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Prospectus
XOMA

$60,000,000 Principal Amount of

6.50% Convertible Senior Notes due 2012
and 35,008,536 Common Shares of XOMA Ltd.
Issuable on Conversion of the Notes

We issued the notes in a private placement in January of 2005. This
prospectus will be used by selling securityholders to resell from time to time
their notes and common shares issuable upon conversion of their notes.

We will pay interest on the notes on February 1 and August 1 of each year,
beginning on August 1, 2005. On February 1, 2012, the maturity date of the
notes, holders will receive the principal amount of $1,000 per note.

Holders may convert the notes into our common shares, par value $.0005 per
share, at any time prior to the close of business on the maturity date. The
conversion rate is initially 533.4756 of our common shares per $1,000 principal
amount of notes, which is equivalent to a conversion price of approximately
$1.87 per common share. The conversion rate is subject to adjustment upon the
occurrence of specified events.

The notes will mature on February 1, 2012, unless earlier converted,
redeemed or repurchased by us. Before February 6, 2008, we may not redeem the
notes. On or after February 6, 2008, we may redeem any or all of the notes at
100% of the principal amount, plus accrued and unpaid interest and ligquidated
damages, if any, to but excluding the redemption date, if our common shares
trade at 150% of the conversion price then in effect for 20 trading days in a 30
consecutive trading day period. The holders of notes may require us to
repurchase some or all of the notes for cash at a repurchase price equal to 100%
of the principal amount of the notes plus accrued and unpaid interest and
liquidated damages, if any, following a fundamental change that occurs at any
time prior to maturity as described in this prospectus. In addition, following
certain fundamental changes, we will increase the conversion rate by a number of
additional common shares or, in lieu thereof, we may in certain circumstances
elect to adjust the conversion rate and related conversion obligation so that
the notes are convertible into shares of the acquiring, continuing or surviving
company, in each case as described herein.

The notes are our direct, unsecured and unsubordinated obligations and rank
equal in priority with all of our existing and future unsecured and
unsubordinated indebtedness and senior in right of payment to all of our
subordinated indebtedness. The notes effectively rank junior to any of our
secured indebtedness and any of our indebtedness that is guaranteed by our
subsidiaries. Payment of principal and interest on the notes is structurally
subordinated to the liabilities of our subsidiaries.

The notes will not be listed on any securities exchange. The notes have
been designated for trading in the PORTAL market. Any notes that are resold by
means of this prospectus will no longer be eligible for trading in the PORTAL
market. Our common shares are listed on the Nasdag National Market under the
symbol "XOMA." The last reported sale price of our common shares on the Nasdag
National Market on April 27, 2005 was $1.23 per share.
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Investing in these notes involves risks. See "Risk factors" beginning on
page 9 of this prospectus.

Neither the SEC nor any state securities commission has approved these
securities or determined that this prospectus is accurate or complete. Any
representation to the contrary is a criminal offense.

The date of this prospectus is May 6, 2005.
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Where You Can Get More Information..

XOMA Ltd. is a Bermuda company. Our principal executive offices are located
at 2910 Seventh Street, Berkeley, California 94710, and our telephone number at
that address is (510) 204-7200. Our Web site is located at www.xoma.com. The
content of our Web site is not part of this prospectus, and prospective
purchasers of the notes should not rely on any information contained therein in
connection with their investment decision to acquire notes. In this prospectus,
unless the context indicates otherwise, "we," "us" and "our" refer to XOMA Ltd.
and its subsidiaries.

In making your investment decision, you should rely only on the information
contained or incorporated by reference in this prospectus. We have not
authorized anyone to provide you with any other information. If you receive any
other information, you should not rely on it. You should not assume that the
information contained in this prospectus is accurate as of any date other than
the date on the front cover of this prospectus.

Consent under the Exchange Control Act of 1972 of Bermuda (and its related
regulations) has been obtained from the Bermuda Monetary Authority for the issue
and transfer of the notes and the common shares issuable upon conversion of the
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notes to and between non-residents of Bermuda for exchange control purposes
provided our shares remain listed on an appointed stock exchange, which includes
Nasdag. This prospectus will be filed with the Registrar of Companies in Bermuda
in accordance with Bermuda law. In granting such consent and in accepting this
prospectus for filing, neither the Bermuda Monetary Authority nor the Registrar
of Companies in Bermuda accepts any responsibility for our financial soundness
or the correctness of any of the statements made or opinions expressed in this
prospectus.

Trademarks

NEUPREX (R) and Human Engineering (TM) are trademarks of XOMA Ltd. and/or our
licensees. All other trademarks or service marks appearing in this prospectus
and the documents we incorporate by reference are the property of their owners.

PROSPECTUS SUMMARY

The following summary information is qualified in its entirety by, and should be
read in conjunction with, the more detailed information and financial data,
including the consolidated financial statements and related notes thereto,
appearing elsewhere or incorporated by reference in this prospectus. In addition
to other information in this prospectus, the factors set forth under "Risk
factors" below should be considered carefully in evaluating an investment in the
notes offered hereby.

Our Company

We are a biopharmaceutical company that identifies, develops and
manufactures antibodies and other genetically engineered protein products to
treat immunological and inflammatory disorders, cancer and infectious diseases.
Our products are presently in various stages of development and are subject to
regulatory approval before they can be introduced commercially. We have a
royalty interest in RAPTIVA(R), an approved product for the treatment of
moderate-to-severe plaque psoriasis. RAPTIVA(R) is marketed in the United States
by Genentech, Inc. and outside the United States and Japan by Serono SA. In
January of 2005, we entered into a restructuring of our collaboration agreement
with Genentech related to RAPTIVA(R), as explained below.

Our other proprietary and collaborative product development programs
include:

o CHIR-12.12, an anti-CD40 antibody for treating B-cell tumors and
additional product candidates in connection with an antibody oncology
collaboration with Chiron Corporation (IND filed);

o bactericidal/permeability-increasing protein (BPI), including
NEUPREX (R), which targets a variety of infectious diseases and
inflammatory disorders and is exclusively licensed to Zephyr Sciences,
Inc. (Phase II);

o MLN2222, a recombinant protein for reducing the incidence of
post-operative events in coronary artery bypass graft surgery patients
with Millennium Pharmaceuticals, Inc. (Phase I);
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o anti-gastrin antibody product candidates in conjunction with the
antibody collaboration for the treatment of gastrointestinal cancers
with Aphton Corporation (preclinical);

o ING-1, our proprietary anti-tumor monoclonal antibody for the
treatment of various adenocarcinomas, which is licensed to Triton
BioSystems, Inc. for use with their Targeted Nano-Therapeutics (TM)
(TNT (TM) ) System (preclinical);

o XMP.629, a peptide derived from BPI that targets bacteria associated
with inflammatory lesions in acne patients, including those resistant
to current antibiotic treatments (under evaluation); and

o a TPO mimetic antibody program to treat chemotherapy-induced
thrombocytopenia in collaboration with Alexion Pharmaceuticals, Inc.
(preclinical) .

We leverage our preclinical, process development, manufacturing, quality
and clinical development capabilities for development of our proprietary
products and also by entering into agreements to collaborate on the development
of products with other companies. We also have proprietary technologies relating
to recombinant antibodies and proteins, including bacterial cell expression
systems and our Human Engineering(TM) method for creating human-like antibodies.
These technologies are used in our own development programs and are also
available for outlicensing.

Key products and development programs

RAPTIVA (R)

RAPTIVA(R) is the first FDA-approved biologic therapy designed to provide
continuous control of chronic moderate-to-severe plaque psoriasis in adults age
18 or older who are candidates for systemic therapy or phototherapy. Although
psoriasis appears on the skin, it is actually caused by overactive cells in the
immune system. With

psoriasis, special immune cells called T-cells become overactive. This activity
sets off a series of events that eventually make skin cells multiply so fast,
they begin to pile up on the surface of the skin. In plaque psoriasis, as cells
multiply faster and faster, they form red, scaly patches on the surface of the
skin that begin to shed as the build-up of cells continues. These patches of
skin, which are often itchy and painful, are known as plaques or lesions. Plaque
psoriasis is the most common form of psoriasis; around 80% of the people who
have psoriasis have this type. Patients can self-administer RAPTIVA(R) as a
single, once-weekly subcutaneous injection after training by a healthcare
professional. RAPTIVA(R) was developed in the U.S. through a collaboration
between Genentech and us and received FDA approval in October of 2003. Genentech
has reported net sales of RAPTIVA(R) in the United States for the year ended
December 31, 2004 of $56.3 million.

In April of 1996, we entered into an agreement with Genentech for the
development of RAPTIVA(R). In March of 2003, we entered into amended and
expanded agreements related to all aspects of the collaboration, to reflect the
then current understanding between the companies. The agreements called for us
to share in the development costs and to receive a 25% share of future U.S.
operating profits and losses and a royalty on sales outside the U.S. The
agreements also called for Genentech to finance our share of development costs
up until first FDA marketing approval via a convertible subordinated loan, and
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our share of pre-launch marketing and sales costs via an additional commercial
loan facility. Under the loan agreement, upon FDA approval of the product, which
occurred October 27, 2003, we elected to pay $29.6 million of the development
loan in convertible preference shares and to defer repayment of the remaining
$40.0 million as an offset against our future proceeds from our 25% share of
U.S. operating profits on the product. On December 22, 2003, we issued the
preference shares to Genentech, which are convertible into approximately 3.8
million common shares at a price of $7.75 per common share. The $13.4 million of
outstanding principal and interest on the commercial loan was payable only in
cash and was paid in January and May of 2004.

RAPTIVA(R) is licensed by Genentech outside of the United States and Japan
through an agreement made with Serono in August of 2002. Serono announced in
September that it had received European Commission Marketing Authorisation for
RAPTIVA(R) to treat people with moderate-to-severe chronic plaque psoriasis for
whom other systemic treatments or phototherapy have been inadequate or
inappropriate. RAPTIVA(R) 1is also approved in Switzerland and Australia, as well
as Argentina, Mexico and Brazil. Serono has launched RAPTIVA(R) in Germany, UK,
Denmark, Sweden, Switzerland, Australia, Argentina, Brazil and Mexico. In March
of 2005, Genentech disclosed its intention to begin clinical testing of
RAPTIVA(R) in atopic dermatitis.

In January of 2005, we restructured our collaboration agreement with
Genentech. Key elements of the new arrangement include:

o The previous cost and profit sharing arrangement in the United States
was modified. We will earn a mid-single digit royalty on worldwide
sales of RAPTIVA(R) with an additional royalty rate on sales in the
United States in excess of a specified level. The original agreement
provided us with the option of electing a royalty-only participation
in RAPTIVA(R) results, with a higher worldwide royalty rate structure,
but required immediate repayment of the development loan.

o Genentech agreed to discharge our obligation to pay the $40.9 million
development loan and accrued interest. We will recognize the release
of this obligation as income in our first quarter 2005 financial
statements.

o We will no longer be responsible for funding any development or sales
and marketing activities or have the right to co-promote RAPTIVA(R) .

This revised agreement is effective as of January 1, 2005, and as a result,
RAPTIVA(R) became immediately profitable for us, beginning in the first quarter
of 2005.

Oncology therapeutic antibodies program

In February of 2004, we entered into an exclusive, worldwide, multi-product
collaboration with Chiron to develop and commercialize antibody products for the
treatment of cancer. Under the terms of the agreement, the

companies will jointly research, develop, and commercialize multiple antibody
product candidates. The companies share expenses and revenues, generally on a
70-30 basis, with our share being 30%. Chiron's profit share is subject to a
limited upward adjustment, which, in turn, may be reduced if we achieve certain
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milestones or if Chiron elects to extend the program from three to five years.
Financial terms include initial payments to us in 2004 totaling $10.0 million
and a loan facility, secured by our interest in the collaboration, of up to
$50.0 million to fund up to 75% of our share of expenses beginning in 2005. To
date there have been no draw downs under this facility.

In July of 2004, Chiron acquired Sagres Discovery, a privately held
discovery-stage company based in Davis, California, that specializes in the
discovery and validation of oncology targets. Further review of these targets
could identify additional antibody target candidates for our collaboration.

In December of 2004, several abstracts on the novel oncology compound
CHIR-12.12, an antagonist antibody targeting CD40, the most advanced product
candidate under this collaboration, were presented at the 46th American Society
of Hematology (ASH) Annual Meeting and Exposition in San Diego, California. In
vitro, CHIR12.12 has demonstrated dual mechanisms of B-cell tumor killing:
antibody-dependent cellular cytotoxicity (ADCC) of CD40-expressing tumors by
immune effector cells and inhibition of CD40-ligand mediated growth and
survival. The first investigative new drug application, or IND, was filed in
December of 2004. Initial Phase I studies in B-cell malignancies are expected to
begin in the second quarter of 2005.

BPI-based products

We are developing novel therapeutic products derived from a recombinant
bactericidal/permeability-increasing protein (rBPI). rBPI is a genetically
engineered version of a human host-defense protein (BPI) found in white blood
cells. rBPI kills bacteria and enhances the activity of antibiotics, in many
cases reversing bacterial resistance to the antibiotic. rBPI also has
anti-inflammatory properties. Furthermore, rBPI inhibits the function of
multiple growth factors involved in blood vessel formation and angiogenesis
(growth of new blood vessels). Angiogenesis is an essential component of
inflammation and solid tumor growth as well as diseases such as retinopathies.

In November of 2004, we entered into an exclusive worldwide licensing
agreement with Zephyr for the research, development and commercialization of
products related to BPI, including our NEUPREX (R) product which is a particular
fragment of rBPI and has been tested in clinical trials in several indications.
Under the terms of the agreement, we will be entitled to receive license fees
totaling up to $11.0 million and milestone payments totaling up to $62.0
million, as well as royalties on sales of future products developed and approved
under the agreement. Our objective is to accelerate development of these
products, and the agreement also includes due diligence provisions related to
their development in multiple indications, with Zephyr funding all future
research and development activities. The agreement does not cover BPI-derived
peptide products.

MLN2222

We are developing MLN2222 for certain vascular inflammation indications
pursuant to a collaboration agreement with Millennium that was announced in
November of 2001. On October 12, 2004, the companies amended their agreements
whereby Millennium assumed responsibility for all development work and expenses
for MLN2222 upon initiation of Phase II testing. We will continue to provide
quantities of bulk drug substance requested by Millennium at their expense for
Phase II trials. We will be entitled to receive an undisclosed royalty on future
net sales of MLN2222, as well as payments related to the achievement of certain
clinical and regulatory milestones. An investment agreement between us and
Millennium, which provided for possible future sales of our common shares to
Millennium, has been terminated. MLN2222 is currently in Phase I testing with
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coronary artery bypass graft surgery patients.

Anti-gastrin antibody collaboration

In September of 2004, we entered into a worldwide collaboration with Aphton
to develop treatments for gastrointestinal (GI) and other gastrin-sensitive
cancers using anti-gastrin monoclonal antibodies. Under the terms of the
agreement, the companies will share all development expenses and all
commercialization profits and losses for all product candidates on a 70/30
basis, with our share being 30%. We will have worldwide manufacturing

rights for these products and the ability to share up to 30% in the
commercialization efforts in the United States. Aphton will share U.S.
commercialization rights and will have exclusive rights to commercialize all
products outside the United States. Antibodies to be developed under the
collaboration will bind and neutralize the hormone gastrin 17 that is believed
to be involved in tumor progression in GI cancers. Gastrin expression and the
appearance of gastrin receptors have been associated with increasing malignant
characteristics of GI tumors and with poorer prognostic outcomes. Specifically,
gastrin has been shown to be involved in the progression of colorectal, stomach,
liver and pancreatic cancers and inhibiting gastrin may inhibit such growth.

ING-1

ING-1 is a Human Engineered(TM) recombinant monoclonal antibody that binds
with high affinity to an antigen expressed on epithelial cell cancers (breast,
colorectal, prostate and others), and is designed to destroy cancer cells by
recruiting the patient's own immune system. Enrollment has been completed in two
Phase I studies testing intravenous administration and a third Phase I study
testing subcutaneous administration in advanced adenocarcinoma patients. The
ING-1 monoclonal antibody incorporates our patented Human Engineering (TM)
technology, designed to reduce immunogenicity.

In October of 2004, we entered into an agreement with Triton under which
Triton has in-licensed the exclusive worldwide rights to use the ING-1
monoclonal antibody with Triton's Targeted Nano-Therapeutics (TM) (TNT (TM))
System. The TNT (TM) System is an innovative product that ablates tumors by using
tiny magnetic spheres delivered, to the tumor, systemically with antibodies and
heated by means of a magnetic filed directed to the tumor. The tiny spheres
within the tumors are induced to generate heat to destroy the tumors by a
localized externally applied magnetic field. The combination of the ING-1
antibody with the TNT(TM) System is intended to create a novel, highly
selective, safe, and effective treatment for adenocarcinomas, such as breast,
colorectal, lung, ovary and prostate. The license to Triton includes U.S. and
foreign patent rights related to our ING-1 and Human Engineering (TM)
technologies along with several pending applications. ING-1 remains available
for licensing outside the field covered by the Triton license.

XMP . 629

The XMP.629 peptide, derived from BPI, targets bacteria associated with
inflammatory lesions in acne patients, including those resistant to current
antibiotic treatments. Several preclinical studies showed the XMP.629 peptide to
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be a potent agent against Propionibacterium acnes and related skin
microorganisms associated with acne, as well as demonstrating favorable topical
properties. Results from a Phase II randomized, double-blind, placebo-controlled
dose-ranging efficacy and safety study in 240 mild-to-moderate acne patients
undergoing 12 weeks of daily topical administration of XMP.629 were inconclusive
for efficacy with an unexpectedly high response rate in the placebo group. The
drug appeared safe and well-tolerated in this study. Previous data from several
Phase I studies in healthy volunteers and acne patients suggested that the
topical application of XMP.629 is safe, non-irritating and well tolerated. We
are conducting further analysis to determine whether and how to continue
clinical development of the product.

TPO mimetic antibody program

In December of 2003, we and Alexion formed a collaboration for the
development and commercialization of a rationally designed human TPO mimetic
antibody to treat chemotherapy-induced thrombocytopenia. The antibody was
designed to mimic the activity of TPO, a naturally occurring protein responsible
for platelet production, while being structurally distinct. In November of 2004,
we and Alexion determined that the lead molecule in our collaboration did not
meet the criteria established in the program for continued development. The
companies are evaluating next steps for the collaboration, including a potential
alternative TPO mimetic compound for development.

Our business strategy

Our strategy is to develop and manufacture antibodies and other recombinant
protein products to treat cancer, immunological and inflammatory disorders, and
infectious diseases. In addition to developing proprietary

products, we enter into collaborations with other companies and research
institutions. Our objective in these collaborations is to leverage our
development infrastructure to broaden and strengthen our product pipeline beyond
what we can accomplish with proprietary products by diversifying our development
risk and gaining financial support from our collaboration partners. Our goal is
to become profitable over the next few years while continuing to strengthen our
product pipeline. We recognize the challenging nature of this goal, and the
principal elements of our strategy are to:

o Continue to build a portfolio of medically important product
candidates. We are building a pipeline of product candidates in
multiple stages of clinical and preclinical development in a variety
of therapeutic areas. We believe this tactic may increase the
likelihood of successful product approval and commercialization, while
reducing our exposure to the risk inherent in the development of any
one drug or focusing on a single therapeutic area.

o Seek to license or acquire complementary products and technologies. We
aim to supplement our internal drug discovery efforts through the
acquisition of products and technologies that complement our internal
product development strategy. We intend to continue to identify,
evaluate and pursue the licensing or acquisition of other
strategically valuable products and technologies.

o Leverage our core competencies. We believe that we have significant
expertise in recombinant protein development and production, which we



Edgar Filing: XOMA LTD /DE/ - Form 424B3

have used to establish a strong platform for the development of
antibody and other protein-related pharmaceutical products. Our goal
is to leverage these competencies to develop high-value products for
markets with important unmet medical needs. When strategically
advantageous, we may seek marketing arrangements for the further
advancement of our product candidates.

o Outlicense select product candidates. We have additional internally
developed product candidates that we will consider outlicensing when
we believe that it will bring us additional financial resources and
increase the likelihood of regulatory approval and successful
commercialization of such products in the United States and
internationally.

o Utilize excess manufacturing capacity. We currently have manufacturing
capacity in excess of our needs for our own proprietary and
collaborative products. We are actively seeking additional
relationships that would utilize this capacity and bring us additional
financial resources.

_5_
THE NOTES

Issuer XOMA Ltd., a Bermuda company.

Notes $60,000,000 principal amount of
6.50% Convertible Senior Notes
due 2012.

Maturity date February 1, 2012, unless earlier
converted, redeemed or
repurchased.

Ranking The notes are our direct,

unsecured and unsubordinated
obligations and rank equal in
priority with all of our
existing and future unsecured
and unsubordinated indebtedness
and senior in right of payment
to all of our future
subordinated indebtedness. The
notes effectively rank junior to
any of our secured indebtedness
and any of our indebtedness that
is guaranteed by our
subsidiaries. The notes are
structurally subordinated to all
liabilities of our subsidiaries.
As of December 31, 2004, after
giving effect to the January
2005 restructuring of our
collaboration with Genentech, we
had no outstanding debt. As of
the same date and also after
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giving effect to the
restructuring of our
collaboration with Genentech,
our subsidiaries had an
aggregate of approximately $0.4
million of indebtedness
(consisting of capital lease
obligations and notes payable)
recorded on their balance
sheets. In connection with our
collaboration with Chiron,
Chiron has extended a line of
credit to our U.S. subsidiary
for $50 million, which is
currently undrawn.

6.50% per year on the principal

amount, payable semi-annually in
arrears on February 1 and August
1 of each year, beginning August
1, 2005.

The holders of notes may convert
the notes into our common shares
at an initial conversion rate of
533.4756 shares per $1,000
principal amount of notes (equal
to a conversion price of
approximately $1.87 per share),
subject to adjustment, at any
time prior to the close of
business on the maturity date.

None.

Prior to February 6, 2008, the
notes are not redeemable. On or
after February 6, 2008, we may
redeem for cash some or all of
the notes for a price equal to
100% of the principal amount of
the notes to be redeemed, plus
accrued and unpaid interest and
liquidated damages, if any, to
but excluding the redemption
date, if the closing price of
our common shares has exceeded
150% of the conversion price
then in effect for at least 20
trading days within a period of
30 consecutive trading days
ending on the trading day prior
to the date on which we mail the
provisional redemption notice,
which date shall be at least 20
days but no more than 60 days
prior to the redemption date.

If we undergo a fundamental
change (as defined in this
prospectus) prior to maturity,
the holders of notes will have

10



Use of proceeds

Book-entry form

Listing and Trading

Edgar Filing: XOMA LTD /DE/ - Form 424B3

the right, at their option, to
require us to repurchase some or
all of the notes for cash at a
repurchase price equal to 100%
of the principal amount

of the notes being repurchased,
plus any accrued and unpaid
interest and liquidated damages,
if any, to but excluding the
applicable repurchase date. In
addition, following certain
fundamental changes, we will
increase the conversion rate by
a number of additional common
shares or, in lieu thereof, we
may in certain circumstances
elect to adjust the conversion
rate and related conversion
obligation so that the notes are
convertible into shares of the
acquiring, continuing or
surviving company, in each case
as described herein.

The net proceeds from the sale
of the securities by this
prospectus will be received by
the selling securityholders. We
will not receive any of the
proceeds from any sale by any
selling securityholder of the
securities covered by this
prospectus.

The notes were issued in
book-entry form and are
represented by global
certificates deposited with, or
on behalf of, The Depository
Trust Company ("DTC") and
registered in the name of a
nominee of DTC. Beneficial
interests in any of the notes
are shown on, and transfers are
effected only through, records
maintained by DTC or its nominee
and any such interest may not be
exchanged for certificated
securities except in limited
circumstances.

The notes will not be listed on
any securities exchange. The
notes have been designated for
trading in the PORTAL market.
Any notes that are resold by

11
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means of this prospectus will no
longer be eligible for trading
in the PORTAL market. Our common
shares are listed on the Nasdaqg
National Market under the symbol
"XOMA."

SUMMARY CONSOLIDATED FINANCIAL DATA

We have derived our consolidated statement

of operations data for the years

ended December 31, 2004, 2003 and 2002 and the selected balance sheet data at
December 31, 2004, from our audited consolidated financial statements

incorporated by reference in this prospectus.

You should read the summary

financial data set forth below in conjunction with "Management's Discussion and
Analysis of Financial Condition and Results of Operations" and with our

consolidated financial statements and related notes incorporated by reference in
this prospectus.

Statement of Operations Data:

TOLAl FEVENUES . ¢ i vttt ettt et e ettt eeeeeeeenennns
Operating costs and expenses:

Research and development...........oivieon..
Marketing, general and administrative.......
Collaboration arrangement.........oeeeeeenon.

Year ended December 31,

(in thousands, except per share amoun

$ 3,665 $ 24,412 S 2
49,784 61,063 4
15,604 13,436 1
16,373 7,451

© eL7e s e

C gs00 s G

e s

s 8,92 s (58,653 s (:

s sy s (e s

In 2002, includes approximately $7.0 million in legal expenses related to
our litigation with Biosite Incorporated and certain shareholder
litigation. The litigation matters to which these expenses related were

settled or otherwise resolved in 2002.

December 31, 2004

12
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(in thousands)
Balance Sheet Data:
Cash, cash equivalents and

short-term investments S 24,319 S 80,919
Working capital $ 3,004 $ 59,604
Total assets S 46,260 S 102,860
Notes payable S 41,050 $ 56,716
Accumulated deficit S (678,471) S (637,537)
Shareholders' equity S (24,610) $ 16,324

The preceding table sets forth our balance sheet data as of December 31, 2004:
o on an actual basis; and

o on an as-adjusted basis to reflect the January 2005 restructuring of
our collaboration with Genentech and the February 2005 receipt of the
estimated net proceeds from the sale of notes in this offering,
without giving effect to the exercise of the option granted to the
initial purchasers. The net proceeds from the issuance of the notes
was approximately $56.6 million after deducting the initial
purchasers' discount of approximately $2.6 million and our other fees
and estimated expenses of approximately $0.8 million.

RISK FACTORS

You should carefully consider the risks described below and all other
information contained in this prospectus before making an investment decision.
If any of the following risks, as well as other risks and uncertainties that are
not yet identified or that we currently think are not material, actually occur,
our business, financial condition and results of operations could be materially
and adversely affected. In that event, the value of the notes or our common
shares could decline, and you may lose part or all of your investment.

Risk related to our business

The Marketing And Sales Effort In Support Of The Only Product In Which We Have
An Interest That Has Received Regulatory Approval May Not Be Successful.

RAPTIVA(R), the only product in which we have an interest that has received
regulatory approval, was approved by the FDA on October 27, 2003, for the
treatment of chronic moderate-to-severe plaque psoriasis in adults who are
candidates for systemic therapy or phototherapy. Genentech and Serono,
Genentech's international marketing partner for RAPTIVA(R), are responsible for
the marketing and sales effort in support of this product, and Genentech has
only commenced the full intended scope of this effort in the United States
within the past year. In September of 2004, Serono announced that RAPTIVA(R) had
received approval for use in the European Union and the product was launched in
several European Union countries in the fourth quarter of 2004. We have no role
in marketing and sales efforts. Under our current arrangement with Genentech, we
are entitled to receive royalties on worldwide sales of RAPTIVA(R). Successful
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commercialization of this product is subject to a number of risks, including
Genentech's and Serono's ability to implement their marketing and sales effort
and achieve sales, the strength of competition from other products being
marketed or developed to treat psoriasis, physicians' and patients' acceptance
of RAPTIVA(R) as a treatment for psoriasis, Genentech's ability to provide
manufacturing capacity to meet demand for the product, and pricing and
reimbursement issues. Certain of these risks are discussed in more detail below.

Because Our Products Are Still Being Developed, We Will Require Substantial
Funds To Continue; We Cannot Be Certain That Funds Will Be Available And, If
They Are Not Available, We May Have To Take Actions Which Could Adversely Affect
Your Investment.

If adequate funds are not available, we may have to raise additional funds
in a manner that may dilute or otherwise adversely affect the rights of existing
shareholders, curtail or cease operations, or file for bankruptcy protection in
extreme circumstances. We have spent, and we expect to continue to spend,
substantial funds in connection with:

o research and development relating to our products and production
technologies,

o expansion of our production capabilities,

o various human clinical trials, and

o protection of our intellectual property.

Based on current spending levels, anticipated revenues, partner funding,
remaining net proceeds received from our last underwritten public offering, and
proceeds from our convertible senior notes issued in February of 2005, we
estimate that we have sufficient cash resources to meet our anticipated net cash
needs through at least 2008. Any significant revenue shortfalls or increases in
planned spending on development programs could shorten this period. Additional
licensing arrangements or collaborations or otherwise entering into new equity
or other financing arrangements could extend this period. More rapid progress of
development programs could shorten this period. Progress or setbacks by
potentially competing products may also affect our ability to raise new funding
on acceptable terms. As a result, we do not know when or whether:

o operations will generate meaningful funds,
_9_
o additional agreements for product development funding can be reached,
o strategic alliances can be negotiated, or
o adequate additional financing will be available for us to finance our

own development on acceptable terms.

Cash balances and operating cash flow are influenced primarily by the
timing and level of payments by our licensees and development partners, as well
as by our operating costs.

Most Of Our Therapeutic Products Have Not Received Regulatory Approval. If These
Products Do Not Receive Regulatory Approval, Neither Our Third Party
Collaborators Nor We Will Be Able To Manufacture And Market Them.

14



Edgar Filing: XOMA LTD /DE/ - Form 424B3

Our products cannot be manufactured and marketed in the United States and
other countries without required regulatory approvals. Only one of our
therapeutic products, RAPTIVA(R), has received regulatory approval. The United
States government and governments of other countries extensively regulate many
aspects of our products, including:

¢} testing,

o manufacturing,

o promotion and marketing, and
[} exporting.

In the United States, the FDA regulates pharmaceutical products under the
Federal Food, Drug, and Cosmetic Act and other laws, including, in the case of
biologics, the Public Health Service Act. At the present time, we believe that
most of our products will be regulated by the FDA as biologics. The review of
therapeutic biologic products has been transferred within the FDA from the
Center for Biologics Evaluation and Research to the Center for Drug Evaluation
and Research, the body that reviews drug products. Because implementation of
this plan may not be complete, we do not know when or how this change will
affect us. Changes in the regulatory approval policy during the development
period, changes in, or the enactment of, additional regulations or statutes or
changes in regulatory review for each submitted product application may cause
delays in the approval or rejection of an application. Even if the FDA or other
regulatory agency approves a product candidate, the approval may impose
significant restrictions on the indicated uses, conditions for use, labeling,
advertising, promotion, marketing and/or production of such product. Even for
approved products such as RAPTIVA(R), the FDA may impose ongoing requirements
for post—-approval studies, including additional research and development and
clinical trials, and may subsequently withdraw approval based on these
additional trials. The FDA and other agencies also may impose various civil or
criminal sanctions for failure to comply with regulatory requirements, including
withdrawal of product approval. State regulations may also affect our proposed
products.

The FDA has substantial discretion in both the product approval process and
manufacturing facility approval process and, as a result of this discretion and
uncertainties about outcomes of testing, we cannot predict at what point, or
whether, the FDA will be satisfied with our or our collaborators' submissions or
whether the FDA will raise questions which may be material and delay or preclude
product approval or manufacturing facility approval. As we accumulate additional
clinical data, we will submit it to the FDA, which may have a material impact on
the FDA product approval process.

Our potential products will require significant additional research and
development, extensive preclinical studies and clinical trials and regulatory
approval prior to any commercial sales. This process is lengthy and expensive,
often taking a number of years. As clinical results are frequently susceptible
to varying interpretations that may delay, limit or prevent regulatory
approvals, the length of time necessary to complete clinical trials and to
sub—

-10-

mit an application for marketing approval for a final decision by a regulatory
authority varies significantly. As a result, it is uncertain whether:
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our future filings will be delayed,
our preclinical and clinical studies will be successful,

we will be successful in generating viable product candidates to
targets,

we will be able to provide necessary additional data,
results of future clinical trials will justify further development, or

we will ultimately achieve regulatory approval for any of these
products.

For example,

o

In 1996, in conjunction with Genentech, we began testing RAPTIVA (R) in
patients with moderate-to-severe plaque psoriasis. In April of 2002,
Genentech and we announced that a pharmacokinetic study conducted on
RAPTIVA (R) comparing XOMA-produced material and Genentech-produced
material did not achieve the pre-defined statistical definition of
comparability, and the FDA requested that another Phase III study be
completed before the filing of a Biologics License Application for
RAPTIVA (R), delaying the filing beyond the previously-planned time
frame of the summer of 2002. In March of 2003, we announced completion
of enrollment in a Phase II study of RAPTIVA(R) in patients suffering
from rheumatoid arthritis. In May of 2003, Genentech and we announced
our decision to terminate Phase II testing of RAPTIVA(R) in patients
suffering from rheumatoid arthritis based on an evaluation by an
independent Data Safety Monitoring Board that suggested no overall net
clinical benefit in patients receiving the study drug. We also
completed enrollment in a Phase II study of RAPTIVA(R) as a possible
treatment for patients with psoriatic arthritis. In March of 2004, we
announced that the study did not reach statistical significance.

In December of 1992, we began human testing of our NEUPREX (R) product,
a genetically engineered fragment of a particular human protein, and
licensed certain worldwide rights to Ba