounting Standards

On July 13, 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No. 48, Accounting
for Uncertainty in Income Taxes—an Interpretation of FASB Statement 109 (“FIN 48”). FIN 48 prescribes a
comprehensive model for how a company should recognize, measure, present, and disclose in its financial statements
all material uncertain tax positions that the company has taken or expects to take on a tax return (including a decision
whether to file or not to file a return in a particular jurisdiction). FIN 48 applies to income taxes and is not intended to
be applied by analogy to other taxes, such as sales taxes, value-add taxes, or property taxes. Under FIN 48, the
financial statements will reflect the tax benefit of an uncertain tax position only if it is “more likely than not” that the
position is sustainable based upon its technical merits. The tax benefit of a qualifying position is the largest amount of
tax benefit that is greater than 50 percent likely of being realized upon ultimate settlement with a taxing authority
having full knowledge of all relevant information. FIN 48 requires qualitative and quantitative disclosures, including
discussion of reasonably possible changes that might occur in the recognized tax benefits over the next 12 months; a
description of open tax years by major jurisdictions; and a roll-forward of all unrecognized tax benefits, presented as a
reconciliation of the beginning and ending balances of the unrecognized tax benefits on a worldwide aggregated basis.
FIN 48 is effective as of the beginning of fiscal years that start after December 15, 2006. We are currently assessing
the impact, if any, that FIN 48 will have on our financial position or results of operations

On September 13, 2006, the Securities and Exchange Commission (“SEC”) staff issued Staff Accounting Bulletin No.
108 (“SAB 108”) in order to address the observed diversity of practice surrounding how public companies quantify
financial statement misstatements with respect to annual financial statements. There have been two widely-recognized
methods for quantifying the effects of financial statement errors: the “roll-over” method and the “iron curtain” method.
The roll-over method focuses primarily on the impact of a misstatement on the income statement--including the
reversing effect of prior year misstatements--but its use can lead to the accumulation of misstatements in the balance
sheet. The iron-curtain method, on the other hand, focuses primarily on the effect of correcting the period-end balance
sheet with less emphasis on the reversing effects of prior year errors on the income statement. In SAB 108, the SEC
staff established a “dual approach” that requires quantification of financial statement errors under both the iron-curtain
and the roll-over methods. SAB 108 permits existing public companies to record the cumulative effect of initially
applying the "dual approach" in the first year ending after November 15, 2006 by recording the necessary "correcting"
adjustments to the carrying values of assets and liabilities as of the beginning of that year with the offsetting
adjustment recorded to the opening balance of retained earnings. Additionally, the use of the "cumulative effect"
transition method requires detailed disclosure of the nature and amount of each individual error being corrected
through the cumulative adjustment and how and when it arose. SAB 108 is effective for financial statements for fiscal
years ending after November 15, 2006. We do not expect the impact of the adoption of SAB 108 to be material to our
financial position or results of operations.

On September 15, 2006, the FASB issued FASB Statement No. 157, “Fair Value Measurements” (“FAS 157”), which
addresses how companies should measure the fair value of assets and liabilities when they are required to use a fair
value measure for recognition or disclosure purposes under generally accepted accounting principles. FAS 157 does
not expand the use of fair value in any new circumstances. Under FAS 157, fair value refers to the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants in the
market in which the reporting entity transacts. FAS 157 clarifies the principle that fair value should be based on the
assumptions market participants would use when pricing the asset or liability. In support of this principle, the standard
establishes a fair value hierarchy that prioritizes the information used to develop those assumptions. The fair value
hierarchy gives the highest priority to quoted prices in active markets and the lowest priority to unobservable data, for
example, the reporting entity’s own data. FAS 157 requires disclosures intended to provide information about (1) the
extent to which companies measure assets and liabilities at fair value, (2) the methods and assumptions used to
measure fair value, and (3) the effect of fair value measures on earnings. We will adopt FAS 157 on January 1, 2008.
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We do not expect the impact of the adoption of FAS 157 to be material to our financial position or results of
operations.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Our primary investment objective is to preserve principal while maximizing yield without significantly increasing our
risk. Our investments consist of taxable auction securities, corporate notes and federal agency issues. Our investments
totaled $145.4 million at September 30, 2006. Approximately $84.6 million of these investments had fixed interest
rates, and $60.8 million had interest rates that were variable.

Due to the conservative nature of our short-term fixed interest rate investments, we do not believe that we have a
material exposure to interest rate risk for those investments. Our fixed-interest-rate long-term investments are
sensitive to changes in interest rates. Interest rate changes would result in a change in the fair values of these
investments due to differences between the market interest rate and the rate at the date of purchase of the investment.
A 100 basis point increase in the September 30, 2006 market interest rates would result in a decrease of approximately
$0.56 million in the market values of these investments.
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Item 4. Controls and Procedures

The Company maintains “disclosure controls and procedures,” as such term is defined under Rules 13a-15(e) and
15d-15(e) promulgated under the Securities Exchange Act of 1934, that are designed to ensure that information
required to be disclosed in the Company’s Exchange Act reports is recorded, processed, summarized and reported
within the time periods specified in the SEC’s rules and forms, and that such information is accumulated and
communicated to the Company’s management, including its Chief Executive Officer and Principal Financial and
Accounting Officer, as appropriate, to allow timely decisions regarding required disclosures. In designing and
evaluating the disclosure controls and procedures, the Company’s management recognized that any controls and
procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired
control objectives, and the Company’s management necessarily was required to apply its judgment in evaluating the
cost-benefit relationship of possible controls and procedures. We also established a Disclosure Committee that
consists of certain members of the Company’s senior management.

The Disclosure Committee, under the supervision and with the participation of the Company’s senior management,
including the Company’s Chief Executive Officer and Principal Financial and Accounting Officer, carried out an
evaluation of the effectiveness of the design and operation of the Company’s disclosure controls and procedures as of
the end of the period covered by this report. Based upon their evaluation and subject to the foregoing, the Chief
Executive Officer and Principal Financial and Accounting Officer concluded that the Company’s disclosure controls
and procedures were effective.

There have been no changes in the Company’s internal control over financial reporting that occurred during the
Company’s last fiscal quarter that has materially affected, or is reasonably likely to materially affect, the Company’s
internal control over financial reporting.

PART II —OTHER INFORMATION
Item 1A. Risk Factors

Our business and operations entail a variety of serious risks and uncertainties, including those described in Item 1A of
our Form 10-K for the year ended December 31, 2005. In addition, the following risk factors have changed during the
nine months ended September 30, 2006:

We have a history of operating losses, and we may never be profitable.

We have incurred substantial losses since our inception. As of September 30, 2006, we had an accumulated deficit of
$208.6 million. We have derived no significant revenues from product sales or royalties. We do not expect to achieve
significant product sales or royalty revenue for a number of years, if ever, other than potential revenues from
methylnaltrexone. We expect to incur additional operating losses in the future, which could increase significantly as
we expand our clinical trial programs and other product development efforts.

Our ability to achieve and sustain profitability is dependent in part on obtaining regulatory approval to market our
products and then commercializing, either alone or with others, our products. We may not be able to develop and
commercialize products. Moreover, our operations may not be profitable even if any of our products under

development are commercialized.

We are likely to need additional financing, but our access to capital funding is uncertain.
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As of September 30, 2006, we had cash, cash equivalents and marketable securities, including non-current portion,
totaling $148.5 million. In December 2005, we received a $60 million upfront payment from Wyeth in connection
with the signing of the license and co-development agreement relating to methylnaltrexone. During the nine months
ended September 30, 2006, we had a net loss of $19.9 million and cash used in operating activities was $10.1 million
during the nine months ended September 30, 2006.

Under our agreement with Wyeth, Wyeth will reimburse us for development costs relating to methylnaltrexone
starting January 1, 2006. As a result, although we expect that our spending on methylnaltrexone in 2006 and beyond

will increase significantly from the amounts expended in 2005, our net expenses for methylnaltrexone will be reduced.
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With regard to our other product candidates, however, we expect that we will continue to incur significant
expenditures for their development, and we do not have committed external sources of funding for most of these
projects. These expenditures will be funded from our cash on hand, or we may seek additional external funding for
these expenditures, most likely through collaborative agreements, or other license or sale transactions, with one or
more pharmaceutical companies, through the issuance and sale of securities or through additional government grants
or contracts. We cannot predict with any certainty when we will need additional funds or how much we will need or if
additional funds will be available to us. Our need for future funding will depend on numerous factors, many of which
are outside our control.

Our access to capital funding is uncertain. We may not be able to obtain additional funding on acceptable terms, or at
all. Our inability to raise additional capital on terms reasonably acceptable to us would seriously jeopardize the future
success of our business.

If we raise funds by issuing and selling securities, it may be on terms that are not favorable to our existing
stockholders. If we raise additional funds by selling equity securities, our current stockholders will be diluted, and
new investors could have rights superior to our existing stockholders. If we raise funds by selling debt securities, we

could be subject to restrictive covenants and significant repayment obligations.

Our stock price has a history of volatility. You should consider an investment in our stock as risky and invest
only if you can withstand a significant loss.

Our stock price has a history of significant volatility. Between January 1, 2002 and September 30, 2006, our stock
price has ranged from $3.82 to $30.83 per share. At times, our stock price has been volatile even in the absence of
significant news or developments relating to us. Moreover, the stocks of biotechnology companies and the stock
market generally have been subject to dramatic price swings in recent years. Factors that may have a significant
impact on the market price of our common stock include:

the results of clinical trials and preclinical studies involving our products or those of our
competitors;

changes in the status of any of our drug development programs, including delays in clinical
trials or program terminations;

developments regarding our efforts to achieve marketing approval for our products;

developments in our relationship with Wyeth regarding the development and
commercialization of methylnaltrexone;

announcements of technological innovations or new commercial products by us, our
collaborators or our competitors;

developments in our relationships with other collaborative partners;
developments in patent or other proprietary rights;
governmental regulation;

changes in reimbursement policies or health care legislation;
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public concern as to the safety and efficacy of products developed by us, our collaborators
or our competitors;

our ability to fund on-going operations;
fluctuations in our operating results; and

general market conditions.
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Our principal stockholders are able to exert significant influence over matters submitted to stockholders for
approval.

At September 30, 2006, Dr. Maddon and stockholders affiliated with Tudor Investment Corporation together
beneficially own or control approximately 18% of our outstanding shares of common stock. These persons, should
they choose to act together, could exert significant influence in determining the outcome of corporate actions requiring
stockholder approval and otherwise control our business. This control could have the effect of delaying or preventing
a change in control of us and, consequently, could adversely affect the market price of our common stock.

Item 6. Exhibits
(a) Exhibits
31.1Certification of Paul J. Maddon, M.D., Ph.D., Chairman and Chief Executive Officer of the
Registrant, pursuant to Rule 13a-14(a) and Rule 15d-14(a) under the Securities Exchange Act of
1934, as amended
31.2Certification of Robert A. McKinney, Chief Financial Officer and Senior Vice President, Finance &
Operations (Principal Financial and Accounting Officer) of the Registrant, pursuant to Rule

13a-14(a) and Rule 15d-14(a) under the Securities Exchange Act of 1934, as amended

Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
32 Sarbanes-Oxley Act of 2002

36

66



Edgar Filing: PROGENICS PHARMACEUTICALS INC - Form 10-Q

SIGNATURES

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

PROGENICS PHARMACEUTICALS, INC.
Date: November 9, 2006 By: /s/ Robert A. McKinney
Robert A. McKinney
Chief Financial Officer
(Duly authorized officer of the Registrant and
Principal Financial and Accounting Officer)
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