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Shares

Common Stock

We are offering shares of our common stock.

Our common stock is listed on The NASDAQ Global Market under the symbol “XOMA.” The last reported sale price of
our common stock on The NASDAQ Global Market on October 22, 2012, was $3.22 per share.

The underwriters have an option to purchase a maximum of additional shares of our common stock.

Investing in our common stock involves a high degree of risk. See the risks set forth under the heading ‘“Risk Factors”
beginning on page S-6.

Underwriting
Price Discounts
to and Proceeds
Public Commissions to Us
Per Share $ $ $
Total $ $ $

Delivery of the shares of common stock is expected to be made on or about ,2012.
Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of
these securities or determined if this prospectus supplement or the accompanying prospectus is truthful or

complete. Any representation to the contrary is a criminal offense.

Credit Suisse Cowen and Company
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The date of this prospectus supplement is ,2012.
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You should rely only on the information incorporated by reference or provided in this prospectus supplement, the
accompanying prospectus and any free writing prospectus that we have authorized for use in connection with this
offering. Neither we nor the underwriters have authorized anyone to provide you with different information. If anyone
provides you with different or inconsistent information, you should not rely on it. This prospectus supplement and the
accompanying prospectus do not constitute an offer to sell, or a solicitation of an offer to purchase, the securities
offered by this prospectus supplement and the accompanying prospectus in any jurisdiction where it is unlawful to
make such offer or solicitation. You should assume that the information contained in this prospectus supplement or
the accompanying prospectus, or any document incorporated by reference in this prospectus supplement or the
accompanying prospectus, and any free writing prospectus that we have authorized for use in connection with this
offering is accurate only as of the date of those respective documents. Neither the delivery of this prospectus
supplement nor any distribution of securities pursuant to this prospectus supplement shall, under any circumstances,
create any implication that there has been no change in the information set forth or incorporated by reference into this
prospectus supplement or in our affairs since the date of this prospectus supplement. Our business, financial condition,
results of operations and prospects may have changed since that date.

S-i




Edgar Filing: XOMA Corp - Form 424B5

ABOUT THIS PROSPECTUS SUPPLEMENT

This prospectus supplement is part of a registration statement (No. 333-183486) that we filed with the Securities and
Exchange Commission (the “SEC”) using a “shelf” registration process. Under the registration statement, we registered the
offering by us of common stock, preferred stock, debt securities and warrants for sale from time to time in one or
more offerings. This prospectus supplement provides specific information about the offering by us of our common
stock under the shelf registration statement. This document is in two parts. The first part is the prospectus supplement,
which adds to and updates information contained in the accompanying prospectus. The second part, the prospectus,
provides more general information, some of which may not apply to this offering. Generally, when we refer to this
prospectus, we are referring to both parts of this document combined. To the extent there is a conflict between the
information contained in this prospectus supplement, on the one hand, and the information contained in the
accompanying prospectus, on the other hand, you should rely on the information in this prospectus supplement.

Before purchasing any securities, you should carefully read both this prospectus supplement and the accompanying
prospectus, together with the documents incorporated by reference herein as described under the heading
“Incorporation of Documents By Reference” and the additional information described under the heading, “Where You
Can Find More Information” in this prospectus supplement, as well as any free writing prospectus prepared by or on
behalf of us or to which we have referred you.

Unless the context otherwise requires, references in this prospectus supplement to “we”, “us” and “our” refer to XOMA
Corporation and its consolidated subsidiaries.

This prospectus supplement and the accompanying prospectus, including the information incorporated by reference
into this prospectus supplement and the accompanying prospectus, include trademarks, service marks and trade names
owned by us or others. XOMA, the XOMA logo and all other XOMA product and service names are registered or
unregistered trademarks of XOMA Corporation or a subsidiary of XOMA Corporation in the United States and in
other selected countries. EYEGUARD is a service mark of a subsidiary of XOMA Corporation in the United

States. All other trademarks, service marks and trade names included or incorporated by reference in this prospectus
supplement and the accompanying prospectus are the property of their respective owners.
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PROSPECTUS SUPPLEMENT SUMMARY

This summary highlights selected information about our company, this offering and information appearing elsewhere
in this prospectus supplement, in the accompanying prospectus, in the documents we incorporate by reference and in
any free writing prospectus that we have authorized for use in connection with this offering. This summary is not
complete and does not contain all the information that you should consider before investing in our common stock.
You should read this entire prospectus supplement and the accompanying prospectus carefully, including the “Risk
Factors” contained in this prospectus supplement, the accompanying prospectus and the financial documents and notes
incorporated by reference in this prospectus supplement and the accompanying prospectus and any free writing
prospectus that we have authorized for use in connection with this offering, before making an investment decision.
This prospectus supplement may add to, update or change information in the accompanying prospectus.

Overview

XOMA Corporation (“XOMA?”), a Delaware corporation, discovers and develops innovative antibody-based
therapeutics. Our lead drug candidate is gevokizumab (formerly XOMA 052), a humanized monoclonal allosteric
modulating antibody that binds to the inflammatory cytokine interleukin-1 beta (“IL-1 beta”). In collaboration with our
partner, Les Laboratoires Servier (“Servier”), we have initiated three Phase 3 clinical trials evaluating gevokizumab for
the treatment of non-infectious uveitis (“NIU”’) and Behget’s uveitis, and we are screening and enrolling patients in these
three separate studies. XOMA is conducting two of these studies, both in NIU, and Servier is conducting the Phase 3
study in Behcet’s uveitis. We anticipate Servier also will enter gevokizumab into a Phase 2 study in a cardiovascular
disease indication during 2012. Separately, we have launched a Phase 2 proof-of-concept program for gevokizumab
to evaluate additional indications for further development, including a clinical trial in moderate-to-severe
inflammatory acne, which began enrolling patients in December 2011, and a clinical trial in erosive osteoarthritis of
the hand, which was opened for enrollment in June 2012. We anticipate initiating a proof-of-concept study of
gevokizumab in a third indication in the fourth quarter of 2012.

We have entered into a license and collaboration agreement with Servier to jointly develop and commercialize
gevokizumab in multiple indications. Gevokizumab is designed to inhibit the pro-inflammatory cytokine IL-1 beta,
which is believed to be a primary trigger of pathologic inflammation in multiple diseases. Under the terms of the
agreement, Servier has worldwide rights to gevokizumab for cardiovascular disease and diabetes indications and
rights outside the United States and Japan to all other indications. We retain development and commercialization
rights in the United States and Japan to all indications except cardiovascular disease and diabetes and have an option
to reacquire rights to these indications from Servier in these territories. Should we exercise our option to reacquire
rights to the cardiovascular disease and diabetes indications in the United States and Japan, we will be required to pay
Servier an option fee and reimburse a specific percentage of Servier’s incurred development expenses.

Our proprietary preclinical pipeline includes classes of antibodies that activate or sensitize the insulin receptor in vivo,
named XMet, and represent potential new therapeutic approaches to the treatment of diabetes and several diseases that
have insulin involvement and that we believe may be orphan drug opportunities. We have developed these and other
antibodies using some or all of our ADAPT™ antibody discovery and development platform, our ModulX™ technologies
for generating allosterically modulating antibodies, and our OptimX™ technologies for optimizing biophysical
properties of antibodies, including affinity, immunogenicity, stability and manufacturability.
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XOMA 3AB, a biodefense anti-botulism product candidate comprising a combination of antibodies, was developed
through funding from the National Institute of Allergy and Infectious Diseases (“NIAID”) of the U.S. National Institutes
of Health (“NIH”). Enrollment and dosing of all cohorts has been completed in a Phase 1 clinical trial sponsored by
NIAID. In January 2012, we announced we will complete NIAID biodefense contracts currently in place but will not
actively pursue future contracts. Should the government choose to acquire XOMA 3AB or other biodefense products
in the future, we expect to be able to provide these antibodies through an outside manufacturer.

We also have developed antibody product candidates with premier pharmaceutical companies including an affiliate of
Novartis AG (“Novartis”) and Takeda Pharmaceutical Company Limited (“Takeda”). Two antibodies developed with
Novartis, LFA102 and HCD122 (lucatumumab), are in Phase 1 and/or 2 clinical development by Novartis for the
potential treatment of breast or prostate cancer and hematological malignancies, respectively.

In January 2012, we announced we had acquired U.S. rights to the perindopril franchise from Servier. The agreement
includes ACEON® (perindopril erbumine), a currently marketed angiotensin converting enzyme (“ACE”) inhibitor
monotherapy, and an additional fixed-dose combination (“FDC”) product candidate in which perindopril is combined
with another active ingredient(s), such as a calcium channel blocker. The longest of the patents relating to the
proprietary form of perindopril in combination product candidates expires in April 2023. We assumed
commercialization activities for ACEON® in January 2012 following the transfer from Servier and its previous U.S.
licensee. In February 2012, we initiated enrollment in a Phase 3 trial for the fixed-dose combination product
candidate from the perindopril franchise, which combines perindopril arginine and amlodipine besylate (“FDC1”). The
trial, named PATH (Perindopril Amlodipine for the Treatment of Hypertension), is expected to enroll approximately
816 patients with hypertension to determine the safety and efficacy of the fixed-dose combination versus either
perindopril or amlodipine alone. The primary and secondary endpoints are reduction in sitting diastolic and systolic
blood pressure, respectively, from baseline after six weeks of treatment. Based on regulatory interaction to date, if
positive, we expect this trial to be the only additional efficacy trial needed to complement the existing body of clinical
data to support the submission of a New Drug Application to the Food and Drug Administration (“FDA”) seeking
marketing approval for this product candidate. Servier provided partial funding for the PATH trial; the balance of
study expenses, consisting primarily of costs generated by our contract research organization, are expected to be paid
by us over time from any profits generated by our ACEON® sales.

In January 2012, we implemented a streamlining and restructuring designed to sharpen our focus on value-creating
opportunities, led by gevokizumab and our antibody discovery and development capabilities. The restructuring plan
included a personnel reduction of 84 positions, or 34% of our staff. These staff reductions resulted primarily from our
decisions to utilize a contract manufacturing organization for Phase 3 and commercial antibody production and to
eliminate internal research functions that are non-differentiating or that can be obtained cost-effectively by contract
service providers. In August 2012, we and Servier announced we had entered into an agreement with Boehringer
Ingelheim to transfer XOMA's technology and processes for the validation of our technology and processes in
preparation for the commercial manufacture of gevokizumab. Upon the successful completion of the transfer and the
establishment of biological comparability, including validation of the XOMA processes, it is our intention that
Boehringer Ingelheim will produce gevokizumab for XOMA's commercial use at its facility in Biberach, Germany.

Product Development Strategy

We are advancing a pipeline of antibody product candidates using our proven expertise, technologies and capabilities
from antibody discovery through product development. We seek to expand our pipeline by developing additional
proprietary products and technologies and by entering into additional licensing and collaborative arrangements with

pharmaceutical and biotechnology companies. The principal elements of our strategy are to:
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Focus on advancing gevokizumab, our lead product candidate. Using our proprietary antibody technologies,
capabilities and expertise, we discovered gevokizumab, an antibody that inhibits IL-1 beta, a cytokine that triggers
inflammatory pathways in the body. We believe gevokizumab, by targeting IL-1 beta, has the potential to address
the underlying inflammatory causes of a wide range of unmet medical needs.

In December 2010, we entered into an agreement with Servier to jointly develop and commercialize gevokizumab in
multiple indications, which provided for a non-refundable upfront payment of $15.0 million that we received in
January 2011. In connection with this agreement, Servier is funding the first $50.0 million of gevokizumab global
clinical development and chemistry and manufacturing controls (“CMC”) expenses and 50% of further expenses for the
Behget’s uveitis and NIU indications. This funding by Servier under the collaboration agreement includes the NIU
Phase 3 trials discussed below.
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In March 2011, we announced our Phase 2b trial of gevokizumab in 421 Type 2 diabetes patients did not achieve the
primary endpoint of reduction in hemoglobin Alc (“HbA1c”) after six monthly treatments with gevokizumab compared
to placebo. However, significant decreases in C-reactive protein (“CRP”), a biomarker for inflammatory diseases and
the risk of heart attack, stroke and other cardiovascular diseases, were observed in all dose groups versus placebo.
Results from a Phase 2a gevokizumab trial in 74 patients with Type 2 diabetes, announced in June 2011, were
consistent with the Phase 2b results. Gevokizumab was well tolerated in these trials, with no significant differences

in adverse events between gevokizumab and placebo, and no serious drug-related adverse events were observed.

Servier and we have initiated an expanded gevokizumab clinical development plan. The plan includes two global
Phase 3 trials in active and controlled NIU involving the intermediate and/or posterior segments of the eye, and a
Phase 3 trial outside the U.S. in a subset of NIU patients who suffer from Behcet’s uveitis. All three Phase 3 trials
have been initiated: the first NIU trial in June 2012, named EYEGUARDT™-A; the Behcet’s uveitis trial in September
2012, named EYEGUARDT™-B; and the second NIU trial in October 2012, named EYEGUARDT™-C. In addition to
establishing efficacy, these trials have been designed to meet the FDA safety requirement for ophthalmic indications:
at least 300 patients must be treated for at least six months and 100 patients for one year at the to-be-marketed

dose. We anticipate we will have preliminary top-line results from EYEGUARD™-A by year-end 2013;
EYEGUARD™-B during the first half of 2014; and EYEGUARD™-C during the first quarter of 2014.

We also announced a Phase 2 proof-of-concept clinical program to identify additional conditions that may respond to
treatment with gevokizumab. The program is evaluating gevokizumab in three separate diseases that have
demonstrated IL-1 beta involvement. The first study in moderate to severe inflammatory acne began enrolling
patients in December 2011. In June 2012, we announced the second clinical study in this program, which will study
gevokizumab in patients with erosive osteoarthritis of the hand, was opened for enrollment. Later in 2012, we plan
to announce the final proof-of-concept indication. Based upon our discussions, we believe Servier intends to advance
gevokizumab into Phase 2 development for cardiovascular disease in late 2012. We anticipate we will have
preliminary top-line results from the acne trial at approximately year-end 2012; the erosive osteoarthritis of the hand
trial in mid-2013; and the final proof-of-concept trial by mid- to late-2013.

In addition, in 2013 we plan to initiate additional Phase 3 clinical studies in two additional indications — Schnitzler
syndrome and Neutrophilic Dermatoses — which we believe are ultra-rare diseases (which we consider to be diseases
affecting less than one in 50,000 persons). We intend to pursue orphan drug designations for these indications and
believe that these two disease opportunities represent attractive markets because they may be eligible for accelerated
approval pathways with the FDA, increasing the potential for shorter development timelines and faster paths to
commercialization.

¢ Advance our proprietary preclinical pipeline candidates and generate revenues from our proprietary technologies.
We will continue to develop our proprietary preclinical pipeline, primarily focusing on the development of allosteric
modulating monoclonal antibodies. Our most advanced program, which targets the insulin receptor, has generated
three new classes of fully human monoclonal antibodies. These allosteric modulating antibodies activate (XMetA)
or sensitize (XMetS) or antagonize/deactivate (XMetD) the insulin receptor in vivo. XMetA and XMetS represent
the potential for distinct, new therapeutic approaches for the treatment of patients with diabetes. Separate studies of
XMetA and XMetS have demonstrated reduced fasting blood glucose levels and improved glucose tolerance in
mouse models of diabetes. We expect to seek a collaborative partner for each of XMetA and XMetS development
and commercialization at a future date. In the case of XMetD, we plan to develop this compound internally, as it has
potential as a treatment for as many as three ultra-rare life-threatening or severely debilitating diseases:
Insulinomas, Congenital hyperinsulinism and Hyperinsulinemic hypoglycemia in post-gastric bypass surgery
patients.



Edgar Filing: XOMA Corp - Form 424B5

Historically, we have established technology collaborations with several companies to provide access to multiple
XOMA proprietary antibody discovery and optimization technologies. In addition, we licensed our bacterial cell
expression (“BCE”) technology to more than 60 companies in exchange for license, milestone and other fees, royalties
and complementary technologies; a number of licensed product candidates are in clinical development. We believe

we can continue to generate licensing revenue from our proprietary technologies in the future.
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e Complete current biodefense contracts. To date, we have been awarded four contracts, totaling approximately $120
million, from NIAID to support development of XOMA 3AB and several product candidates for the treatment of
botulism poisoning. In addition, our biodefense programs included two subcontracts from SRI International totaling
$4.3 million, funded through NIAID, for the development of antibodies to neutralize HIN1 and H5N1 influenza
viruses and the virus that causes severe acute respiratory syndrome (‘“SARS”).

NIAID is conducting a Phase 1 trial of XOMA 3AB, a novel formulation of three antibodies designed to prevent and
treat botulism poisoning. This double-blind, dose-escalation study in approximately 24 healthy volunteers is
designed to assess the safety and tolerability and determine the pharmacokinetic profile of XOMA 3AB. All
volunteers in this trial have been enrolled and dosed with XOMA 3AB.

In January 2012, we announced we will complete NIAID biodefense contracts currently in place but will not actively
pursue future contracts. Should the government choose to acquire XOMA 3AB or other biodefense products in the
future, we expect to be able to provide these antibodies through an outside manufacturer.

Commercialization Strategy

We are committed to establishing XOMA as a commercial organization in the U.S. to capture appropriate value from
our product discovery and development programs. In January 2012, we announced we had acquired U.S. rights, and
we assumed commercialization activities, for the branded antihypertensive product ACEON® (perindopril erbumine),
an FDA-approved ACE inhibitor, from Servier and its previous U.S. licensee. In addition to ACEON®, upon exercise
by us of an option with respect to each product, the acquisition includes a portfolio of additional fixed-dose
combination product candidates where perindopril is combined with another active ingredient(s), such as a calcium
channel blocker.

ACEON® is subject to competition from multiple approved generic perindopril erbumine products, and our
commercialization activities are limited to distribution and post marketing regulatory responsibilities as the current
holder of the ACEON® New Drug Application (“NDA”). We have contracted with third parties to manufacture and
distribute ACEON®.

Financial Update

As of September 30, 2012, our cash, cash equivalents and short-term investments were $59.2 million.

S -4
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THE OFFERING

Common stock we are offering shares (or shares if the underwriters
exercise their over-allotment option in full)

Common stock to be issued and shares(1) (or shares if the underwriters
outstanding after the offering exercise their over-allotment option in full)
Listing Our common stock is listed on The NASDAQ Global

Market under the symbol “XOMA.”

Use of proceeds We currently intend to use the net proceeds from this
offering for continued development, preclinical
testing and clinical studies related to gevokizumab
and our XMet platform. We intend to use the
remainder of the net proceeds for general research and
development, business development and other
corporate purposes as determined by our
management. See “Use of Proceeds” below.

Risk factors You should carefully consider the information in “Risk
Factors” beginning on page S-6 of this prospectus
supplement for a discussion of factors you should
consider carefully when making a decision to invest in
our common stock.

(1) The number of shares of our common stock that will be issued and outstanding immediately after this
offering as shown above is based on 68,107,116 shares of common stock issued and outstanding as of June 30, 2012,
and excludes the following:

eshares of common stock issuable upon the exercise of stock options outstanding, of which there were 5,709,599
outstanding as of June 30, 2012, with a weighted average exercise price of $10.18 per share;

eshares of common stock issuable upon the vesting of outstanding restricted stock units, of which there were
1,387,048 outstanding as of June 30, 2012;

eshares of common stock issuable upon the exercise of our outstanding warrants, of which there were warrants
outstanding as of June 30, 2012, to purchase 347,826 shares of common stock at an exercise price of $19.50 per
share, 1,260,000 shares of common stock at an exercise price of $10.50 per share, 14,829,167 shares of common
stock at an exercise price of $1.76 per share, and 263,158 shares of common stock at an exercise price of $1.14 per
share; and

©7,930,944 shares of common stock not subject to stock awards and reserved for issuance under our equity incentive
plans and 91,546 shares of common stock reserved for issuance under our employee stock purchase plan.

S-5
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RISK FACTORS

Any investment in our securities involves a high degree of risk, including the risks described below. Before
purchasing our common stock, you should carefully consider the risk factors set forth below, as well as all other
information contained in this prospectus supplement and the accompanying prospectus and incorporated by reference,
including our consolidated financial statements and the related notes and the additional risk factors contained in our
most recent Annual Report on Form 10-K and Quarterly Reports on Form 10-Q, as well as any amendments thereto,
as filed with the SEC, and any free writing prospectus that we have authorized for use in connection with this offering,
before deciding whether to invest in our common stock. The risks and uncertainties described below are not the only
risks and uncertainties we face. Additional risks and uncertainties not presently known to us or that we currently
deem immaterial may also impair our business operations. If any of the following risks actually occur, our business,
financial condition and results of operations could suffer. As a result, the trading price of our stock could decline,
perhaps significantly, and you could lose all or part of your investment. The risks discussed below also include
forward-looking statements and our actual results may differ substantially from those discussed in these
forward-looking statements. See the section entitled “Forward-Looking Information.”

Risks Relating to Our Business

Because our product candidates 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 that could adversely
affect your investment and may not be able to continue operations.

We will need to commit substantial funds to continue development of our product candidates and we may not be able
to obtain sufficient funds on acceptable terms, or at all. If we raise additional funds by issuing equity securities,
including by the sale of common stock in this offering, our stockholders will experience dilution. Any debt financing
or additional equity that we raise may contain terms that are not favorable to our stockholders or us. If we raise
additional funds through collaboration and licensing arrangements with third parties, we may be required to relinquish
some rights to our technologies or our product candidates, grant licenses on terms that are not favorable to us or enter
into a collaboration arrangement for a product candidate at an earlier stage of development or for a lesser amount than
we might otherwise choose.

Additional funds may not be available when we need them on terms that are acceptable to us, or at all. If adequate
funds are not available on a timely basis, we may:

sterminate or delay clinical trials for one or more of our product candidates;
efurther reduce our headcount and capital or operating expenditures; or
ecurtail our spending on protecting our intellectual property.

We finance our operations primarily through our multiple revenue streams resulting from discovery and development
collaborations, biodefense contracts, the licensing of our antibody technologies, and sales of our common stock. In
September 2009, we sold our royalty interest in LUCENTIS® to Genentech, Inc., a wholly-owned member of the
Roche Group (“Genentech”) for gross proceeds of $25.0 million, including royalty revenue from the second quarter of
2009. These proceeds, along with other funds, were used to fully repay our loan from Goldman Sachs Specialty
Lending Holdings, Inc. (“Goldman Sachs”). As a result, we no longer have a royalty interest in LUCENTIS. In August
2010, we sold our royalty interest in CIMZIA® for gross proceeds of $4.0 million, including royalty revenue from the
second quarter of 2010. As a result, we no longer have a royalty interest in CIMZIA. We received revenue from this
royalty interest of $0.5 million in 2010 and $0.5 million in 20009.
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Based on our cash, cash equivalents and short-term investments of $59.2 million at September 30, 2012, anticipated
spending levels, anticipated cash inflows from collaborations, biodefense contracts and licensing transactions, funding
availability including under our loan agreements, and the proceeds from this offering, we believe we have sufficient
cash resources to meet our anticipated net cash needs into the fourth quarter of 2014. Any significant revenue
shortfalls, increases in planned spending on development programs or more rapid progress of development programs
than anticipated, as well as the unavailability of anticipated sources of funding, could shorten this period or otherwise
have a material adverse impact on our ability to finance our continued operations. If adequate funds are not available,
we will be required to delay, reduce the scope of, or eliminate one or more of our product development programs and
further reduce personnel-related costs. 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:

S -6
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eoperations will generate meaningful funds;
eadditional agreements for product development funding can be reached;
estrategic alliances can be negotiated; or
eadequate additional financing will be available for us to finance our own development on acceptable terms, or at all.

Because all of our product candidates are still being developed, we have sustained losses in the past and we expect to
sustain losses in the future.

We have experienced significant losses and, as of June 30, 2012, we had an accumulated deficit of $932.6 million.

For the three and six months ended June 30, 2012, we had net losses of approximately $16.2 million or $0.24 per
share of common stock (basic and diluted) and $46.6 million or $0.83 per share of common stock (basic and diluted),
respectively. For the three and six months ended June 30, 2011, we had net losses of approximately $8.1 million or
$0.27 per share of common stock (basic and diluted) and $14.5 million or $0.49 per share of common stock (basic and
diluted), respectively.

Our ability to achieve profitability is dependent in large part on the success of our development programs, obtaining
regulatory approval for our product candidates and licensing certain of our preclinical compounds, all of which are
uncertain. Our ability to fund our ongoing operations is dependent on the foregoing factors and on our ability to secure
additional funds. Because our product candidates are still being developed, we do not know whether we will ever
achieve sustained profitability or whether cash flow from future operations will be sufficient to meet our needs.

We are substantially dependent on Servier for the development and commercialization of gevokizumab and for other
aspects of our business, and if we are unable to maintain our relationship with Servier, or Servier does not perform
under our agreements with Servier, our business would be significantly harmed.

We have a number of agreements with Servier which are material to the conduct of our business, including:

¢In December 2010, we entered into a license and collaboration agreement with Servier, to jointly develop and
commercialize gevokizumab in multiple indications. Under the terms of the agreement, Servier has worldwide
rights to diabetes and cardiovascular disease indications and rights outside the United States and Japan to all other
indications, including Behcet’s uveitis and other inflammatory and oncology indications. In late 2011, we announced
that Servier agreed to include the NIU Phase 3 trials under the terms of the collaboration agreement for Behcet’s
uveitis. We retain development and commercialization rights for NIU and other inflammatory disease and oncology
indications in the United States and Japan and have an option to reacquire rights to diabetes and cardiovascular
disease indications from Servier in these territories. Should we exercise this option, we will be required to pay
Servier an option fee and partially reimburse a specified portion of Servier’s incurred development expenses. The
agreement contains mutual customary termination rights relating to matters such as material breach by either
party. Servier may terminate for safety issues and we may terminate the agreement, with respect to a particular
country or the European Patent Organization (“EPO”) member states, for any challenge to our patent rights in that
country or any EPO member state, respectively, by Servier. Servier also has a unilateral right to terminate the
agreement for the European Union (“EU”) or for non-EU countries, on a country-by-country basis, or in its entirety, in
each case with six months’ notice.
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¢In December 2010, we also entered into a loan agreement with Servier, which provides for an advance of up to €15.0
million and was fully funded in January 2011 with the proceeds converting to approximately $19.5 million at the
January 13, 2011, Euro to U.S. dollar exchange rate. This loan is secured by an interest in our intellectual property
rights to all gevokizumab indications worldwide, excluding the United States and Japan. The loan has a final
maturity date in 2016; however, after a specified period prior to final maturity, the loan is required to be repaid (1)
at Servier’s option, by applying up to a significant percentage of any milestone or royalty payments owed by Servier
under our collaboration agreement and (2) using a significant percentage of any upfront, milestone or royalty
payments we receive from any third-party collaboration or development partner for rights to gevokizumab in the
United States and/or Japan. In addition, the loan becomes immediately due and payable upon certain customary
events of default. At June 30, 2012, the €15.0 million outstanding principal balance under this loan agreement would
have equaled approximately $18.9 million using the June 30, 2012, Euro to U.S. dollar exchange rate.

eEffective in January 2012, we entered into an amended and restated agreement with Servier for the United States
commercialization rights to ACEON and, upon exercise by us of an option with respect to each product, a portfolio
of additional FDC product candidates where perindopril is combined with another active ingredient(s), such as a
calcium channel blocker. To date we have exercised this option with respect to one FDC product. This agreement,
together with a related trademark license agreement, provides us with exclusive U.S. rights to ACEON and FDCl,
and options on additional FDCs. The arrangement also provides that Servier will supply to us, and we will purchase
exclusively from Servier, the active ingredients in ACEON and the FDCs, in some cases for a limited period. The
agreement contains customary termination rights relating to matters such as material breach by, or insolvency of,
either party or, as to particular licensed products, for safety issues arising with respect to such products. Each party
also has the right to terminate the arrangement if FDC1 does not receive FDA approval by December 31, 2014.
Servier also has the right to terminate the arrangement if certain aspects of our commercialization strategy are not
successful and Servier does not consent to an alternative strategy or, as to the FDCs, if we breach our obligations to
certain of our service providers. Further, Servier may also terminate the agreement if we fail to achieve certain
levels of sales of products, and do not make a specified payment in such circumstances to maintain our license, or
under certain circumstances upon our change in control, if we fail to take certain actions or make certain payments.

Because Servier is an independent third party, it may be subject to different risks than we are and has significant
discretion in, and different criteria for, determining the efforts and resources it will apply related to its agreements
with us. Even though we have a collaborative relationship with Servier, our relationship could deteriorate or other
circumstances may prevent our relationship with Servier from resulting in successful development of marketable
products. If we are not able to maintain our working relationship with Servier, or if Servier does not perform under
our agreements with Servier, our ability to develop and commercialize gevokizumab and the FDCs would be
materially and adversely affected, as would our ability to commercialize ACEON.

We have received negative results from certain of our clinical trials, and we face uncertain results of other clinical
trials of our product candidates.

Drug development has inherent risk, and we are required to demonstrate through adequate and well-controlled clinical
trials that our product candidates are effective, with a favorable benefit-risk profile for use in their target profiles
before we can seek regulatory approvals for their commercial use. It is possible that we may never receive regulatory
approval for any of our product candidates. Even if a product candidate receives regulatory approval, the resulting
product may not gain market acceptance among physicians, patients, healthcare payors and the medical
community. In March 2011, we announced our Phase 2b trial of gevokizumab in Type 2 diabetes in 421 patients did
not achieve the primary endpoint of reduction in hemoglobin Alc (“HbA1c”) after six monthly treatments with
gevokizumab compared to placebo. In June 2011, we announced top-line trial results from our six-month Phase 2a
trial of gevokizumab in Type 2 diabetes in 74 patients, and there were no differences in glycemic control between the
drug and placebo groups as measured by HbAlc levels.
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Many of our product candidates, including gevokizumab and XOMA 3AB, 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 submit an application for marketing approval for a final decision by a
regulatory authority varies significantly. As a result, it is uncertain whether:

eour future filings will be delayed;
eour preclinical and clinical studies will be successful;
ewe will be successful in generating viable product candidates to targets;
ewe will be able to provide necessary additional data;
eresults of future clinical trials will justify further development; or
ewe will ultimately achieve regulatory approval for any of these product candidates.

The timing of the commencement, continuation and completion of clinical trials may be subject to significant delays
relating to various causes, including completion of preclinical testing and earlier-stage clinical trials in a timely
manner, engaging contract research organizations and other service providers, scheduling conflicts with participating
clinicians and clinical institutions, difficulties in identifying and enrolling patients who meet trial eligibility criteria,
and shortages of available drug supply. Patient enrollment is a function of many factors, including the size of the
patient population, the proximity of patients to clinical sites, the eligibility criteria for the trial, the existence of
competing clinical trials and the availability of alternative or new treatments. Regardless of the initial size or relative
complexity of a clinical trial, the costs of such trial may be higher than expected due to increases in duration or size of
the trial, changes in the protocol pursuant to which the trial is being conducted, additional or special requirements of
one or more of the healthcare centers where the trial is being conducted, changes in the regulatory requirements
applicable to the trial or in the standards or guidelines for approval of the product candidate being tested or for other
unforeseen reasons. In addition, we conduct clinical trials in foreign countries which may subject us to further delays
and expenses as a result of increased drug shipment costs, additional regulatory requirements and the engagement of
foreign clinical research organizations, as well as expose us to risks associated with foreign currency transactions
insofar as we might desire to use U.S. dollars to make contract payments denominated in the foreign currency where
the trial is being conducted.

All of our product candidates are prone to the risks of failure inherent in drug development. Preclinical studies may
not yield results that satisfactorily support the filing of an Investigational New Drug application (“IND”) (or a foreign
equivalent) with respect to our product candidates. Even if these applications would be or have been filed with respect
to our product candidates, the results of preclinical studies do not necessarily predict the results of clinical trials.
Similarly, early-stage clinical trials in healthy volunteers do not predict the results of later-stage clinical trials,
including the safety and efficacy profiles of any particular product candidates. In addition, there can be no assurance
that the design of our clinical trials is focused on appropriate indications, patient populations, dosing regimens or other
variables which will result in obtaining the desired efficacy data to support regulatory approval to commercialize the
drug. Preclinical and clinical data can be interpreted in different ways. Accordingly, FDA officials or officials from
foreign regulatory authorities could interpret the data in different ways than we or our collaboration or development
partners do which could delay, limit or prevent regulatory approval.
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Administering any of our products or potential products may produce undesirable side effects, also known as adverse
effects. Toxicities and adverse effects that we have observed in preclinical studies for some compounds in a particular
research and development program may occur in preclinical studies or clinical trials of other compounds from the
same program. Such toxicities or adverse effects could delay or prevent the filing of an IND (or a foreign equivalent)
with respect to such products or potential products or cause us to cease clinical trials with respect to any drug
candidate. In clinical trials, administering any of our products or product candidates to humans may produce adverse
effects. These adverse effects could interrupt, delay or halt clinical trials of our products and product candidates and
could result in the FDA or other regulatory authorities denying approval of our products or product candidates for any
or all targeted indications. The FDA, other regulatory authorities, our collaboration or development partners or we
may suspend or terminate clinical trials at any time. Even if one or more of our product candidates were approved for
sale, the occurrence of even a limited number of toxicities or adverse effects when used in large populations may
cause the FDA to impose restrictions on, or stop, the further marketing of such drugs. Indications of potential adverse
effects or toxicities that may occur in clinical trials and that we believe are not significant during the course of such
clinical trials may turn out later actually to constitute serious adverse effects or toxicities when a drug has been used in
large populations or for extended periods of time. Any failure or significant delay in completing preclinical studies or
clinical trials for our product candidates, or in receiving and maintaining regulatory approval for the sale of any drugs
resulting from our product candidates, may severely harm our reputation and business.
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In June 2011, Novartis announced that an advisory committee of the FDA voted in favor of the overall efficacy but
not the overall safety of Ilaris® (canakinumab), a fully-human monoclonal antibody that, like gevokizumab, targets
IL-1 beta, to treat gouty arthritis attacks in patients who cannot obtain adequate relief with non-steroidal
anti-inflammatory drugs or colchicine. Ilaris was initially approved in June 2009 for Cryopyrin-Associated Periodic
Syndromes, an orphan indication. Novartis also stated that in two pivotal Phase 3 studies of canakinumab in gouty
arthritis patients, a higher percentage of patients had adverse events with canakinumab than with the standard
treatment for gouty arthritis, and more serious adverse events were reported by patients treated with canakinumab
compared to patients receiving the standard treatment. In August 2011, Novartis announced the FDA had issued a
Complete Response Letter requesting additional information, including clinical data to evaluate the benefit risk profile
of canakinumab in refractory gouty arthritis patients. We have not yet determined what impact, if any, these
developments may have on the development of gevokizumab.

If our therapeutic product candidates do not receive regulatory approval, neither our third-party collaborators, our
contract manufacturers nor we will be able to manufacture and market them.

Our product candidates (including gevokizumab, FDC1, XMetA, XMetD, XMetS, and XOMA 3AB) cannot be
manufactured and marketed in the United States or any other countries without required regulatory approvals. The
United States government and governments of other countries extensively regulate many aspects of our product
candidates, including:

eclinical development and testing;
o manufacturing;
o labeling;
o storage;
o record-keeping;
o promotion and marketing; and
. importing and exporting.

In the United States, the FDA regulates pharmaceutical products under the Federal Food, Drug, and Cosmetic Act and
othe