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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)
December 31,
March 31, 2007 2006
Assets
Current assets:
Cash and cash equivalents $ 20,237 $ 11,947
Marketable securities 104,774 113,841
Accounts receivable 1,699 1,699
Other current assets 2,835 3,181
Total current assets 129,545 130,668
Marketable securities 15,118 23,312
Fixed assets, at cost, net of accumulated depreciation and amortization 11,962 11,387
Restricted cash 546 544
Total assets $ 157,171 $ 165,911
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable and accrued expenses $ 12,985 $ 11,852
Deferred revenue 3% current 26,433 26,989
Total current liabilities 39,418 38,841
Deferred revenue —long term 11,385 16,101
Deferred lease liability 124 123
Total liabilities 50,927 55,065
Commitments and contingencies (Note 9)
Stockholders’ equity:
Preferred stock, $.001 par value; 20,000,000 shares authorized; issued and
outstanding—none
Common stock, $.0013 par value; 40,000,000 shares authorized; issued and
outstanding— 26,503,941 in 2007 and 26,199,016 in 2006 34 34
Additional paid-in capital 327,067 321,315
Accumulated deficit (220,791) (210,358)
Accumulated other comprehensive (loss) (66) (145)
Total stockholders’ equity 106,244 110,846
Total liabilities and stockholders’ equity $ 157,171 $ 165,911

The accompanying notes are an integral part of these condensed financial statements.
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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
March 31,
2007 2006
Revenues:
Contract research and development from collaborator $ 15,499 $ 8,488
Research grants and contracts 2,119 2,462
Product sales 19 51
Total revenues 17,637 11,001
Expenses:
Research and development 22,421 10, 283
License fees 3% research and development 750 275
General and administrative 6,276 4,512
Loss in joint venture 121
Depreciation and amortization 492 363
Total expenses 29,939 15,554
Operating loss (12,302) (4,553)
Other income:
Interest income 1,869 1,910
Total other income 1,869 1,910
Net loss $ (10,433) $ (2,643)
Net loss per share - basic and diluted $ (0.40) $ (0.10)
Weighted-average shares - basic and diluted 26,365 25,354

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 THREE MONTHS ENDED MARCH 31, 2007

(amounts in thousands)

(Unaudited)
Accumulated
Common Stock  Additional Other Total
Paid-In  Accumulate@omprehensivStockholder€omprehensive
Shares Amount Capital Deficit (Loss) Equity (Loss)

Balance at December 31,

2006 26,199 $ 34 $ 321,315 $ (210,358)% (145)$ 110,846
Compensation expense for

vesting of share based payment

arrangements 2,948 2,948
Issuance of restricted stock, net

of forfeitures 17

Sale of Common Stock under

employee stock purchase plans

and exercise of stock options 288 2,804 2,804

Net (loss) (10,433) (10,433)$ (10,433)
Change in unrealized loss on

marketable securities 79 79 79
Balance at March 31, 2007 26,504 $ 34 $ 327,067 $ (220,791)% (66)$ 106,244 $ (10,354)

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
Noncash expenses incurred in connection with vesting of share-based
payment arrangements
Loss in joint venture
Changes in assets and liabilities:
Decrease in accounts receivable
Decrease (increase) in other current assets and other assets
Increase (decrease) in accounts payable and accrued expenses
Decrease in other current liabilities
Decrease in deferred revenue
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
(Increase) in restricted cash
Net cash provided by (used in) investing activities
Cash flows from financing activities:
Proceeds from the exercise of stock options and sale of Common Stock
under the Employee Stock Purchase Plans
Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

$

Three months ended

March 31,
2007 2006

(10,433) $ (2,643)
492 363
(49) 22
2,948 2,224
121

2,117
346 (698)
1,133 (3,690)
(153)
(5,272) (2,852)
1 5
(10,834) (5,184)
(1,067) (822)
69,439 78,600
(52,050) (113,760)
(2) (1)
16,320 (35,983)
2,804 2,446
2,804 2,446
8,290 (38,721)
11,947 67,072
20,237 $ 28,351

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

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited)
(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
gastroenterology, virology and oncology. The Company was incorporated in Delaware on December 1, 1986. 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. Certain of the Company’s
intellectual property rights are held by wholly owned subsidiaries of Progenics. None of the Company’s subsidiaries,
other than PSMA LLC, had operations during the three months ended March 31, 2007. Currently, all of the Company’s
operations are conducted at one location in New York State. The Company’s chief operating decision maker reviews
financial analyses and forecasts relating to all of the Company’s research programs as a single unit and allocates
resources and assesses performance of such programs as a whole. Therefore, the Company operates under a single
research and development 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. On March 30, 2007,
the Company filed a New Drug Application with the FDA for the subcutaneous formulation of methylnaltrexone for
the treatment of opioid-induced constipation in patients receiving palliative care.

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 significantly during 2007 and beyond. However, as a result of Wyeth’s agreement to reimburse Progenics
for methylnaltrexone development expenses, the Company is able to devote its current and future resources to its other
research and development programs.

As a result 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 Company has had recurring losses. At March 31, 2007, the Company had an accumulated deficit of $220.8
million and had cash, cash equivalents and marketable securities, including non-current portion, totaling $140.1
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million. The Company expects that cash, cash equivalents and marketable securities at March 31, 2007 will be
sufficient to fund current operations beyond one year. During the three months ended March 31, 2007, the Company
had a net loss of $10.4 million and used cash in operating activities of $10.8 million.

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, 2006. All terms used but not defined elsewhere herein have the meaning ascribed to them in that
Annual Report. 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
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 3% continued (unaudited)
(amounts in thousands, except per share amounts or unless otherwise noted)
2. Share-Based Payment Arrangements

On January 1, 2007, the Company began to estimate the expected term of stock options granted to employees and
officers and directors by using historical data for each of those two groups. During 2006, in accordance with Staff
Accounting Bulletin 107, the Company had used the simplified method for that purpose. The Company changed its
method of estimating expected term because sufficient historical data related to stock option exercise and
post-employment cancellation activity had been accumulated to effectively anticipate future activity. During 2007, the
expected term for options granted to the two groups mentioned above was 5.25 and 7.5 years, respectively. During
2006, the expected term for both groups, using the simplified method, was 6.5 years. The expected term for stock
options granted to non-employee consultants was ten years, which was equal to the contractual term of those options.
The expected volatility of stock options granted to each group was calculated based upon the periods of the respective
expected terms. The impact of the change in estimate on net loss and net loss per share for the first quarter of 2007
was immaterial.

The assumptions used by the Company in the Black-Scholes option pricing model to estimate the grant date fair

values of stock options granted under the Plans during the three months ended March 31, 2007 and 2006 were as
follows:

For the Three Months Ended

March 31,
2007 2006

55% -
Expected volatility 89% 94%
Expected dividends Zero Zero
Expected term (in years) 5.25-10 6.5
Weighted average
expected term (years) 9.0 6.5

4.4% -
Risk-free rate 4.5% 4.6%

During the three months ended March 31, 2007 and 2006, 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”, 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 Three Months Ended

March 31,
2007 2006
Expected volatility 40% 38%
Expected dividends Zero Zero

11
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6 6
Expected term months months
Risk-free rate 5.1% 3.3%

The total fair value of shares under all of the Company’s share-based payment arrangements that vested during the
three months ended March 31, 2007 and 2006 was $2.9 million and $2.2 million, respectively; $1.6 million and $1.2
million, respectively, of which was reported as research and development expense and $1.3 million and $1.0 million,
respectively, of which was reported as general and administrative expense. No tax benefit was recognized related to
such compensation cost during both the three months ended March 31, 2007 and 2006 because the Company had a net
loss for both periods 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 three months ended March 31, 2007 and 2006.

8

12
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 3% continued (unaudited)
(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 quarters ended March 31, 2007 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 each of those periods.

3. Accounts Receivable

December
March 31, 31,
2007 2006
National Institutes of
Health $ 1,697 $ 1,697
Other 2 2
Total $ 1,699 $ 1,699
4. Accounts Payable and Accrued Expenses
December
March 31, 31,
2007 2006
Accounts payable $ 809 $ 1,559
Consulting and clinical
trial costs 9,479 7,404
Payroll and related costs 978 990
Legal and professional
fees 987 1,301
Other 732 598
Total $ 12,985 $ 11,852

5. Revenue Recognition

In January 2006, the Company began recognizing revenues from Wyeth for reimbursement of its development
expenses for methylnaltrexone as incurred under the development plan agreed 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 each fiscal
quarter. During the three-month periods ended March 31, 2007 and 2006, the Company recognized $5.0 million and
$4.4 million, respectively, of revenue from the $60 million upfront payment and $10.5 million and $4.1 million,
respectively, as reimbursement for its out-of-pocket development costs. There were no milestones or contingent
events that were achieved during the three months ended March 31, 2007 or 2006 for which revenue was recognized.

6. Net Loss Per Share

13
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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 months ended March 31, 2007 and
2006, 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 March 31, 2007
Basic and Diluted $ (10,433) 26,365 $ (0.40)
Three months ended March 31, 2006
Basic and Diluted $ (2,643) 25,354 $ (0.10)
9

14
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 3% continued (unaudited)
(amounts in thousands, except per share amounts or unless otherwise noted)

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 March 31,

2007 2006
Witd. Avg. Witd. Avg. Witd. Avg. Wtd. Avg.
Number Exercise Price Number Exercise Price
Stock options 4,689 $ 16.77 4546 % 14.00
Nonvested shares 395 243
Total 5,084 4,789

7. Uncertain Tax Positions

On January 1, 2007, the Company adopted 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 the manner
in which 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. 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.

The Company has reviewed its nexus in various tax jurisdictions and its tax positions related to all open tax years
for events that could change the status of its FIN 48 liability, if any, or require an additional liability to be recorded.
Such events may be the resolution of issues raised by a taxing authority, expiration of the statute of limitations for a
prior open tax year or new transactions for which a tax position may be deemed to be uncertain. Those positions, for
which management’s assessment is that there is more than a 50% probability of sustaining the position upon challenge
by a taxing authority based upon its technical merits, are subjected to the measurement criteria of FIN 48. Based upon
discussions with tax advisors and experience with taxing authorities, the Company records 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. Any FIN 48 liabilities for which the Company expects to make cash
payments within the next twelve months are classified as “short term”.

Upon adoption of FIN 48 and through March 31, 2007, the Company had no unrecognized tax benefits. As of the
date of adoption, there were no tax positions for which it is reasonably possible that the total amounts of unrecognized
tax benefits will significantly increase or decrease within twelve months from the date of adoption of FIN 48 or from
March 31, 2007. As of March 31, 2007, the Company is subject to federal and state income tax in the United States.
Open tax years relate to years in which unused net operating losses were generated or, if used, for which the statute of
limitation for examination by taxing authorities has not expired. Thus, upon adoption of FIN 48, the Company’s open
tax years extend back to 1995, with the exception of 1997, during which the Company reported net income. In the
event that the Company concludes that it is subject to interest and/or penalties arising from uncertain tax positions, the
Company will record interest and penalties as a component of income taxes. No amounts of interest or penalties were
recognized in the Company’s Condensed Consolidated Statements of Operations or Condensed Consolidated Balance
Sheets upon adoption of FIN 48 or as of and for the three months ended March 31, 2007.

15
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8. 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 months ended March 31,
2007 and 2006, the components of comprehensive loss are:

10

16
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PROGENICS PHARMACEUTICALS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 3% continued (unaudited)
(amounts in thousands, except per share amounts or unless otherwise noted)

Three Months Ended
March 31,

2007 2006
Net loss $ (10,433) $ (2,643)
Change in net unrealized
(loss) on marketable
securities 79 (141)
Comprehensive loss $ (10,354) $ (2,784)

9. 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 March 31, 2007.

10. Impact of Recently Issued Accounting Standards

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. 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.

In February 2007, the FASB issued FASB Statement No. 159 The Fair Value Option for Financial Assets and
Financial Liabilities (“FAS 159), which provides companies with an option to report certain financial assets and
liabilities at fair value. Unrealized gains and losses on items for which the fair value option has been elected are
reported in earnings. FAS 159 also establishes presentation and disclosure requirements designed to facilitate

17
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comparisons between companies that choose different measurement attributes for similar types of assets and
liabilities. The objective of FAS 159 is to reduce both complexity in accounting for financial instruments and the
volatility in earnings caused by measuring related assets and liabilities differently. FAS 159 is effective for fiscal
years beginning after November 15, 2007. The Company has not yet determined the impact FAS 159 may have on its
results of operations or financial position.

11
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Index

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 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 our Annual Report on Form 10-K for the year ended December 31, 2006 and
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.

Gastroenterology
Our most advanced product candidate and likeliest source of product revenue is methynaltrexone. In December 2005,
we entered into a License and Co-development Agreement (the “Collaboration Agreement”) with Wyeth

Pharmaceuticals (“Wyeth”) to develop and commercialize methylnaltrexone. The Collaboration Agreement involves the
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development and commercialization of three products: (i) a subcutaneous form of methylnaltrexone, to be used in
patients with opioid-induced constipation; (ii) an intravenous form of methylnaltrexone, to be used in patients with
post-operative ileus and (iii) an oral form of methylnaltrexone, to be used in patients with opioid-induced constipation.

Our work with methylnaltrexone has proceeded farthest as a treatment for opioid-induced constipation. We have
successfully completed two pivotal phase 3 clinical trials of the subcutaneous form of methylnaltrexone in patients
receiving palliative care, including cancer, Acquired Immunodeficiency Syndrome (“AIDS”) and heart disease. We
achieved positive results from our two pivotal phase 3 clinical trials (studies 301 and 302). All primary and secondary
efficacy endpoints of both of the phase 3 studies were met and were statistically significant. The drug was generally
well tolerated in both phase 3 trials. On March 30, 2007, the Company filed a New Drug Application with the FDA
for the subcutaneous formulation of methylnaltrexone for the treatment of opioid-induced constipation in patients
receiving palliative care.
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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. We and Wyeth have initiated two global pivotal
phase 3 clinical trials to evaluate the safety and efficacy of intravenous methylnaltrexone for the treatment of
post-operative ileus.

Under the Collaboration Agreement, Wyeth is also developing oral 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 and in August
2006 initiated a phase 2 clinical trial to evaluate once-daily dosing of oral methylnaltrexone. Preliminary results from
the phase 2 trial, conducted by Wyeth, showed that the initial formulation of oral methylnaltrexone was generally well
tolerated but did not exhibit sufficient clinical activity to advance into phase 3 testing. Wyeth began clinical testing in
March 2007 of a new formulation of oral methylnaltrexone for the treatment of opioid-induced constipation.

Wyeth made a $60 million non-refundable upfront payment to us under the Collaboration Agreement, for which we
deferred the recognition of revenue at December 31, 2005 since work under the Collaboration Agreement did not
commence until January 2006. Wyeth is obligated to make up to $356.5 million in additional payments to us upon the
achievement of milestones and contingent events in the development and commercialization of methylnaltrexone. All
costs for the development of methylnaltrexone incurred by Wyeth or us starting January 1, 2006 are being paid by
Wyeth. We are being reimbursed for our out-of-pocket development costs by Wyeth and will receive reimbursement

for our efforts based on the number of our full time equivalent employees (“FTE’s”) devoted to the development project.
Wyeth is obligated to pay to us royalties on the sale by Wyeth of methylnaltrexone throughout the world during the
applicable royalty periods.

Virology

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. In mid-2005, we announced positive phase 1 clinical findings
related to PRO 140, a monoclonal antibody designed to target the HIV co-receptor CCRS, in healthy volunteers. A
phase 1b trial of PRO 140 in HIV-infected patients began in December 2005 and completed enrollment and dosing in
December 2006. On May 1, 2007, we announced positive results from the phase 1b trial. Patients receiving a single
5.0 mg/kg dose of PRO 140, which was the highest dose tested, achieved an average maximum decrease of viral
concentrations in the blood of 98.5% In these patients, reductions in viral load of greater than 90% on average
persisted for two to three weeks after dosing. In addition, PRO 140 was generally well tolerated in this phase 1b
proof-of-concept study. PRO 140 was granted Fast Track status from the U.S. Food and Drug Administration, and we
plan to initiate additional clinical testing in the second half of 2007. We are also conducting research into therapeutics
for hepatitis C virus infection that block viral entry into cells.

Oncology

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. We are also studying a cancer vaccine,

GMK, in phase 3 clinical trials for the treatment of malignant melanoma.
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Index

Results of Operations (amounts in thousands)

Revenues:

Our sources of revenue during the three months ended March 31, 2007 and 2006 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.

Three Months Ended
March 31,
Percent
Sources of Revenue 2007 2006 Change
Contract research from collaborator $ 15,499 $ 8,488 83%
Research grants and contract 2,119 2,462 (14%)
Product sales 19 51 (63%)
Total $ 17,637 $ 11,001 60%

Contract research from collaborator

During the three months ended March 31, 2007 and 2006, we recognized $15,499 and $8,488, respectively, of revenue
from Wyeth, including $4,988 and $4,429, respectively, of the $60,000 upfront payment we received upon entering
into our collaboration in December 2005 and $10,511 and $4,059, respectively, as reimbursement of our development
expenses, including our labor costs. Since the inception of the Collaboration Agreement, we recognized $23,819 of
revenue from the $60 million upfront payment, $45,095 as reimbursement for our out-of-pocket development costs,
including our labor costs and $5,000 for a non-refundable milestone payment in the fourth quarter of 2006. 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,
including our labor costs, is recognized as revenue as the costs are incurred under the development plan agreed to by
us and Wyeth. See Critical Accounting Policies -Revenue Recognition, below.

Research grants and contract

Revenues from research grants and contract decreased to $2,119 for the three months ended March 31, 2007 from
$2,462 for the three months ended March 31, 2006; $1,296 and $1,833 from grants and $823 and $629 from the
contract awarded to us by the National Institutes of Health in September 2003 (the “NIH Contract”) for the three months
ended March 31, 2007 and 2006, respectively. The decrease resulted from the expiration, prior to 2007, of several
2006 grants partially offset by an increase in work on some of the remaining 2007 grants, including $13,100 in grants
we were awarded during 2005, $10,100 of which was to partially fund our PRO 140 program over a three and a half
year period. In addition, there was increased activity under 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 such subcontracts. Funding under the NIH Contract is subject to
compliance with its terms, including the annual approved budgets. The payment of an aggregate of $1,600 in fees (of
which $180 had been recognized as revenue as of March 31, 2007) is subject to achievement of specified milestones.
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Product sales

Revenues from product sales decreased to $19 for the three months ended March 31, 2007 from $51 for the three
months ended March 31, 2006. We received fewer orders for research reagents during 2007.

14

23



Edgar Filing: PROGENICS PHARMACEUTICALS INC - Form 10-Q

Expenses:
Research and Development Expenses:

Research and development expenses include scientific labor, supplies, facility costs, clinical trial costs, product
manufacturing costs and license fees. Research and development expenses increased to $23,171 for the three months
ended March 31, 2007 from $10,558 for the three months ended March 31, 2006, as follows:

Three Months Ended March 31,
2007 2006 Percent Change

Salaries and benefits (cash) $5,524 $3,832 44%

The increase was due to company-wide compensation increases and an increase in average headcount to 180 from 122
for the three months ended March 31, 2007 and 2006, respectively, in the research and development, manufacturing
and clinical departments.

Three Months Ended March 31,
2007 2006 Percent Change

Share-based compensation
(non-cash) $1,615 $1,193 35%

Increase due to increase in headcount and changes in the fair market value of our common stock. (see Critical
Accounting Policies — Share-Based Payment Arrangements, below). The amount of non-cash compensation expense
is expected to increase in the future in conjunction with increased headcount.

Three Months Ended March 31,
2007 2006 Percent Change

Clinical trial costs $4,649 $1,607 189%

Increase primarily related to Methylnaltrexone ($3,226) due to initiation of global pivotal phase 3 clinical trials for the
intravenous form in the fourth quarter of 2006, HIV ($111), resulting from an increase in the PRO 140 trial activity in
the 2007 period and Other projects ($1). The increases were partially offset by a decrease in Cancer-related costs
($296), due to achievement of full enrollment in our GMK phase 3 trial in the fourth quarter of 2005, which resulted
in an increase in the number of patients completing the full trial regimen in 2006 and 2007 and, consequently, a
decreased number of patients treated in the 2007 period. During the remainder of 2007, clinical trial costs are expected
to increase as we conduct clinical trials of intravenous methylnaltrexone and PRO 140.

Three Months Ended March 31,
2007 2006 Percent Change

Laboratory supplies $1,657 $927 79%
Increase in HIV-related costs ($278), due to manufacture of materials for clinical trials, an increase in basic research
in 2007 for Cancer ($54), Other projects ($292) and computer software related to the preparation for filing of a New

Drug Application for Methylnaltrexone ($106) in March 2007. These trends are expected to continue during 2007.
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Three Months Ended March 31,
2007 2006 Percent Change

Contract manufacturing and
subcontractors $6,094 $1,135 437%

Increase in Methylnaltrexone ($180) related to clinical trials under our collaboration with Wyeth, HIV ($2,216),
Cancer ($2,382) and Other projects ($181). 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.

We expect these costs to increase during the remainder of 2007 as we expand our clinical trial costs for
methylnaltrexone, PRO 140 and other projects.
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Index
Three Months Ended March 31,
2007 2006 Percent Change
Consultants $1,571 $572 175%

Increases in Methylnaltrexone ($955), HIV ($23) and Other projects ($43), partially offset by a decrease in Cancer
($22). 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. During 2007, consultant
expenses are expected to increase for all of our research and development programs.

Three Months Ended March 31,
2007 2006 Percent Change

License fees $750 $275 173%
Increase primarily related to payments in 2007 but not 2006 related to our Cancer program ($620) and HIV program
($5), partially offset by a decrease in Methylnaltrexone ($150) related to payments to the University of Chicago. The

amounts of license fees for 2007 are expected to be similar to those for 2006.

Three Months Ended March 31,
2007 2006 Percent Change

Other operating expenses $1,311 $1,017 29%

Increase primarily due to expenses related to rent ($139), facilities expenses ($23), seminar costs ($15), travel ($52)
and other operating expenses ($65). In 2007, operating expenses are expected to increase over those of 2006, due to
higher rent and facility expenses.

A major portion of our spending has been, and we expect will continue to be, associated with methylnaltrexone,
although beginning in 2006, Wyeth has been 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 significantly during the remainder of 2007.

General and Administrative Expenses:

General and administrative expenses increased to $6,276 for the three months ended March 31, 2007 from $4,512 for
the three months ended March 31, 2006, as follows:

Three Months Ended March 31,
2007 2006 Percent Change

Salaries and benefits (cash) $1,958 $1,465 34%
Increase due to compensation increases and an increase in average headcount to 42 from 26 in the general and

administrative departments for the three months ended March 31, 2007 and 2006, respectively, including the hiring of
our Vice President, Commercial Development and Operations in January 2007.
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Three Months Ended March 31,
2007 2006 Percent Change

Share-based compensation
(non-cash) $1,333 $1,030 29%

Increase due to increased headcount and changes in the fair market value of our common stock (see Critical
Accounting Policies — Share-Based Payment Arrangements, below). The amount of non-cash compensation expense
is expected to increase in the future in conjunction with increased headcount.
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Three Months Ended March 31,
2007 2006 Percent Change
Consulting and professional fees $1,840 $1,108 66%

Increase due primarily to increases in consulting fees ($264), recruiting fees ($45), legal and patent fees ($416) and
audit and tax fees ($12), which were partially offset by a decrease in other miscellaneous costs ($5).

Three Months Ended March 31,
2007 2006 Percent Change

Other operating expenses $1,145 $909 26%

Increase in travel ($17), computer supplies and software ($85), rent ($43), investor relations ($70) conference costs
($2), and other operating expenses ($77) due to increased headcount, partially offset by a decrease in corporate sales
and franchise taxes ($58). Operating costs are expected to increase during 2007

We expect general and administrative expenses to increase during the remainder of 2007 due to an increase in
headcount.

Three Months Ended March 31,
2007 2006 Percent Change

Loss in Joint Venture $121 (100%)

On April 20, 2006, PSMA LLC became our wholly owned subsidiary and, accordingly, we did not recognize loss in
joint venture from the date of acquisition. During the three months ended March 31, 2006, our 50% portion of the
research and development expenses and general and administrative expenses of PSMA LLC was $121.

Three Months Ended March 31,
2007 2006 Percent Change

Depreciation and Amortization $492 $363 36%

Depreciation expense increased to $492 for the three months ended March 31, 2007 from $363 for the three months
ended March 31, 2006. We purchased more capital assets and made more leasehold improvements in 2007 than in
2006 to increase our research and manufacturing capacity.

Three Months Ended March 31,
2007 2006 Percent Change

Other Income $1,869 $1,910 2%)

Interest income decreased to $1,869 for the three months ended March 31, 2007 from $1,910 for the three months
ended March 31, 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 March 31, 2007 and 2006, investment income decreased to $1,820 from $1,932, respectively, due to a
lower average balance of cash equivalents and marketable securities in 2007 than in 2006. Amortization of discounts
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net of premiums, which is included in interest income, decreased to ($49) from $22 for the three months ended March
31, 2007 and 2006, respectively.

Net Loss:

Our net loss was $10,433 for the three months ended March 31, 2007 and $2,643 for the three months ended March
31, 2006.
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Liquidity and Capital Resources
Overview

We have to date generated no meaningful amounts of product 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, the proceeds from the exercise of
outstanding options and warrants and the sale of our common stock under our Employee Stock Purchase Plans. At
March 31, 2007, we had cash, cash equivalents and marketable securities, including non-current portion, totaling
$140.1 million compared with $149.1 million at December 31, 2006. Our existing cash, cash equivalents and
marketable securities at March 31, 2007 are sufficient to fund current operations for at least one year. Our marketable
securities, which include corporate debt and securities of government-sponsored entities, are classified as available for
sale. The majority of these investments have short maturities. Interest rate increases during 2006 have generally
resulted in a decrease in the market value of our portfolio. Based upon our currently projected sources and uses of
cash, we intend to hold these securities until a recovery of fair value, which may be maturity. Therefore, we do not
consider these marketable securities to be other-than-temporarily impaired at March 31, 2007.

The following is a discussion of cash flow activities:

Three Months Ended
March 31,
2007 2006
in thousands

Net cash (used in)

provided by:

Operating activities $ (10,834) $ (5,184)
Investing activities 16,320 (35,983)
Financing activities 2,804 2,446

- Cash used in operating activities for the three months ended March 31, 2007 resulted primarily from a net loss of
$10.4 million, which was offset by $2.9 million of non-cash compensation expense from the issuance of restricted
stock and stock options to employees and non-employees and $0.5 million of depreciation expense on our fixed
assets. Significant changes in operating assets and liabilities between March 31, 2007 and December 31, 2006 were:
a decrease of $5.3 million in deferred revenue resulting from the amortization of the $60 million upfront payment
received from Wyeth in 2005; and an increase of $1.1 million in accounts payable and accrued expenses, due to
timing of payments.

During the three months ended March 31, 2006, cash used in operating activities was mostly the result of a net loss of
$2.6 million which was offset by $2.2 million of non-cash compensation expense from the issuance of restricted stock
and stock options to employees and non-employees, $0.4 million in depreciation expense and $0.1 million of loss
from our PSMA LLC joint venture. Significant changes in operating assets and liabilities between March 31, 2006 and
December 31, 2005 were: a decrease of $2.9 million in deferred revenue resulting from the amortization of a portion
of the upfront payment received from Wyeth. In addition, there was a decrease of $2.1 million in trade accounts
receivable, primarily due to timing of the reimbursement of our first quarter 2006 expenses under grants and contract
with the NIH; and a decrease of $3.7 million in accounts payable and accrued expenses due to timing of payments.
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Net cash used in investing activities for the three months ended March 31, 2007 resulted primarily from the sale of
$69.4 million of marketable securities offset by the purchase of $52.1 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 $1.1 million and $0.8 million of fixed assets, during the
three months ended March 31, 2007 and 2006, respectively, including capital equipment and leasehold
improvements as we acquired and built out additional manufacturing space and purchased more laboratory
equipment for our expanding research and development projects.

- The net cash provided by financing activities for the three months ended March 31, 2007 and 2006 includes the
exercise of stock options under our Stock Incentive Plans and the sale of common stock under our Employee Stock
Purchase Plans. Cash received from exercises under such plans during the three months ended March 31, 2007 was
more than that during the three months ended March 31, 2006 due to an increase in headcount.
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Sources of Cash

Since January 2006, Wyeth has been reimbursing us for development expenses we incur related to methylnaltrexone
under the development plan agreed to between us and Wyeth, which is expected to continue through 2008. Wyeth has
and will continue to provide milestone and other contingent payments upon the achievement of certain events. Wyeth
will also fund all commercialization costs of methylnaltrexone products. For the three months ended March 31, 2007,
we received $10.5 million of reimbursement of our development costs, which are within the development plan
approved by the parties.

The funding by Wyeth of our development costs for methylnaltrexone enables 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.

However, 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.

In September 2003, we were awarded a contract from the NIH. 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. These funds are being 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 March 31, 2007, we had recognized revenue of $10.2
million from this contract, including $180,000 for the achievement of two milestones.

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 three months ended March 31, 2007 and 2006. Among those grants
were two awards made during 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 three months ended March 31, 2007
and 2006, we recognized $1.3 million and $1.8 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.

In January 2006, we registered 4.0 million shares of our common stock, pursuant to the Security and Exchange

Commission’s shelf registration process, for future sales. However, there can be no assurance that we will be able to
complete any further securities transactions.
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Uses of Cash

Our total expenses for research and development, including license fees, from inception through March 31, 2007 have
been approximately $320.4 million. We currently have major research and development programs investigating
gastroenterology, HIV-related diseases and oncology. In addition, we are conducting several smaller research projects
in the areas of virology and oncology. 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.
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For the three months ended March 31, 2007 and 2006, research and development costs incurred were as follows.

Three Months Ended March

31,
2007 2006
(in millions)
Methylnaltrexone $ 10.2 $ 5.3
HIV 6.4 32
Cancer 4.8 1.6
Other programs 1.8 0.5
Total $ 232 $ 106

As we proceed with our development responsibilities under our methylnaltrexone programs, although we expect that
our spending on methylnaltrexone will increase significantly during 2007, 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 substantially during 2007 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.

Our purchase of rights from our methylnaltrexone licensors in December 2005 have extinguished our cash payments
that would have been due to those licensors in the future upon the achievement of certain events, including sales of
methylnaltrexone products. We continue, however, to be responsible to make payments (including royalties) to the
University of Chicago upon the occurrence of certain events.

During the three months ended March 31, 2007 and 2006, we have spent $1.1 million and $0.8 million, respectively,
on capital expenditures, including the build-out of our laboratories and manufacturing facilities and laboratory
equipment. During the remainder of 2007 and beyond, we expect further expenditures as we continue to lease and
renovate additional laboratory and manufacturing space and increase headcount of our research and development and
administrative staff.

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. The following table summarizes our contractual obligations as of

March 31, 2007 for future payments under these agreements:

Payments due by March 31,

Total 2008 2009-2010 2011-2012 Thereafter
(in millions)
Operating leases $ 75 % 24§ 42 % 04 $ 0.5
License and collaboration agreements
(1) 98.9 2.8 4.1 32 88.8
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Total $ 1064 $ 52 % 83 $ 36 $ 89.3

(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. Because of 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.
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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, 2006. 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.

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.

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 three months ended March 31, 2007and 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. 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 (“EITF
99-19”) “Reporting Revenue Gross as a Principal Versus Net as an Agent”.
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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.
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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.

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™).

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 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 or
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.
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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 within one year of the balance
sheet date are classified as long-term deferred revenue. 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 virology 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.
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Share-Based Payment Arrangements

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
Statement of Financial Accounting Standards No. 123 (revised 2004) Share-Based Payment (“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).

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 or modified 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. 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.

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.

- We use the closing price of our common stock on the date of grant, as quoted on The NASDAQ Stock Market LLC,
as the exercise price.

- Historical volatilities are based upon daily quoted market prices of our common stock on The NASDAQ Stock
Market LLC 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 three months ended March 31, 2007 and 2006, the volatility of our common stock
for periods equal to the expected term of options granted during those periods has been high, 55% - 89% and 94%,
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.

- The expected term of options granted represents the period of time that options granted are expected to be
outstanding. For the three months ended March 31, 2007, our expected term has been calculated based upon
historical data related to exercise and post-termination cancellation activity for each of two groups of recipients of
stock options: employees and officers and directors. Accordingly, for grants made to each of the groups mentioned
above, we are using expected terms of 5.25 and 7.5 years, respectively. For the three months ended March 31,
2006, our expected term was calculated based upon the simplified method as detailed in Staff Accounting Bulletin
No. 107 (“SAB 107”). We used an expected term of 6.5 years for options granted in 2006, based upon the vesting
period of the outstanding options of four or five years and a contractual term of ten years. Expected term for options
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granted to non-employee consultants was ten years, which is the contractual term of those options. 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.
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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.

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. The same option valuation model is used for the Purchase Plans as for non-qualified 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 months ended March 31, 2007 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.

For the three months ended March 31, 2007, total compensation cost for share-based payment arrangements
recognized in operations was $2.9 million; $1.6 million of which was reported as research and development expense
and $1.3 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 three months ended March 31, 2007.

Clinical Trial Expenses

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 2007 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 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.
We do not expect the impact of the adoption of FAS 157 to be material to our financial position or results of
operations.
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In February, 2007, the FASB issued FASB Statement No. 159 The Fair Value Option for Financial Assets and
Financial Liabilities (“FAS 159”), which provides companies with an option to report certain financial assets and
liabilities at fair value. Unrealized gains and losses on items for which the fair value option has been elected are
reported in earnings. FAS 159 also establishes presentation and disclosure requirements designed to facilitate
comparisons between companies that choose different measurement attributes for similar types of assets and
liabilities. The objective of FAS 159 is to reduce both complexity in accounting for financial instruments and the
volatility in earnings caused by measuring related assets and liabilities differently. FAS159 is effective for fiscal years
beginning after November 15, 2007. We have not yet determined the impact FAS 159 may have on our results of
operations or financial position.

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 $137.2 million at March 31, 2007. Approximately $72.6 million of these investments had fixed interest rates,
and $64.6 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 March 31, 2007 market interest rates would result in a decrease of approximately
$0.45 million in the market values of these investments.

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
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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, 2006. In addition, the following risk factors have changed during

the quarter ended March 31, 2007:
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We have a history of operating losses, and we may never be profitable.

We have incurred substantial losses since our inception. As of March 31, 2007, we had an accumulated deficit of
$220.8 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.

As of March 31, 2007, we had cash, cash equivalents and marketable securities, including non-current portion,
totaling $140.1 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 three months
ended March 31, 2007, we had a net loss of $10.4 million and cash used in operating activities was $10.8 million
during the three months ended March 31, 2007.

Under our agreement with Wyeth, Wyeth is reimbursing us for future development and commercialization costs
relating to methylnaltrexone starting January 1, 2006. As a result, although we expect that our spending on
methylnaltrexone in 2007 and beyond will increase significantly from the amounts expended in 2006, our net
expenses for methylnaltrexone will be reduced.

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.

46



Edgar Filing: PROGENICS PHARMACEUTICALS INC - Form 10-Q

Our stock price has a history of significant volatility. Between January 1, 2002 and March 31, 2007, 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:
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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;

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.

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

At March 31, 2007, Dr. Maddon and stockholders affiliated with Tudor Investment Corporation together beneficially
own or control approximately 17% 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

10.6Form of Indemnification Agreement

31.1Certification of Paul J. Maddon, M.D., Ph.D., 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
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31.2Certification of Robert A. McKinney, Chief Financial Officer and Senior Vice President, Finance
and 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
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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: May 9, 2007 By: /s/ Robert A. McKinney
Robert A. McKinney
Chief Financial Officer
Senior Vice President, Finance & Operations and
Treasurer
(Duly authorized officer of the Registrant and
Principal Financial and Accounting Officer)
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