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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

SCHEDULE 14A
(RULE 14a-101)

SCHEDULE 14A INFORMATION

PROXY STATEMENT PURSUANT TO SECTION 14(a) OF THE SECURITIES
EXCHANGE ACT OF 1934

Filed by the Registrant þ

Filed by a Party other than the Registrant o

Check the appropriate box:

o  Preliminary Proxy Statement
o  Confidential, for Use of the Commission Only (as Permitted by Rule 14a-6(e)(2))
þ  Definitive Proxy Statement
o  Definitive Additional Materials
o  Soliciting Material Pursuant to §240.14a-12

NATIONAL RETAIL PROPERTIES, INC.
(Name of Registrant as Specified in Its Charter)

(Name of Person(s) Filing Proxy Statement, if Other Than the Registrant)

Payment of Filing Fee (Check the appropriate box):

þ  No fee required.

o  Fee computed on table below per Exchange Act Rules 14a-6(i)(1) and 0-11.

(1)  Title of each class of securities to which transaction applies:

(2)  Aggregate number of securities to which transaction applies:

(3)  Per unit price or other underlying value of transaction computed pursuant to Exchange Act Rule 0-11 (set
forth the amount on which the filing fee is calculated and state how it was determined):

(4)  Proposed maximum aggregate value of transaction:

(5)  Total fee paid:
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o  Fee paid previously with preliminary materials.

o  Check box if any part of the fee is offset as provided by Exchange Act Rule 0-11(a)(2) and identify the filing for
which the offsetting fee was paid previously. Identify the previous filing by registration statement number, or the
Form or Schedule and the date of its filing.

(1)  Amount Previously Paid:

(2)  Form, Schedule or Registration Statement No.:

(3)  Filing Party:

(4)  Date Filed:
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NATIONAL RETAIL PROPERTIES, INC.
450 South Orange Avenue, Suite 900

Orlando, Florida 32801
Tel: 407-265-7348

March 26, 2007

To Our Stockholders:

You are cordially invited to attend the annual meeting of stockholders of National Retail Properties, Inc. (the
�Company�) on May 16, 2007 at 9:00 a.m. local time, at 450 South Orange Avenue, Suite 900, Orlando, Florida 32801.
Our directors and officers look forward to greeting you personally. Enclosed for your review are the Proxy Card,
Proxy Statement and Notice of Meeting for the Annual Meeting of Stockholders, which describe the business to be
conducted at the meeting. The matters proposed for consideration at the meeting are:

1. The election of seven directors;

2. The ratification of the selection of our independent registered public accounting firm for 2007;

3. The approval of the 2007 Performance Incentive Plan; and

4. The transaction of such other business as may come before the meeting or any adjournment thereof.

Whether you own a few or many shares of stock of the Company, it is important that your shares be represented. If
you cannot personally attend the meeting, we encourage you to make certain you are represented at the meeting by
signing and dating the accompanying proxy card and promptly returning it in the enclosed envelope. You may also
vote either by telephone (1-800-690-6903) or on the Internet (http://www.proxyvote.com).  Returning your proxy
card, voting by telephone or voting on the Internet will not prevent you from voting in person, but will assure that
your vote will be counted if you are unable to attend the meeting.

Sincerely,

Craig Macnab
Chief Executive Officer
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NATIONAL RETAIL PROPERTIES, INC.
450 South Orange Avenue, Suite 900

Orlando, Florida 32801

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD MAY 16, 2007

NOTICE IS HEREBY GIVEN that the annual meeting of stockholders of NATIONAL RETAIL PROPERTIES,
INC. will be held at 9:00 a.m. local time, on May 16, 2007, at 450 South Orange Avenue, Suite 900, Orlando, Florida
32801, for the following purposes:

1. To elect seven directors;

2. To ratify the selection of the independent registered public accounting firm for 2007;

3. To approve the 2007 Performance Incentive Plan; and

4. To transact such other business as may properly come before the meeting or any adjournment thereof.

Stockholders of record at the close of business on March 20, 2007, will be entitled to notice of and to vote at the
annual meeting or at any adjournment thereof.

Stockholders are cordially invited to attend the meeting in person. PLEASE VOTE, EVEN IF YOU PLAN TO
ATTEND THE MEETING, BY COMPLETING, SIGNING AND RETURNING THE ENCLOSED PROXY
CARD, BY TELEPHONE (1-800-690-6903) OR ON THE INTERNET (http://www.proxyvote.com) BY
FOLLOWING THE INSTRUCTIONS ON YOUR PROXY CARD. If you decide to attend the meeting you may
revoke your Proxy and vote your shares in person. It is important that your shares be voted.

By Order of the Board of Directors,

Christopher P. Tessitore
Executive Vice President, General Counsel and Secretary

March 26, 2007
Orlando, Florida
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NATIONAL RETAIL PROPERTIES, INC.
450 South Orange Avenue, Suite 900

Orlando, Florida 32801
Tel: 407-265-7348

PROXY STATEMENT

General.  This Proxy Statement is furnished by the Board of Directors of National Retail Properties, Inc. (the
�Company�) in connection with the solicitation by the Board of Directors of proxies to be voted at the annual meeting of
stockholders to be held on May 16, 2007, and at any adjournment thereof, for the purposes set forth in the
accompanying notice of such meeting. All stockholders of record at the close of business on March 20, 2007 (the
�Record Date�) will be entitled to vote. It is anticipated that this Proxy Statement and the enclosed Proxy will be mailed
to stockholders on or about March 30, 2007.

Voting/Revocation of Proxy.  If you complete and properly sign and mail the accompanying proxy card, it will be
voted as you direct. If you are a registered stockholder and attend the meeting, you may deliver your completed proxy
card in person. �Street name� stockholders who wish to vote at the meeting will need to obtain a proxy from the
institution that holds their shares.

If you are a registered stockholder, you may vote by telephone (1-800-690-6903), or electronically through the
Internet (http://www.proxyvote.com), by following the instructions included with your proxy card. If your shares are
held in �street name,� please check your proxy card or contact your broker or nominee to determine whether you will be
able to vote by telephone or electronically.

Any proxy, if received in time, properly signed and not revoked, will be voted at such meeting in accordance with the
directions of the stockholder. If no directions are specified, the proxy will be voted FOR each of the proposals
contained herein. Any stockholder giving a proxy has the power to revoke it at any time before it is exercised. A proxy
may be revoked (1) by delivery of a written statement to the Secretary of the Company stating that the proxy is
revoked, (2) by presentation at the annual meeting of a subsequent proxy executed by the person executing the prior
proxy, or (3) by attendance at the annual meeting and voting in person.

Vote Required for Approval; Quorum.  The seven nominees for director who receive the most votes will be elected. If
you indicate �withhold authority to vote� for a particular nominee by entering the number of any nominee (as designated
on the proxy card) below the pertinent instruction on the proxy card, your vote will not count either for or against the
nominee. As of the Record Date, 60,603,890 shares of the common stock of the Company (the �Common Stock�) were
outstanding. Each share of Common Stock entitles the holder thereof to one vote on each of the matters to be voted
upon at the annual meeting. As of the Record Date, our executive officers and directors had the power to vote
approximately 1.2% of the outstanding shares of Common Stock. Our executive officers and directors have advised us
that they intend to vote their shares of Common Stock FOR each of the proposals contained herein.

Votes cast in person or by proxy at the annual meeting will be tabulated and a determination will be made as to
whether or not a quorum is present. We will treat abstentions as shares that are present and entitled to vote for
purposes of determining the presence or absence of a quorum, but as unvoted for purposes of determining the approval
of any matter submitted to the stockholders. If a broker submits a proxy indicating that it does not have discretionary
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authority as to certain shares to vote on a particular matter (broker non-votes), those shares will not be considered as
present and entitled to vote with respect to such matter. Broker non-votes with respect to the election of directors will
have no effect on the outcome of the vote on this proposal.

YOUR VOTE AT THE ANNUAL MEETING IS VERY IMPORTANT TO US.

Solicitation of Proxies.  Solicitation of proxies will be primarily by mail. However, our directors and officers may also
solicit proxies by telephone or telegram or in person. All of the expenses of soliciting proxies, including preparing,
assembling, printing and mailing the materials used in the solicitation of proxies, will be paid by us. Arrangements
may be made with brokerage houses and other custodians, nominees and fiduciaries to forward soliciting materials, at
our expense, to the beneficial owners of shares held of record by such persons.
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PROPOSAL I

ELECTION OF DIRECTORS

Nominees

The persons named below have been nominated by the Board of Directors of the Company (the �Board of Directors� or
the �Board�) for election as directors to serve until the next annual meeting of stockholders or until their successors shall
have been elected and qualified. The table sets forth each nominee�s name, age, principal occupation or employment
during at least the last five years, and directorships in other public corporations.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE �FOR� ALL OF THE NOMINEES DESCRIBED
BELOW FOR ELECTION AS DIRECTORS.

Name and Age Background

Kevin B. Habicht, 47 Mr. Habicht has served as a director of the Company from June 2000 to
the present, as Executive Vice President and Chief Financial Officer of the
Company since December 1993 and as Treasurer of the Company since
January 1998. Mr. Habicht served as Secretary of the Company from
January 1998 to May 2003. Since 2000, Mr. Habicht has served as a
director of Orange Avenue Mortgage Investments, Inc. (formerly, CNL
Commercial Finance, Inc.), a commercial real estate lending company.
Mr. Habicht is a Certified Public Accountant and a Chartered Financial
Analyst.

Clifford R. Hinkle, 58 Mr. Hinkle has served as a director of the Company since 1993. Since
1991, Mr. Hinkle has been a founder, director and executive officer of
Flagler Holdings, Inc., a merchant banking company, and related
companies. He was a director of Century Capital Markets, LLC, a private
financial consulting company, from 1999 to 2002. Since 2000, Mr. Hinkle
has been a Vice President and Director of Murphy Investment
Management Company, a registered investment advisor. Mr. Hinkle
previously served as Executive Director and Chief Investment Officer of
the State Board of Administration of Florida and managed over
$40 billion in various trust assets.

Richard B. Jennings, 63 Mr. Jennings has served as a director of the Company since 2000.
Mr. Jennings currently serves as President of Realty Capital International
Inc. and Realty Capital International LLC, real estate investment banking
firms, which he founded in 1991 and 1999, respectively. Mr. Jennings
served as President of Jennings Securities LLC from 1995 through
October 2006. From 1969-1991, Mr. Jennings held senior management
positions at Landauer Real Estate Counselors, Drexel Burnham Lambert
Incorporated, and Goldman, Sachs & Co. Mr. Jennings also serves as a
director of Alexandria Real Estate Equities, Inc. and Cogdell Spencer, Inc.
He is a licensed New York Real Estate Broker.
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Ted B. Lanier, 72 Mr. Lanier has served as a director of the Company since 1988. Since his
retirement in 1991 as Chairman and Chief Executive Officer of Triangle
Bank and Trust Company, Raleigh, North Carolina, Mr. Lanier has
managed his personal investments and managed investment accounts for
various individuals and trusts.
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Robert C. Legler, 63 Mr. Legler has served as a director of the Company since 2002. From
1973 until 1990, Mr. Legler was the founder and chairman of
privately-held First Marketing Corporation, America�s largest publisher of
newsletters serving nearly 500 clients in the commercial banking,
brokerage, health care, cable television, travel and retail industries. Upon
the sale of the company to Reed (now Reed Elsiever) in 1990, Mr. Legler
served as non-executive Chairman of the Board of First Marketing until
his retirement in September 2000. Mr. Legler has served as a director of
Ligonier Ministries of Lake Mary, Florida for more than 20 years. From
October 1999 through October 2001, he served as director of the Indian
River Hospital Foundation of Vero Beach, Florida.

Craig Macnab, 51 Mr. Macnab has served as Chief Executive Officer of the Company since
February 2004. Prior to joining the Company, Mr. Macnab was the Chief
Executive Officer of JDN Realty Corporation (�JDN�), a publicly traded
real estate investment trust, from April 2000 through March 2003.
Mr. Macnab also served as a director of JDN from December 1993 until
March 2003 and as a director of Per Se Technologies, Inc. from 2002 to
2007. Mr. Macnab is currently a director of Developers Diversified Realty
Corp.

Robert Martinez, 72 Mr. Martinez has served as a director of the Company since 2002. From
1987 until 1991, Mr. Martinez served as the fortieth governor of the state
of Florida and, from 1991 to 1993, served as the Director of the Office of
National Drug Control reporting to the President of the United States.
From 1999 to 2007, he served as managing director for Carlton Fields
Government Consulting. In 2007, he assumed the position of Senior
Policy Advisor at Holland and Knight LLP. From 1997-2001,
Mr. Martinez also served as director of PRINEX Technologies, a
manufacturer of ordinances and aerospace products for the United States
Department of Defense and commercial enterprises.

In the event that any nominee(s) should be unable to accept the office of director, which is not anticipated, it is
intended that the persons named in the Proxy will vote FOR the election of such other person in the place of such
nominee(s) for the office of director as the Board of Directors may recommend.

Corporate Governance

General.  We are currently managed by an eight-member Board of Directors that consists of G. Nicholas Beckwith III
and Messrs. Habicht, Jennings, Lanier, Legler, Macnab, Martinez and Hinkle, with Mr. Hinkle serving as Chairman.
Mr. Beckwith III will cease to serve as a director as of the date of the annual meeting so that he may focus his time
and attention to other business matters. As a result, the size of the Board will be reduced to seven as of the date of the
annual meeting. We anticipate that we will seek to identify at least one qualified individual for consideration to serve
as an independent director of the Board. The nomination of a candidate for a new Board of Directors position is
subject to recommendation by the Governance and Nominating Committee and the appointment of the Board of
Directors.
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The Board has adopted a set of corporate governance guidelines, which, along with the written charters for our Board
committees described below, provide the framework for the Board�s governance of the Company. Our corporate
governance guidelines are available both on our website at http://www.nnnreit.com and in print to any stockholder
who requests it.

Independence and Composition.  Our corporate governance guidelines and the rules and regulations of the New York
Stock Exchange, which we refer to as the NYSE listing standards, each require that a majority of our Board of
Directors are �independent� directors, as that term is defined in the NYSE listing standards.

4
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The Board of Directors, upon the unanimous recommendation of the Governance and Nominating Committee, has
determined that Messrs. Beckwith, Hinkle, Jennings, Lanier, Legler and Martinez, representing a majority of our
Board of Directors, qualify as independent directors (the �Independent Directors�) as that term is defined in the NYSE
listing standards. The Board made its determination based on information furnished by all directors regarding their
relationships with us and our affiliates and research conducted by management. In addition, the Board consulted with
our outside counsel to ensure that the Board�s determination would be consistent with all relevant securities laws and
regulations as well as the NYSE listing standards.

Meetings and Attendance.  The Board of Directors met 13 times in the fiscal year ended December 31, 2006. Each of
the nominees currently serving on the Board of Directors attended 96% of the meetings of (i) the Board of Directors
and (ii) the committees of the Board of Directors on which he served. Our corporate governance guidelines provide
that it is the responsibility of individual directors to make themselves available to attend scheduled and special Board
meetings on a consistent basis. All of our directors as of the date of the 2006 annual meeting of the Company�s
stockholders were in attendance for the 2006 annual meeting. In addition, non-management members of the Board of
Directors met in executive session four times in the fiscal year ended December 31, 2006. Pursuant to our corporate
governance guidelines, the Chairman of the Board presides at all executive sessions of the Board of Directors, except
for executive sessions to discuss the compensation of our chief executive officer, which are chaired by the chairman of
the Compensation Committee.

Interested Party Communications.  The Board of Directors has adopted a process whereby stockholders and other
interested parties can send communications to our directors. Anyone wishing to communicate directly with one or
more directors may do so in writing addressed to the director or directors, c/o National Retail Properties, Inc., 450
South Orange Avenue, Suite 900, Orlando, Florida 32801. All correspondence will be reviewed by the Secretary of
the Company and forwarded directly to the addressee so long as, in the Secretary�s discretion, such correspondence is
reasonably related to protecting or promoting legitimate interests of interested parties or the reliability of the financial
markets.

Audit Committee

General.  The Board of Directors has established an Audit Committee, which is governed by a written charter, a copy
of which is available both on our website at http://www.nnnreit.com and in print to any stockholder who requests it.
Among the duties, powers and responsibilities of the Audit Committee as provided in its charter, the Audit
Committee:

� has sole power and authority concerning the engagement and fees of independent registered public accounting
firms;

� reviews with the independent registered public accounting firm the plans and results of the audit engagement;

� pre-approves all audit services and permitted non-audit services provided by the independent registered public
accounting firm;

� reviews the independence of the independent registered public accounting firm;

� reviews the adequacy of our internal control over financial reporting; and,

� reviews accounting, auditing and financial reporting matters with our independent registered public accounting
firm and management.
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Independence and Composition.  The composition of the Audit Committee is subject to the independence and other
requirements of the Securities Exchange Act of 1934 and the rules and regulations promulgated by the SEC
thereunder, which we refer to as the Exchange Act, and the NYSE listing standards.

The Board of Directors, upon the unanimous recommendation of the Governance and Nominating Committee, has
determined that all current members of the Audit Committee meet the audit committee composition requirements of
the Exchange Act and the NYSE listing standards and that each of Messrs. Jennings and Lanier qualifies as an �audit
committee financial expert� as that term is defined in the Exchange Act.
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Meetings.  The Audit Committee met seven times in the fiscal year ended December 31, 2006. Prior to February 8,
2006, Messrs. Lanier, Hinkle and Martinez were the members of the Audit Committee, with Mr. Lanier serving as
Chairman. As of February 8, 2006, the Audit Committee consists of Messrs. Lanier, Jennings and Martinez, with
Mr. Lanier serving as Chairman.

Governance and Nominating Committee

General.  The Board of Directors has established a Governance and Nominating Committee, which is governed by a
written charter, a copy of which is available both on our website at http://www.nnnreit.com and in print to any
stockholder who requests it. As provided in the Governance and Nominating Committee charter, the Governance and
Nominating Committee:

� identifies and recommends to the Board of Directors individuals to stand for election and reelection to the
Board at our annual meeting of stockholders and to fill vacancies that may arise from time to time;

� develops and makes recommendations to the Board for the creation, and ongoing review and revision of, a set
of effective corporate governance principles that promote our competent and ethical operation and a policy
governing ethical business conduct of our employees and Directors; and,

� makes recommendations to the Board of Directors as to the structure and membership of committees of the
Board of Directors.

Selection of Director Nominees.  Our corporate governance guidelines provide that the Governance and Nominating
Committee will endeavor to identify individuals to serve on the Board who have expertise that is useful to us and
complimentary to the background, skills and experience of other Board members. The Governance and Nominating
Committee�s assessment of the composition of the Board includes (a) skills � business and management experience, real
estate experience, accounting experience, finance and capital markets experience, and an understanding of corporate
governance regulations and public policy matters, (b) character � ethical and moral standards, leadership abilities,
sound business judgment, independence and innovative thought, and (c) composition � diversity, age and public
company experience. The principal qualification for a director is the ability to act in the best interests of the Company
and its stockholders. Each of the candidates for director named in this proxy statement have been recommended by the
Governance and Nominating Committee and approved by the Board of Directors for inclusion on the attached proxy
card.

The Governance and Nominating Committee also considers director nominees recommended by stockholders. See the
section of this proxy statement entitled �PROPOSALS FOR NEXT ANNUAL MEETING� for a description of how
stockholders desiring to make nominations for directors and/or to bring a proper subject before a meeting should do
so. The Governance and Nominating Committee evaluates director candidates recommended by stockholders in the
same manner as it evaluates director candidates recommended by our directors, management or employees.

Independence and Composition.  The NYSE listing standards require that the Governance and Nominating Committee
consist solely of independent directors. The Board of Directors, upon the unanimous recommendation of the
Governance and Nominating Committee, has determined that all current members of the Governance and Nominating
Committee are �independent� as that term is defined in the NYSE listing standards.

Meetings.  The Governance and Nominating Committee met five times in the fiscal year ended December 31, 2006.
Prior to February 8, 2006, Messrs. Hinkle, Jennings and Legler were the members of the Governance and Nominating
Committee, with Mr. Legler serving as Chairman. As of February 8, 2006, the Governance and Nominating
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Committee consists of Messrs. Hinkle, Jennings and Beckwith, with Mr. Hinkle serving as Chairman.

Compensation Committee

General.  The Board of Directors has established a Compensation Committee, which is governed by a written charter,
a copy of which is available both on our website at http://www.nnnreit.com and in print to any stockholder who
requests it.
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Processes and Procedures for Executive and Director Compensation Determinations

� Role of Compensation Committee.  The Compensation Committee is responsible for discharging the
responsibilities of the Board of Directors with respect to approving and evaluating compensation plans, policies
and programs for our executive officers and directors and approving all awards to any executive officer,
director or associate under our equity incentive plans. The Compensation Committee also serves as the
administrator of our 2000 Performance Incentive Plan and will serve as administrator under our 2007
Performance Incentive Plan, if adopted by our stockholders.

� Role of Management in Compensation Determinations.  The Compensation Committee considers the
recommendations of Mr. Macnab when determining the base salary and incentive performance compensation
levels of the executive officers. Similarly, the Compensation Committee also considers the recommendations
of Mr. Macnab when setting specific Company and individual incentive performance targets. In addition,
officers may be invited to attend committee meetings but are not present for any discussion of their own
compensation. Management generally does not have a role in the setting of director compensation.

� Role of Independent Compensation Consultants.  Until mid-2006, the Committee had retained The Schonbraun
McCann Group, LLC, a compensation consultant focusing on the REIT industry (�SMG�), as its independent
compensation consultant to assist the Compensation Committee in evaluating executive compensation
programs and in setting executive officers� compensation. In November 2006, the Compensation Committee
elected to retain Gressle & McGinley LLC, a compensation consultant focused on the REIT industry (�G&M�),
to assist the Compensation Committee in evaluating executive and director compensation programs and in
setting executive officers� and directors� compensation. The use of independent consultants provides additional
assurance that our executive compensation programs are reasonable, consistent with Company objectives and
competitive with executive compensation with companies in our peer group. SMG reported and G&M reports
directly to the Compensation Committee and neither consultant performed any services for management during
the term of their engagement. Both consultants regularly participated in committee meetings during the term of
their engagement.

� Delegation of Authority by the Committee.  The Committee may delegate its authority to make and administer
awards under our equity incentive plans to another committee of the Board of Directors or, except for awards
to individuals subject to Section 16 of the Securities Exchange Act of 1934, to one or more of our officers. On
an annual basis, the Committee typically authorizes a limited number of shares of restricted stock to be
awarded by Craig Macnab, our Chief Executive Officer, to such of our non-executive associates as he
determines, in consultation with our other executive officers. In connection with such grants, the Committee
typically authorizes a tax gross-up cash payment to each recipient representing 25% of the fair market value of
the stock award on the date of grant. The restricted stock typically vests 20% annually over a five-year period.

Our executive compensation programs and philosophy are described in greater detail under the section entitled
�Compensation Discussion and Analysis.�

Independence and Composition.  The NYSE listing standards require that the Compensation Committee consist solely
of independent directors. The Board of Directors, upon the unanimous recommendation of the Governance and
Nominating Committee, has determined that all current members of the Compensation Committee are �independent� as
that term is defined in the NYSE listing standards.

Meetings.  The Compensation Committee met four times in the fiscal year ended December 31, 2006. Prior to
February 8, 2006, Messrs. Jennings, Legler and Martinez were the members of the Compensation Committee, with

Edgar Filing: NATIONAL RETAIL PROPERTIES, INC. - Form DEF 14A

17



Mr. Jennings serving as Chairman. As of February 8, 2006, the Compensation Committee consists of Messrs. Legler,
Beckwith and Martinez, with Mr. Legler serving as Chairman.

Compensation Committee Interlocks and Insider Participation.

No member of the Compensation Committee is or was previously an officer or employee of the Company, and no
executive officer of the Company serves on the board of directors of any company at which any member of the
Compensation Committee is employed.
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Code of Business Conduct

Our directors, as well as our officers and employees, are also governed by our code of business conduct. Our code of
business conduct is available both on our website at http://www.nnnreit.com and in print to any stockholder who
requests it. Amendments to, or waivers from, a provision of the code of business conduct that applies to our directors,
executive officers or employees will be posted to our website promptly following the date of the amendment or
waiver.

Executive Officers

Our executive officers are listed below.

Name Position

Craig Macnab Chief Executive Officer
Julian E. Whitehurst President and Chief Operating Officer
Kevin B. Habicht Executive Vice President, Chief Financial Officer, Assistant Secretary and Treasurer
Christopher P. Tessitore Executive Vice President, General Counsel and Secretary
Paul E. Bayer Executive Vice President

The background of Messrs. Macnab and Habicht are described at �PROPOSAL I � ELECTION OF DIRECTORS �
Nominees.�

Julian E. Whitehurst, age 49, has served as President of the Company since May 2006 and as Chief Operating Officer
of the Company since June 2004. He also previously served as Executive Vice President of the Company from
February 2003 to May 2006, as Secretary of the Company from May 2003 to May 2006 and previously served as
General Counsel from 2003 to 2006. Prior to February 2003, Mr. Whitehurst was a partner at the law firm of
Lowndes, Drosdick, Doster, Kantor & Reed, P.A. He is a member of the International Council of Shopping Centers
and the National Association of Real Estate Investment Trusts and the Association of Corporate Counsel.

Christopher P. Tessitore, age 39, has served as Executive Vice President of the Company since January 2007, as
General Counsel since February 2006 and as Secretary since May 2006. He also previously served as Senior Vice
President and Assistant General Counsel of the Company from 2005 to 2006. Prior to March 2005, Mr. Tessitore was
a partner at the law firm of Lowndes, Drosdick, Doster, Kantor & Reed, P.A. Mr. Tessitore has served on the board of
directors and executive committee of BETA Center, Inc. He is a member of the International Council of Shopping
Centers and the National Association of Real Estate Investment Trusts.

Paul E. Bayer, age 45, has served as Executive Vice President of the Company since January 2007. He also previously
served as Senior Vice President of the Company from September 2005 to December 2006. From September 1999
through September 2005, he served as Vice President of Leasing of the Company. Prior to September 1999, Mr. Bayer
was a leasing agent at J. Donegan Company from 1994 through 1999. Mr. Bayer also previously served as a leasing
agent for Combined Properties from 1992 until 1993 and as a marketing principal at Trammell Crow Company from
1988 until 1991. He is a member of the International Council of Shopping Centers.

8
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AUDIT COMMITTEE REPORT

The information contained in this report shall not be deemed to be �soliciting material� or to be �filed� with the
SEC, nor shall such information be incorporated by reference into any previous or future filings under the Securities
Act of 1933 or the Securities Exchange Act of 1934 except to the extent that the Company incorporated it by specific
reference.

Management is responsible for the Company�s financial statements, internal controls and financial reporting process.
The independent accountants are responsible for performing an independent audit of the Company�s consolidated
financial statements in accordance with auditing standards generally accepted in the United States of America and to
issue a report thereon. The Audit Committee�s responsibility is to monitor and oversee these processes. The Audit
Committee is governed by a charter, a copy of which is available both on our website at http://www.nnnreit.com and
in print to any stockholder who requests it. The Audit Committee charter is designed to assist the Audit Committee in
complying with applicable provisions of the Exchange Act and the NYSE listing standards, all of which relate to
corporate governance and many of which directly or indirectly affect the duties, powers and responsibilities of the
Audit Committee.

Review and Discussions with Management and Independent Accountants.  In this context, the Committee has met and
held discussions with management and the independent accountants. Management represented to the Committee that
the Company�s consolidated financial statements were prepared in accordance with accounting principles generally
accepted in the United States of America, and the Committee has reviewed and discussed the audited consolidated
financial statements with management and the independent accountants. The Committee discussed with the
independent accountants matters required to be discussed by Statement on Auditing Standards No. 61 (Codification of
Statements on Auditing Standards, AU § 380), issues regarding accounting and auditing principles and practices and
the adequacy of internal controls that could significantly affect the Company�s financial statements.

The Company�s independent accountants also provided to the Committee the written disclosures required by
Independence Standards Board Standard No. 1 (Independence Discussions with Audit Committees), and the
Committee discussed with the independent accountants that firm�s independence. The Committee has reviewed the
original proposed scope of the annual audit of the Company�s financial statements and the associated fees and any
significant variations in the actual scope of the audit and fees.

Conclusion.  Based on the review and discussions referred to above, the Committee recommended that the Board of
Directors include the audited consolidated financial statements in the Company�s Annual Report on Form 10-K for the
year ended December 31, 2006 filed with the SEC.

AUDIT COMMITTEE

Ted B. Lanier, Chairman
Richard B. Jennings
Robert Martinez

9
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EXECUTIVE COMPENSATION

Compensation Discussion and Analysis

Objectives of Compensation Program

We believe our degree of success is largely attributable to the talent and dedication of our employees (whom we refer
to as associates) and to the management and leadership efforts of our executive officers. Our goal is to establish a
compensation program that will attract and retain talented corporate officers, motivate them to perform to their fullest
potential, and align their long-term interests with the interests of our stockholders.

What Our Compensation Program is Designed to Reward and Other Policies

We believe that the most effective compensation program is one that is designed to reward the achievement of specific
annual, long-term and strategic goals, and which aligns executives� interests with those of the stockholders by
rewarding performance that meets or exceeds established goals, with the ultimate objective of improving stockholder
value. Our Compensation Committee (for purposes of this discussion and analysis, the �Committee�) evaluates both
performance and compensation to ensure that we maintain our ability to attract and retain superior executive officers
and that compensation provided to our executive officers remains competitive relative to the compensation paid to
similarly situated executives of our peer companies. In making compensation decisions, the Committee considers the
compensation practices and financial performance of REIT and other industry participants and from time to time
receives assessments and advice regarding compensation practices from independent compensation consultants. In
evaluating performance, the Committee considers quantitative and qualitative improvement in factors such as funds
from operations (FFO) per share based metrics, capital structure, absolute and relative stockholder returns and
individual performance and contribution to corporate goals and objectives. Additionally, the Committee makes a
subjective assessment of our general performance, the executive officer�s contribution to our performance, the
executive officer�s anticipated performance and contribution to our achievement of our long-term goals and the
position, level and scope of the executive officer�s responsibility.

We believe that our compensation for executive officers, which includes the use of restricted stock awards, results in a
significant alignment of interest between these individuals and our stockholders. In addition, under our Corporate
Governance Guidelines, executive officers are strongly encouraged to own our common stock (including restricted
stock) equal to a minimum of two times their annual base salary.

Accounting and Tax Considerations.

We select and implement the elements of compensation for their ability to help us achieve the objectives of our
compensation program and not based on any unique or preferential financial accounting or tax treatment. However,
when awarding compensation, the Committee is mindful of the accounting impact that will be caused as a result of the
compensation expense related to the Committee�s actions. In addition, Section 162(m) of the Internal Revenue Code
generally sets a limit of $1.0 million on the amount of annual compensation (other than certain enumerated categories
of performance-based compensation) that we may deduct for federal income tax purposes. While we have not adopted
a policy requiring that all compensation be deductible and expect that we may pay compensation that is not deductible
when necessary to achieve our compensation objectives, we consider the consequences of Section 162(m) and, if our
2007 Performance Incentive Plan is adopted by our stockholders, a portion of our future restricted stock awards are
intended to be performance-based grants which are exempt from the deduction limits of Section 162(m).
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Timing of Restricted Stock Awards.

Restricted stock awards to our executive officers are typically made annually in conjunction with the review of the
individual performance of our executive officers. The review and the annual restricted stock awards typically occur at
the regularly scheduled February meeting of the Committee. For corporate and accounting measurement purposes, the
date of grant of the restricted stock awards is the date of the meeting or such later date as specified by the Committee.
However, the number of shares of restricted stock granted is based on our closing stock price on the last trading day of
the preceding fiscal year for which the restricted stock was earned.
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2006 Executive Compensation Components and How They Relate to Our Objectives

For the fiscal year ended December 31, 2006, base salary, non-equity incentive compensation (in the form of a cash
bonus) and equity incentive compensation (in the form of restricted stock) were the principal components of
compensation for the named executive officers. Executives also receive certain benefits and other perquisites. We
believe that these compensation components provide an appropriate mix of fixed and variable pay, balances
short-term operational performance with long-term shareholder value, and encourages executive recruitment and
retention.

Base Salary

Base salary is intended to provide executive officers with a base level of compensation that is comparable to the base
salaries awarded by comparable companies, with the understanding that a significant portion of each executive�s total
compensation will be incentive based. In 2005, the Committee undertook an extensive review of the compensation of
our executive officers as compared to the compensation of executive officers of companies in our peer group (the
�2005 Review�). In connection with the 2005 Review, the Committee, with the assistance of The Schonbraun McCann
Group, LLC, an independent compensation consultant focusing on the REIT industry (�SMG�), determined that our peer
group included Realty Income Corporation, Lexington Corporate Properties, Inc., Capital Automotive REIT,
Entertainment Properties Trust, Equity One, Inc., Developers Diversified Realty Corporation and Regency Centers
Corporation. The Committee was provided with a detailed analysis of the compensation of our executive officers as
compared to the executive officers of companies in our peer group, with the overall strategy of benchmarking base
salary comparable to the peer group. As a result of the 2005 Review, the Committee set base salaries for executive
officers in 2005. The Committee expects to undertake similar peer group compensation reviews every two or three
years. In 2006, upon the recommendation of management, the Committee approved an approximately 4% inflationary
increase to executive officer base salaries.

Non-Equity Incentive Compensation (Cash Bonuses)

Bonus Plan.  As described above, we believe that a significant portion of each executive officer�s total compensation
should be provided in the form of incentive compensation. Thus, in consultation with SMG, in February 2006, the
Committee approved a non-equity incentive compensation plan (the �Bonus Plan�) for executive officers. The bonus
potential for executive officers under the Bonus Plan was based 75% upon our achievement of certain FFO per share
based targets in 2006 (the �2006 Earnings Targets�), while 25% was based on individual performance as evaluated by
the Committee, in the case of Mr. Macnab and as evaluated by Mr. Craig Macnab, our Chief Executive Officer, in the
case of Mr. Julian E. Whitehurst, our President and Chief Operating Officer and Mr. Kevin B. Habicht, our Executive
Vice President, Chief Financial Officer, Assistant Secretary and Treasurer. The 2006 Earnings Targets were fixed by
the Committee. FFO is generally considered by industry analysts and investors to be the most appropriate measure of
performance of real estate investment companies. Total bonus potential for each of our executive officers in 2006 was
based on the following percentages of their respective base salaries:

Achievement of 2006 Earnings Targets(1)
Threshold Target Maximum Outperform

Named Executive Officer Performance Performance Performance Performance

Craig Macnab 50% 100% 150% 200%
Julian E. Whitehurst 50% 100% 125% 150%
Kevin B. Habicht 50% 100% 125% 150%

Edgar Filing: NATIONAL RETAIL PROPERTIES, INC. - Form DEF 14A

23



Dennis E. Tracy(2) 50% 100% 125% 150%

(1) An interpolation provision applied in the event that actual results in 2006 fell between any of the 2006 Earnings
Targets.

(2) Effective April 4, 2006, Mr. Tracy ceased to be Executive Vice President and Chief Development Officer of
CNLRS Development, Inc., one of our wholly-owned subsidiaries, and his employment was terminated. A
discussion of the post-employment payments Mr. Tracy received pursuant to his employment agreement can be
found under �Potential Payments Upon Termination or Change of Control� below.
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In addition, the Committee reserved the right, in its sole discretion, to make further modifications to the Bonus Plan,
to terminate the Bonus Plan or to elect not to make any awards under the Bonus Plan.

Awards under Bonus Plan.  In February 2007, the Committee met to consider awards to executive officers under the
Bonus Plan. Based on achievement of the outperform 2006 Earnings Target, a review of Mr. Macnab�s performance in
2006 and a report from Mr. Macnab on the performance of the other executive officers in 2006, the Committee
approved a cash bonus to Mr. Macnab equal to 200% of his base salary in 2006 and a cash bonus to each of
Messrs. Whitehurst and Habicht equal to 150% of such officer�s base salary.

The February 2007 bonus awards are reflected in the �Non-Equity Incentive Plan Compensation� column of the
Summary Compensation Table below.

Equity Incentive Plan Compensation (Restricted Stock Awards)

Restricted stock grants are intended to provide the named executive officers with a significant interest in the long-term
performance of our stock. The Committee has elected to use awards of restricted stock instead of other equity awards,
such as stock options, because, as a REIT, which pays a large portion of its annual earnings to stockholders in the
form of dividends, we believe that restricted stock provides a better incentive and alignment of interest than stock
options. Following the 2005 Review, the Committee determined that our desired compensation objectives are better
achieved by awarding restricted stock that is earned based on achievement of specified financial performance targets.

Restricted Stock Plan.  Thus, in consultation with SMG, in May 2006, the Committee approved an equity incentive
compensation plan (the �Restricted Stock Plan�) for executive officers. The Restricted Stock Plan provided for grants of
restricted stock based on our achievement of the 2006 Earnings Targets. In addition, the Committee reserved the right,
in its sole discretion, to make further modifications to the Restricted Stock Plan, to terminate the Restricted Stock Plan
or to elect not to make any awards under the Restricted Stock Plan. The Restricted Stock Plan has two components: a
�retention� component and a �performance� component. Each of the components provides for a restricted stock grant
potential for our executive officers in 2006 based on the percentages of their respective base salaries set forth on the
chart set forth above under �Non-Equity Incentive Compensation (Cash Bonuses) � Bonus Plan.�

Retention Component.  The retention restricted stock would, if awarded, vest 20% per year over a five-year period. In
addition, the executive officers would be entitled to receive dividends on unvested shares of retention restricted stock.

Performance Component.  As initially approved, the performance restricted stock would, if awarded, fully vest on
January 1, 2010 if between January 1, 2007 and January 1, 2010, either:

We also may rely on trade secrets to protect our technologies or products, especially where we do not believe patent
protection is appropriate or obtainable. However, trade secrets are difficult to protect. Although we use reasonable
efforts to protect our trade secrets, our employees, consultants, contractors, outside scientific collaborators and other
advisors may unintentionally or willfully disclose our information to competitors. Enforcing a claim that a third-party
entity illegally obtained and is using any of our trade secrets is expensive and time-consuming, and the outcome is
unpredictable. In addition, courts outside the United States are sometimes less willing to protect trade secrets.
Moreover, our competitors may independently develop equivalent knowledge, methods and know-how.

We may incur substantial costs as a result of litigation or other proceedings relating to patent and other intellectual
property rights.
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If we choose to go to court to stop someone else from using our inventions, that individual or company has the right to
ask the court to rule that the underlying patents are invalid or should not be enforced against that third party. These
lawsuits are expensive and would consume time and other resources even if we were successful in stopping
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the infringement of these patents. There is also the risk that, even if the validity of these patents is upheld, the court
will refuse to stop the other party on the ground that such other party�s activities do not infringe the patents.

Further, a third party may claim that we or our contract manufacturers are using inventions covered by the third party�s
patent rights and may go to court to stop us from engaging in the alleged infringing activity, including making, using
or selling our product candidates. These lawsuits are costly and could affect our results of operations and divert the
attention of managerial and technical personnel. There is a risk that a court would decide that we or our contract
manufacturers are infringing the third party�s patents and would order us or our partners to stop the activities covered
by the patents. In addition, there is a risk that a court will order us or our contract manufacturers to pay the other
party�s damages for having violated the other party�s patents. We have indemnified our contract manufacturers against
certain patent infringement claims and thus may be responsible for any of their costs associated with such claims and
actions. The pharmaceutical, biotechnology and other life sciences industry has produced a proliferation of patents,
and it is not always clear to industry participants, including us, which patents cover various types of products or
methods of use. The coverage of patents is subject to interpretation by the courts and the interpretation is not always
uniform. If we were sued for patent infringement, we would need to demonstrate that our products or methods of use
either do not infringe the patent claims of the relevant patent or that the patent claims are invalid, and we may not be
able to do this. Proving invalidity, in particular, is difficult since it requires clear and convincing evidence to
overcome the presumption of validity enjoyed by issued patents.

Although we have conducted searches of third-party patents with respect to our OMS103HP, OMS302, OMS201,
MASP-2, Addiction, PDE10, PDE7 and GPCR programs, these searches may not have identified all third-party
patents relevant to these programs. Consequently, we cannot assure you that third-party patents containing claims
covering our product candidates, programs, technologies or methods do not exist, have not been filed, or could not be
filed or issued.

Because some patent applications in the United States may be maintained in secrecy until the patents are issued,
because patent applications in the United States and many foreign jurisdictions are typically not published until
eighteen months after filing, and because publications in the scientific literature often lag behind actual discoveries,
we cannot be certain that others have not filed patent applications for technology covered by our patents, our licensors�
patents, our pending applications or our licensors� pending applications, or that we or our licensors were the first to
invent the technology. Our competitors may have filed, and may in the future file, patent applications covering
technologies similar to ours. Any such patent application may have priority over our or our licensors� patent
applications and could further require us to obtain rights to issued patents covering such technologies. If another party
has filed a U.S. patent application on inventions similar to ours, we may have to participate in an interference
proceeding declared by the USPTO to determine priority of invention in the United States. The costs of these
proceedings could be substantial, and it is possible that such efforts would be unsuccessful, resulting in a loss of our
U.S. patent position with respect to such inventions.

Some of our competitors may be able to sustain the costs of complex patent litigation more effectively than we can
because they have substantially greater resources. In addition, any uncertainties resulting from the initiation and
continuation of any litigation could have a material adverse effect on our ability to raise the capital necessary to
continue our operations.

We use hazardous materials in our business and must comply with environmental laws and regulations, which can
be expensive.

Our research operations produce hazardous waste products, which include chemicals and radioactive and biological
materials. We are subject to a variety of federal, state and local regulations relating to the use, handling, storage and
disposal of these materials. Although we believe that our safety procedures for handling and disposing of these
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materials comply with applicable legal regulations, the risk of accidental contamination or injury from these materials
cannot be eliminated. We generally contract with third parties for the disposal of such substances and store our
low-level radioactive waste at our facilities until the materials are no longer considered radioactive. We may be
required to incur further costs to comply with current or future environmental and safety regulations. In addition,
although we carry insurance, in the event of accidental contamination or injury from these materials, we
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could be held liable for any damages that result and any such liability could exceed our insurance coverage and other
resources.

The loss of members of our management team could substantially disrupt our business operations.

Our success depends to a significant degree on the continued individual and collective contributions of our
management team. The members of our management team are at-will employees, and we do not maintain any
key-person life insurance policies except for on the life of Gregory Demopulos, M.D., our president, chief executive
officer and chairman of the board of directors. Losing the services of any key member of our management team,
whether from death or disability, retirement, competing offers or other causes, could delay execution of our business
strategy, cause us to lose a strategic partner, or otherwise materially affect our operations.

We rely on highly skilled personnel and, if we are unable to retain or motivate key personnel or hire qualified
personnel, we may not be able to maintain our operations or grow effectively.

Our performance is largely dependent on the talents and efforts of highly skilled individuals. Our future success
depends on our continuing ability to identify, hire, develop, motivate and retain highly skilled personnel for all areas
of our organization. If we are unable to hire and train a sufficient number of qualified employees for any reason, we
may not be able to implement our current initiatives or grow effectively. We have in the past maintained a rigorous,
highly selective and time-consuming hiring process. We believe that our approach to hiring has significantly
contributed to our success to date. If we do not succeed in attracting qualified personnel and retaining and motivating
existing personnel, our existing operations may suffer and we may be unable to grow effectively.

To manage our anticipated future growth, we must continue to implement and improve our managerial, operational
and financial systems and continue to recruit and train additional qualified personnel. Due to our limited financial
resources, we may not be able to effectively manage the expansion of our operations or recruit and train additional
qualified personnel. The physical expansion of our operations may lead to significant costs and may divert our
management and business development resources. Any inability to manage growth could delay the execution of our
business plans or disrupt our operations.

Our former chief financial officer has filed a lawsuit against us and our current and former directors, the defense
of which may consume our time and resources, harm our reputation and the reputations of our current and former
directors, and materially negatively affect our financial position and cause our stock price to decline.

In December 2008, our former chief financial officer, Richard J. Klein, used our Whistleblower Policy procedures to
report to the chairman of our audit committee that we had submitted grant reimbursement claims to the National
Institutes of Health, or NIH, for work that we had not performed. In accordance with the Whistleblower Policy and its
charter, our audit committee, with special outside counsel, commenced an independent investigation of our NIH grant
and claims procedures. The investigation concluded that we had not submitted claims to the NIH for work we had not
performed. In January 2009, we terminated Mr. Klein�s employment for reasons other than this incident. Mr. Klein
alleged that he was wrongfully terminated and claimed it was retaliatory. We subsequently voluntarily reported to the
NIH Mr. Klein�s whistleblower report and the audit committee findings; the NIH confirmed to us in writing that it was
satisfied with our handling of these grant matters.

On September 21, 2009, Mr. Klein filed a lawsuit against us and some of our current and former directors in the
United States District Court for the Western District of Washington, alleging, among other things, that we violated the
Federal False Claims Act, wrongfully discharged his employment in violation of public policy and defamed him.
Mr. Klein seeks, among other things, damages in an amount to be proven at trial, actual litigation expenses and his
reasonable attorneys� fees and damages for loss of future earnings. On January 8, 2010, the court dismissed all of our
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non-executive directors from the case with prejudice and on July 27, 2010, Mr. Klein withdrew his defamation claim.
Although we have been advised by outside employment and corporate counsel that we have meritorious defenses to
Mr. Klein�s allegations, and we intend to defend against the claims vigorously, neither the outcome of the litigation nor
the amount and range of potential damages or exposure associated with the litigation can be assessed with certainty.
Further, defending this lawsuit may consume our time and resources, harm our reputation
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and the reputations of our current and former directors, and materially negatively affect our financial position and
cause our stock price to decline.

As a public company we incur increased costs and demands on management as a result of complying with the laws
and regulations affecting public companies, which could affect our operating results.

As a public company we incur significant legal, accounting and other expenses that we did not incur as a private
company, including costs associated with public company reporting requirements. We also have incurred and will
continue to incur costs associated with corporate governance requirements, including first-year compliance under the
Sarbanes-Oxley Act, as well as rules implemented by the SEC and the NASDAQ Stock Market. These rules and
regulations have increased our legal and financial compliance costs and made some activities more time-consuming
and costly. We also expect that these rules and regulations may make it more difficult and more expensive for us to
obtain director and officer liability insurance, and we may be required to accept reduced policy limits and coverage or
incur substantially higher costs to obtain the same or similar coverage than used to be available. As a result, it may be
more difficult for us to attract and retain qualified individuals to serve on our board of directors or as our executive
officers.

We are not currently required to comply with Section 404 of the Sarbanes-Oxley Act of 2002, and are therefore not
required to make an assessment of the effectiveness of our internal controls over financial reporting. Further, our
independent registered public accounting firm has not been engaged to express, nor has it expressed, an opinion on the
effectiveness of our internal controls over financial reporting. We will be required under Section 404 to perform
system and process evaluation and testing of our internal controls over financial reporting to allow management and
our independent registered public accounting firm to report on the effectiveness of our internal controls over financial
reporting for fiscal years ending after December 31, 2009. Our testing, or the subsequent testing by our independent
registered public accounting firm, may reveal deficiencies in our internal controls over financial reporting that are
deemed to be material weaknesses.

If we are not able to implement the requirements of Section 404 in a timely manner or with adequate compliance,
management may not be able to assess whether our internal controls over financial reporting are effective, which may
subject us to adverse regulatory consequences and could result in a negative reaction in the financial markets due to a
loss of confidence in the reliability of our financial statements. In addition, if we fail to develop and maintain effective
controls and procedures, we may be unable to provide the required financial information in a timely and reliable
manner or otherwise comply with the standards applicable to us as a public company. Any failure by us to provide the
required financial information in a timely manner could materially and adversely impact our financial condition and
the market value of our securities.

Risks Related to Our Industry

Our competitors may develop products that are less expensive, safer or more effective, or which may otherwise
diminish or eliminate the commercial success of any potential products that we may commercialize.

If our competitors market products that are less expensive, safer or more effective than our future products developed
from our product candidates, that reach the market before our product candidates, or that otherwise negatively affect
the market, we may not achieve commercial success. For example, we are developing PDE10 inhibitors to identify a
product candidate for use in the treatment of schizophrenia and other psychotic disorders. Other pharmaceutical
companies, many with significantly greater resources than we have, are also developing PDE10 inhibitors for the
treatment of schizophrenia and other psychotic disorders and these companies may be further along in development.
The failure of a PDE10 inhibitor product candidate from any of our competitors to demonstrate safety or efficacy in
clinical trials may negatively reflect on the ability of our PDE10 inhibitor product candidates under development to
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demonstrate safety and efficacy. In addition, we believe that other companies are attempting to de-orphanize orphan
GPCRs. If any of these companies are able to de-orphanize an orphan GPCR before we do, we may be unable to
establish a commercially valuable intellectual property position around that orphan GPCR. Further, the failure of any
future products developed from our product candidates to effectively

-17-

Edgar Filing: NATIONAL RETAIL PROPERTIES, INC. - Form DEF 14A

Table of Contents 32



Table of Contents

compete with products marketed by our competitors would impair our ability to generate revenue, which would have a
material adverse effect on our future business, financial condition and results of operations.

We expect to compete with other biopharmaceutical and biotechnology companies, and our competitors may:

� develop and market products that are less expensive or more effective than any future products developed from
our product candidates;

� commercialize competing products before we can launch any products developed from our product candidates;

� operate larger research and development programs, possess commercial-scale manufacturing operations or
have substantially greater financial resources than we do;

� initiate or withstand substantial price competition more successfully than we can;

� have greater success in recruiting skilled technical and scientific workers from the limited pool of available
talent;

� more effectively negotiate third-party licenses and strategic relationships; and

� take advantage of acquisition or other opportunities more readily than we can.

We expect to compete for market share against large pharmaceutical and biotechnology companies, smaller
companies that are collaborating with larger pharmaceutical companies, new companies, academic institutions,
government agencies and other public and private research organizations. In addition, the pharmaceutical and
biotechnology industry is characterized by rapid technological change. Because our research approach integrates many
technologies, it may be difficult for us to remain current with rapid changes in each technology. If we fail to stay at
the forefront of technological change, we may be unable to compete effectively. Our competitors may render our
technologies obsolete by advances in existing technological approaches or the development of new or different
approaches, potentially eliminating the advantages in our product discovery process that we believe we derive from
our research approach and proprietary technologies and programs. In addition, physicians may continue with their
respective current treatment practices, including the use of current preoperative and postoperative treatments, rather
than adopt our PharmacoSurgery product candidates.

Our product candidates could be subject to restrictions or withdrawal from the market and we may be subject to
penalties if we fail to comply with regulatory requirements, or if we experience unanticipated problems with our
product candidates, if and when any of them are approved.

Any product candidate for which we obtain marketing approval, together with the manufacturing processes,
post-approval clinical data, and advertising and promotional activities for such product candidate, will be subject to
continued regulation by the FDA and other regulatory agencies. Even if regulatory approval of a product candidate is
granted, the approval may be subject to limitations on the indicated uses for which the product candidate may be
marketed or to the conditions of approval, or contain requirements for costly post-marketing testing and surveillance
to monitor the safety or efficacy of the product candidate. Later discovery of previously unknown problems with our
product candidates or their manufacture, or failure to comply with regulatory requirements, may result in:

� restrictions on such product candidates or manufacturing processes;

� withdrawal of the product candidates from the market;
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� voluntary or mandatory recalls;

� fines;

� suspension of regulatory approvals;

� product seizures; or

� injunctions or the imposition of civil or criminal penalties.
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If we are slow to adapt, or unable to adapt, to changes in existing regulatory requirements or adoption of new
regulatory requirements or policies, we may lose marketing approval for our product candidates when and if any of
them are approved.

Failure to obtain regulatory approval in foreign jurisdictions would prevent us from marketing our products
internationally.

We intend to have our product candidates marketed outside the United States. In order to market our products in the
European Union and many other non-U.S. jurisdictions, we must obtain separate regulatory approvals and comply
with numerous and varying regulatory requirements. We may be unable to file for regulatory approvals and may not
receive necessary approvals to commercialize our products in any market. The approval procedure varies among
countries and can involve additional testing and data review. The time required to obtain foreign regulatory approval
may differ from that required to obtain FDA approval. The foreign regulatory approval process may include all of the
risks associated with obtaining FDA approval discussed in these �Risk Factors.� We may not obtain foreign regulatory
approvals on a timely basis, if at all. Approval by the FDA does not ensure approval by regulatory agencies in other
countries, and approval by one foreign regulatory authority does not ensure approval by regulatory agencies in other
foreign countries or by the FDA. The failure to obtain these approvals could harm our business.

If we are unable to obtain adequate reimbursement from governments or third-party payors for any products that
we may develop or if we are unable to obtain acceptable prices for those products, they may not be purchased or
used and, as a result, our revenue and prospects for profitability could suffer.

Our future revenue and profit will depend heavily on the availability of adequate reimbursement for the use of our
approved product candidates from governmental and other third-party payors, both in the United States and in other
countries. Even if we are successful in bringing one or more product candidates to market, these products may not be
considered cost-effective, and the amount reimbursed for any product candidates may be insufficient to allow us to
sell our product candidates profitably. Reimbursement by a third-party payor may depend on a number of factors,
including the third-party payor�s determination that use of a product is:

� a covered benefit under its health plan;

� safe, effective and medically necessary;

� appropriate for the specific patient;

� cost-effective; and

� neither experimental nor investigational.

Obtaining reimbursement approval for a product from each government or third-party payor is a time-consuming and
costly process that will require the build-out of a sufficient staff and could require us to provide supporting scientific,
clinical and cost-effectiveness data for the use of our products to each payor. Because none of our product candidates
have been approved for marketing, we can provide you no assurances at this time regarding their cost-effectiveness
and the amount, if any, or method of reimbursement. There may be significant delays in obtaining reimbursement
coverage for newly approved product candidates and we may not be able to provide data sufficient to gain acceptance
with respect to reimbursement. Even when a payor determines that a product is eligible for reimbursement, coverage
may be more limited than the purposes for which the product candidate is approved by the FDA or foreign regulatory
agencies. Increasingly, third-party payors who reimburse healthcare costs, such as government and private payors, are
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requiring that companies provide them with predetermined discounts from list prices, and are challenging the prices
charged for medical products. Moreover, eligibility for coverage does not mean that any product candidate will be
reimbursed at a rate that allows us to make a profit in all cases, or at a rate that covers our costs, including research,
development, manufacturing, sale and distribution. In non-U.S. jurisdictions, we must obtain separate reimbursement
approvals and comply with related foreign legal and regulatory requirements. In some countries, including those in the
European Union, our product candidates may be subject to government price controls. Pricing negotiations with
governmental authorities can take a considerable amount of time after the receipt of marketing approval for a product
candidate. If the reimbursement we are able to obtain for
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any product candidate we develop is inadequate in light of our development and other costs or is significantly delayed,
our business could be materially harmed.

Product liability claims may damage our reputation and, if insurance proves inadequate, these claims may harm
our business.

We may be exposed to the risk of product liability claims that is inherent in the biopharmaceutical industry. A product
liability claim may damage our reputation by raising questions about our product candidate�s safety and efficacy and
could limit our ability to sell one or more product candidates, if approved, by preventing or interfering with
commercialization of our product candidates. In addition, product liability insurance for the biopharmaceutical
industry is generally expensive to the extent it is available at all. There can be no assurance that we will be able to
obtain and maintain such insurance on acceptable terms or that we will be able to secure increased coverage if the
commercialization of our product candidates progresses, or that future claims against us will be covered by our
product liability insurance. Although we currently have product liability insurance coverage for our clinical trials, our
insurance coverage may not reimburse us or may be insufficient to reimburse us for any or all expenses or losses we
may suffer. A successful claim against us with respect to uninsured liabilities or in excess of insurance coverage could
have a material adverse effect on our business, financial condition and results of operations.

Risks Related to Our Common Stock

Our stock price has been and may continue to be volatile, and the value of an investment in our common stock may
decline.

We completed the initial public offering of shares of our common stock in October 2009 at a price of $10.00 per
share. Subsequently, our common stock has traded as low as $5.02 per share. The trading price of our common stock
is likely to continue to be highly volatile and could be subject to wide fluctuations in response to various factors, some
of which are beyond our control. These factors include:

� results from our clinical trial programs, including our ongoing Phase 3 clinical program for OMS103HP for use
in ACL reconstruction surgery, our ongoing Phase 2b clinical trial for OMS302, our ongoing Phase 1/Phase 2
clinical trial for OMS201, and our ongoing Phase 2 clinical trial for our Addiction program;

� FDA or international regulatory actions, including failure to receive regulatory approval for any of our product
candidates;

� announcements regarding the progress of our GPCR program;

� failure of any of our product candidates, if approved, to achieve commercial success;

� quarterly variations in our results of operations or those of our competitors;

� our ability to develop and market new and enhanced product candidates on a timely basis;

� announcements by us or our competitors of acquisitions, regulatory approvals, clinical milestones, new
products, significant contracts, commercial relationships or capital commitments;

� third-party coverage and reimbursement policies;

� additions or departures of key personnel;
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� commencement of, or our involvement in, litigation;

� our ability to meet our repayment and other obligations under our debt facility with BlueCrest, pursuant to
which we had a notes payable balance of $10.1 million as of June 30, 2010;

� changes in governmental regulations or in the status of our regulatory approvals;

� changes in earnings estimates or recommendations by securities analysts;

� any major change in our board or management;
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� general economic conditions and slow or negative growth of our markets; and

� political instability, natural disasters, war and/or events of terrorism.

From time to time, we estimate the timing of the accomplishment of various scientific, clinical, regulatory and other
product development goals or milestones. These milestones may include the commencement or completion of
scientific studies and clinical trials and the submission of regulatory filings. Also, from time to time, we expect that
we will publicly announce the anticipated timing of some of these milestones. All of these milestones are based on a
variety of assumptions. The actual timing of these milestones can vary dramatically compared to our estimates, in
some cases for reasons beyond our control. If we do not meet these milestones as publicly announced, our stock price
may decline and the commercialization of our product and product candidates may be delayed.

In addition, the stock market has experienced extreme price and volume fluctuations that have often been unrelated or
disproportionate to the operating performance of publicly traded companies. Broad market and industry factors may
seriously affect the market price of companies� stock, including ours, regardless of actual operating performance.
These fluctuations may be even more pronounced in the trading market for our stock. In addition, in the past,
following periods of volatility in the overall market and the market price of a particular company�s securities, securities
class action litigation has often been instituted against these companies. This litigation, if instituted against us, could
result in substantial costs and a diversion of our management�s attention and resources.

We expect that we will seek to raise additional capital in the future; however, such capital may not be available to
us on reasonable terms, if at all, when or as we require additional funding. If we issue additional shares of our
common stock or other securities that may be convertible into, or exercisable or exchangeable for, our common
stock, our existing shareholders would experience further dilution.

Although we plan to seek to raise additional capital, except for our committed equity line financing facility described
below, we have no commitments for additional capital and cannot be certain that it will be available on acceptable
terms, if at all. Continued disruptions in the global equity and credit markets may further limit our ability to access
capital. To the extent that we raise additional funds by issuing equity securities, including pursuant to our committed
equity line financing facility, our shareholders may experience significant dilution. Any debt financing, if available,
may restrict our operations similar to our debt facility with BlueCrest. If we are unable to raise additional capital when
required or on acceptable terms, we may have to significantly delay, scale back or discontinue the development or
commercialization of one or more of our product candidates or one or more of our other research and development
initiatives. We also could be required to seek collaborators for one or more of our current or future product candidates
at an earlier stage than otherwise would be desirable or on terms that are less favorable than otherwise might be
available or to relinquish or license on unfavorable terms our rights to technologies or product candidates that we
otherwise would seek to develop or commercialize ourselves. We also may have insufficient funds or otherwise be
unable to advance our preclinical programs, such as potential new drug targets developed from our GPCR program, to
a point where they can generate revenue through partnerships, collaborations or other arrangements. Any of these
events could significantly harm our business and prospects and could cause our stock price to decline.

If we sell shares of our common stock under our committed equity line financing facility, our existing shareholders
will experience immediate dilution and, as a result, our stock price may go down.

In July 2010, we entered into a committed equity line financing facility, or financing arrangement, under which we
may sell up to $40.0 million of our common stock to Azimuth over a 24-month period subject to a maximum of
4,297,495 shares of our common stock. If we elect to use the financing arrangement, the sale of shares of our common
stock to Azimuth will have a dilutive impact on our existing shareholders. Azimuth may resell some or all of the
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shares we issue to them pursuant to the financing arrangement and such sales could cause the market price of our
common stock to decline significantly with advances under the financing arrangement. To the extent of any such
decline, any subsequent advances would require us to issue a greater number of shares of common stock to Azimuth
in exchange for each dollar of the advance. Under these circumstances, our existing shareholders would experience
greater dilution and the total amount of financing that we will be able to raise pursuant to the financing arrangement
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could be significantly lower than $40.0 million. Although Azimuth is precluded from short sales of shares acquired
pursuant to advances under the financing arrangement, the sale of our common stock under the financing arrangement
could encourage short sales by third parties, which could contribute to the further decline of our stock price.

Future sales of shares by existing shareholders could cause our stock price to decline.

Approximately 14.5 million shares of our common stock became available for sale by our shareholders upon the
expiration of lock-up agreements in April 2010. If these shareholders sell, or indicate an intention to sell, substantial
amounts of our common stock in the public market, the trading price of our common stock could decline. In addition,
approximately 4.9 million shares of common stock that are either subject to outstanding warrants or subject to
outstanding options or reserved for future issuance under our employee benefit plans will become eligible for sale in
the public market to the extent permitted by the provisions of various vesting agreements. If these additional shares
are sold, or if it is perceived that they will be sold, in the public market, the trading price of our common stock could
decline.

Anti-takeover provisions in our charter documents and under Washington law could make an acquisition of us,
which may be beneficial to our shareholders, more difficult and prevent attempts by our shareholders to replace or
remove our current management.

Provisions in our articles of incorporation and bylaws and under Washington law may delay or prevent an acquisition
of us or a change in our management. These provisions include a classified board of directors, a prohibition on
shareholder actions by less than unanimous written consent, restrictions on the ability of shareholders to fill board
vacancies and the ability of our board of directors to issue preferred stock without shareholder approval. In addition,
because we are incorporated in Washington, we are governed by the provisions of Chapter 23B.19 of the Washington
Business Corporation Act, which, among other things, restricts the ability of shareholders owning ten percent or more
of our outstanding voting stock from merging or combining with us. Although we believe these provisions collectively
provide for an opportunity to receive higher bids by requiring potential acquirors to negotiate with our board of
directors, they would apply even if an offer may be considered beneficial by some shareholders. In addition, these
provisions may frustrate or prevent any attempts by our shareholders to replace or remove our current management by
making it more difficult for shareholders to replace members of our board of directors, which is responsible for
appointing the members of our management.

Our management has broad discretion over the use of the net proceeds we received from our initial public offering
and that we may receive under our committed equity line financing facility, and we may not use the net proceeds in
ways that increase the value of our stock price.

We have broad discretion over the use of the net proceeds we received from our initial public offering, and that we
may receive if we sell shares of common stock to Azimuth, and we could spend the proceeds in ways that do not
improve our results of operations or enhance the value of our common stock.

Our failure to apply these funds effectively could have a material adverse effect on our business, delay the
development of our product candidates and cause the price of our common stock to decline.

We have never declared or paid dividends on our capital stock, and we do not anticipate paying dividends in the
foreseeable future.

Our business requires significant funding, and we have not generated any material revenue. We currently plan to
invest all available funds and future earnings, if any, in the development and growth of our business. Therefore, we
currently do not anticipate paying any cash dividends on our common stock in the foreseeable future. As a result, a
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potential gain in the foreseeable future, and you should not rely on an investment in our common stock for dividend
income.
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FORWARD-LOOKING STATEMENTS

This prospectus and the SEC filings that are incorporated by reference into this prospectus contain or incorporate by
reference forward-looking statements. The Private Securities Litigation Reform Act of 1995 has established that these
statements qualify for safe harbors from liability. You can identify these statements by forward-looking words such as
�may,� �expect,� �anticipate,� �contemplate,� �believe,� �estimate,� �intends,� and �continue� or similar words. You should read
statements that contain these words carefully because they discuss future expectations, contain projections of future
results of operations or financial condition, or state other �forward-looking� information.

We believe it is important to communicate our expectations to our shareholders. However, there may be events in the
future that we are not able to predict accurately or over which we have no control. The risk factors and cautionary
language discussed in this prospectus provide examples of risks, uncertainties and events that may cause actual results
to differ materially from the expectations described in the forward-looking statements, including:

� our ability to advance our PDE10 program through the completion of Phase 1 clinical trials with the funding
we may receive from The Stanley Medical Research Institute;

� our ability to release the results from our ongoing Phase 3 clinical program of OMS103HP for ACL
reconstruction surgery by year-end 2010;

� our ability to market OMS103HP by 2012, at the earliest;

� our expectations regarding the clinical benefits of our product candidates, including whether OMS103HP will
be the first commercially available drug delivered directly to the surgical site to improve function following
arthroscopic surgery;

� our capability to continue high-throughput de-orphanization of orphan GPCRs and to develop product
candidates that act at these new potential drug targets;

� our estimates regarding our future net losses, revenues, research and development expenses and general and
administrative expenses;

� our estimate regarding how long our existing cash, cash equivalents and short-term investments will be
sufficient to fund our anticipated operating expenses, capital expenditures and note payments; and

� our involvement in potential claims and legal proceedings, the expected course and costs of existing claims and
legal proceedings, and the potential outcomes and effects of both existing and potential claims and legal
proceedings on our business, prospects, financial condition and results of operations.

Although we believe that the forward-looking statements contained herein are reasonable, we can give no assurance
that our expectations will be met. All forward-looking statements contained herein are expressly qualified in their
entirety by this cautionary statement and the risk factors beginning on page 5.

You are cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date of
this prospectus. Except to the extent required by applicable laws and regulations, we undertake no obligation to update
these forward-looking statements to reflect events or circumstances after the date of this prospectus or to reflect the
occurrence of unanticipated events.
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USE OF PROCEEDS

The selling shareholder will receive all of the net proceeds from sales of the common stock sold pursuant to this
prospectus.

PRICE RANGE OF OUR COMMON STOCK

Our common stock has been quoted on the NASDAQ Global Market under the symbol �OMER� since our initial public
offering on October 8, 2009. Prior to such offering, there was not public market for our common stock.
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The following table sets forth for the indicated periods the high and low sales prices of our common stock as reported
by the NASDAQ Global Market.

High Low

Fiscal year ended December 31, 2010 (through August 27, 2010):
First Quarter $ 7.70 $ 5.45
Second Quarter 7.80 5.02
Third Quarter 8.99 5.78
Fiscal year ended December 31, 2009:
Fourth Quarter $ 9.49 $ 5.27

DIVIDEND POLICY

We have never declared or paid any cash dividends on our capital stock, we do not currently intend to pay any cash
dividends on our common stock in the foreseeable future and under our Loan and Security Agreement with BlueCrest
Venture Finance Master Fund Limited we have agreed not to pay any dividends so long as we have any outstanding
obligations under the agreement. We expect to retain all available funds and future earnings, if any, to fund the
development and growth of our business. Any future determination to pay dividends, if any, on our common stock
will be at the discretion of our board of directors and will depend on, among other factors, our results of operations,
financial condition, capital requirements and contractual restrictions.

DESCRIPTION OF OUR CAPITAL STOCK

General

The following is a summary of the rights of our common stock and preferred stock and related provisions of our
articles of incorporation and bylaws. For more detailed information, please see our articles of incorporation and
bylaws, which are filed as exhibits to the registration statement of which this prospectus is part.

Our authorized capital stock consists of 170,000,000 shares, each with a par value of $0.01 per share, of which:

� 150,000,000 shares will be designated as common stock; and

� 20,000,000 shares designated as preferred stock.

As of June 30, 2010, there were 375 holders of record of our common stock.

Common Stock

The holders of our common stock are entitled to one vote per share on all matters to be voted on by the shareholders.
Subject to preferences that may be applicable to any outstanding shares of preferred stock, holders of common stock
are entitled to receive ratably such dividends as may be declared by the board of directors out of funds legally
available therefor. If we liquidate, dissolve or wind up, holders of common stock are entitled to share ratably in all
assets remaining after payment of liabilities and the liquidation preferences of any outstanding shares of preferred
stock. Holders of common stock have no preemptive, conversion or subscription rights. There are no redemption or
sinking fund provisions applicable to the common stock. All outstanding shares of common stock are, and all shares
of common stock to be outstanding upon completion of this offering will be, fully paid and nonassessable.
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Preferred Stock

Our board of directors has the authority, without further action by the shareholders, to issue from time to time the
preferred stock in one or more series, to fix the number of shares of any such series and the designation thereof and to
fix the rights, preferences, privileges and restrictions granted to or imposed upon such preferred stock, including
dividend rights, dividend rates, conversion rights, voting rights, rights and terms of redemption, redemption prices,
liquidation preference and sinking fund terms, any or all of which may be greater than or
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senior to the rights of the common stock. The issuance of preferred stock could adversely affect the voting power of
holders of common stock and reduce the likelihood that such holders will receive dividend payments and payments
upon liquidation. Such issuance could have the effect of decreasing the market price of the common stock. The
issuance of preferred stock or even the ability to issue preferred stock could have the effect of delaying, deterring or
preventing a change in control. We have no present plans to issue any shares of preferred stock.

Warrants

As of June 30, 2010, we had warrants outstanding to purchase an aggregate of 209,017 shares of our common stock,
as follows:

� A warrant that we assumed in connection with our acquisition of nura on August 11, 2006 to purchase
11,539 shares of our common stock with an exercise price of $9.13 per share. This warrant will terminate upon
the earlier of (a) April 26, 2015 and (b) certain acquisitions of us as described in the warrant.

� Warrants issued on March 29, 2007 to purchase an aggregate of 197,478 shares of our common stock with an
exercise price of $12.25 per share. These warrants will terminate on the earlier of (a) a change of control as
defined in the warrants and (b) March 29, 2012.

The Stanley Medical Research Institute

Pursuant to our funding agreement with The Stanley Medical Research Institute, or SMRI, if we meet the defined
clinical milestone set forth in the funding agreement, we have agreed to meet with SMRI to discuss whether SMRI
will make, and whether we will accept, a further equity investment of up to $600,000 together with grant funding of
up to $2.7 million from SMRI. This additional equity investment and grant are subject to our negotiation of mutually
agreeable terms, including the price per share of the equity investment, with SMRI.

Registration Rights

The holders of an aggregate of 13,535,031 shares of our common stock, or their permitted transferees, are entitled to
rights with respect to the registration of offer and sale of these shares under the Securities Act. These rights are
provided pursuant to the terms of an amended and restated investors� rights agreement between us and the holders of
these shares. Holders of an aggregate of 11,505,765 of these shares, or their permitted transferees, are entitled to
demand registration rights, short-form registration rights and piggyback registration rights. Holders of the remaining
2,029,266 shares, or their permitted transferees, are entitled to only piggyback registration rights. All fees, costs and
expenses of underwritten registrations will be borne by us and all selling expenses, including underwriting discounts
and selling commissions, will be borne by the holders of the shares being registered.

Demand Registration Rights

We will be required, upon the written request of the holders of at least 30% of our shares of common stock issued
upon conversion of our convertible preferred stock, to use our best efforts to register the offer and sale of all or a
portion of these shares. The demand registration rights are subject to customary limitations, and we are required to
effect only one demand registration pursuant to the amended and restated investors� rights agreement.

Short-Form Registration Rights

If we are eligible to file a registration statement on Form S-3, we will be required, upon the written request of the
holders of at least 20% of these shares of our common stock, to have the offer and sale of such shares registered by us
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at our expense provided that such requested registration has an anticipated aggregate offering price to the public of at
least $2.5 million and we have not already effected one short-form registration in the preceding twelve-month period.

Piggyback Registration Rights

If we register the offer and sale of any of our securities either for our own account or for the account of other security
holders, the holders of these shares are entitled to include their shares in the registration. Subject to certain
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exceptions, we and the underwriters may limit the number of shares included in the underwritten offering if the
underwriters believe that including these shares would adversely affect the offering. These registration rights have
been waived with respect to this offering.

Anti-Takeover Effects of Washington Law and our Articles of Incorporation and Bylaws

Certain provisions of Washington law, our articles of incorporation and our bylaws contain provisions that may delay,
defer or discourage another party from acquiring control of us. These provisions, which are summarized below, are
expected to discourage coercive takeover practices and inadequate takeover bids. These provisions are also designed,
in part, to encourage persons seeking to acquire control of us to first negotiate with our board of directors. We believe
that the benefits of increased protection of our potential ability to negotiate with an unfriendly or unsolicited acquiror
outweigh the disadvantages of discouraging a proposal to acquire us because negotiation of these proposals could
result in an improvement of their terms.

Undesignated Preferred Stock

As discussed above, our board of directors has the ability to issue preferred stock with voting or other rights or
preferences that could impede the success of any attempt to change control of us. These and other provisions may
have the effect of deferring hostile takeovers or delaying changes in control or management.

Limits on Ability of Shareholders to Act by Written Consent or Call a Special Meeting

Washington law limits the ability of shareholders of public companies from acting by written consent by requiring
unanimous written consent for a shareholder action to be effective. This limit on the ability of our shareholders to act
by less than unanimous written consent may lengthen the amount of time required to take shareholder actions. As a
result, a holder controlling a majority of our capital stock who is unable to obtain unanimous written consent from all
of our shareholders would not be able to amend our bylaws or remove directors without holding a shareholders
meeting.

In addition, our articles of incorporation provide that, unless otherwise required by law, special meetings of the
shareholders may be called only by the chairman of the board, the chief executive officer, the president, or the board
of directors acting pursuant to a resolution adopted by a majority of the board members. A shareholder may not call a
special meeting, which may delay the ability of our shareholders to force consideration of a proposal or for holders
controlling a majority of our capital stock to take any action, including the removal of directors.

Requirements for Advance Notification of Shareholder Nominations and Proposals

Our bylaws establish advance notice procedures with respect to shareholder proposals and the nomination of
candidates for election as directors, other than nominations made by or at the direction of the board of directors or a
committee of the board of directors. The bylaws do not give the board of directors the power to approve or disapprove
shareholder nominations of candidates or proposals regarding business to be conducted at a special or annual meeting
of the shareholders. However, our bylaws may have the effect of precluding the conduct of certain business at a
meeting if the proper procedures are not followed. These provisions may also discourage or deter a potential acquiror
from conducting a solicitation of proxies to elect the acquirer�s own slate of directors or otherwise attempting to obtain
control of our company.

Board Vacancies Filled Only by Directors Then in Office
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Vacancies and newly created seats on our board of directors may only be filled by our board of directors. Only our
board of directors may determine the number of directors on our board. The inability of our shareholders to determine
the number of directors or to fill vacancies or newly created seats on our board of directors makes it more difficult to
change the composition of our board of directors, but these provisions may promote a continuity of existing
management.
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Directors May be Removed Only for Cause

Our directors may be removed only for cause by the affirmative vote of the holders of at least two-thirds of our voting
stock.

Board Classification

Our board of directors is divided into three classes. The directors in each class will serve for a three-year term, one
class being elected each year by our shareholders. This system of electing and removing directors may tend to
discourage a third party from making a tender offer or otherwise attempting to obtain control of us, because it
generally makes it more difficult for shareholders to replace a majority of the directors.

No Cumulative Voting

Our articles of incorporation provide that shareholders are not entitled to cumulate votes in the election of directors.

Amendment of Bylaws

Our articles of incorporation and bylaws provide that shareholders can amend our bylaws only upon the affirmative
vote of the holders of at least two-thirds of our voting stock.

Washington Anti-Takeover Statute

Washington law imposes restrictions on some transactions between a corporation and significant shareholders.
Chapter 23B.19 of the Washington Business Corporation Act generally prohibits a target corporation from engaging
in specified �significant business transactions� with an �acquiring person.� This statute could prohibit or delay the
accomplishment of mergers or other takeover or change in control attempts with respect to us and, accordingly, may
discourage attempts to acquire us. An acquiring person is defined as a person or group of persons that beneficially
owns 10% or more of the voting securities of the target corporation. The target corporation may not engage in
significant business transactions for a period of five years after the date of the transaction in which the person became
an acquiring person, unless the transaction or acquisition of shares is approved by a majority of the disinterested
members of the target corporation�s board of directors prior to the time of acquisition. Significant business transactions
include, among other things:

� a merger or share exchange with, disposition of assets to, or issuance or redemption of stock to or from, the
acquiring person;

� a termination of five percent or more of the employees of the target corporation as a result of the acquiring
person�s acquisition of 10% or more of the shares; or

� a transaction in which the acquiring person is allowed to receive a disproportionate benefit as a shareholder.

After the five-year period, a significant business transaction may occur, as long as it complies with fair price
provisions specified in Chapter 23B.19 or is approved at a meeting of shareholders by a majority of the votes entitled
to be counted within each voting group entitled to vote separately on the transaction, not counting the votes of shares
as to which the acquiring person has beneficial ownership or voting control. A corporation may not �opt out� of this
statute.

Listing
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Our common stock is listed on the NASDAQ Global Market under the symbol �OMER.�

Transfer Agent and Registrar

The transfer agent and registrar for our common stock is Mellon Investor Services, LLC. The transfer agent�s address
is 480 Washington Blvd., Jersey City, NJ 07310 and its telephone number is 1-800-522-6645.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain information regarding beneficial ownership of our capital stock as of July 31,
2010 by (i) each person known by us to be the beneficial owner of more than 5% of any class of our voting securities,
(ii) each of our directors, (iii) each of our �named executive officers� and (iv) our directors and executive officers as a
group, including shares they had the right to acquire within 60 days after July 31, 2010.

Common Stock
Exercisable Stock Beneficially Owned

Name of Beneficial Owner(1) Options(1) Number of Shares(2)
Percent of

Class

Directors and Executive Officers:
Gregory A. Demopulos, M.D. 1,158,099 2,633,379(3) 11.6%
Marcia A. Kelbon, J.D. 210,328 317,475 1.5%
Richard J. Klein � 53,146(4) *
Ray Aspiri � 162,178(5) *
Thomas J. Cable 22,959 99,067 *
Peter A. Demopulos, M.D. � 263,803(6) 1.2%
Leroy E. Hood, M.D., Ph.D. � 54,390 *
Daniel K. Spiegelman � � *
Jean-Philippe Tripet � 493,102(7) 2.3%
All directors and executive officers as a group
(9 persons) 1,391,386 4,076,540 17.8%

* Represents less than 1% of class.

(1) Represents shares that could be purchased pursuant to the exercise of option awards vested as of and within
60 days of July 31, 2010.

(2) Represents outstanding shares plus the options set forth in the previous column.

(3) Includes 250,000 shares of common stock held by the Gregory A. Demopulos Annuity Trust, of which
Dr. Gregory A. Demopulos is the sole trustee and sole annuitant.

(4) Based on information known to us as of March 31, 2010.

(5) Includes 146,872 shares of common stock held by Aspiri Enterprises LLC, of which Mr. Aspiri is the managing
partner and a member.

(6) Includes 164,382 shares of common stock held by The Demopulos Family Trust, of which Dr. Peter A.
Demopulos is the trustee and a beneficiary along with his mother and sister. Dr. Peter A. Demopulos disclaims
beneficial ownership of the shares held by The Demopulos Family Trust except to the extent of his pecuniary
interest therein.
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(7) These shares are held by Aravis Venture I, L.P. Mr. Tripet holds the title of director of Aravis General Partner
Ltd., which serves as general partner of Aravis Venture I, L.P. Mr. Tripet disclaims beneficial ownership of these
shares, except to the extent of his proportionate pecuniary interest therein.

SELLING SHAREHOLDER

This prospectus relates to the possible resale from time to time by the selling shareholder of any or all of the shares of
common stock that may be issued by us to Azimuth under the Purchase Agreement. For additional information
regarding the issuance of common stock covered by this prospectus, see �Prospectus Summary � Committed Equity Line
Financing with Azimuth� above. We are registering the shares of common stock pursuant to the provisions of the
Registration Rights Agreement we entered into with Azimuth on July 28, 2010 in order to permit the selling
shareholder to offer the shares for resale from time to time. Except for the transactions contemplated by the Purchase
Agreement and the Registration Rights Agreement, Azimuth has not had any material relationship with us within the
past three years.
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The table below presents information regarding the selling shareholder and the shares of common stock that it may
offer from time to time under this prospectus. This table is prepared based on information supplied to us by the selling
shareholder, and reflects holdings as of August 9, 2010. As used in this prospectus, the term �selling shareholder�
includes Azimuth and any donees, pledgees, transferees or other successors in interest selling shares received after the
date of this prospectus from the selling shareholder as a gift, pledge, or other non-sale related transfer. The number of
shares in the column �Maximum Number of Shares of Common Stock to be Offered Pursuant to this Prospectus�
represents all of the shares of common stock that the selling shareholder may offer under this prospectus. The selling
shareholder may sell some, all or none of its shares in this offering. We do not know how long the selling shareholder
will hold the shares before selling them, and we currently have no agreements, arrangements or understandings with
the selling shareholder regarding the sale of any of the shares. Because the purchase price of the shares of common
stock issuable under the Purchase Agreement is determined on each settlement date, the number of shares that may
actually be sold by the Company under the Purchase Agreement may be fewer than the number of shares being
offered by this prospectus. The fourth column assumes the sale of all of the shares offered by the selling shareholder
pursuant to this prospectus.

Beneficial ownership is determined in accordance with Rule 13d-3(d) promulgated by the SEC under the Exchange
Act, and includes shares of common stock with respect to which the selling shareholder has voting and investment
power.

Maximum Number of
Number of Shares

of Shares of Common
Number of Shares

of
Common Stock

Owned Stock to be Offered
Common Stock

Owned
Prior to Offering Pursuant to this After Offering

Name of Selling Shareholder Number(1) Percent(2) Prospectus Number(3) Percent(3)

Azimuth Opportunity, Ltd.(4) � � 4,297,495 � �

(1) In accordance with Rule 13d-3(d) under the Exchange Act, we have excluded from the number of shares
beneficially owned prior to the offering all of the shares that Azimuth may be required to purchase under the
Purchase Agreement because the issuance of such shares is solely at our discretion and is subject to certain
conditions, the satisfaction of all of which are outside of Azimuth�s control, including the registration statement of
which this prospectus is a part becoming and remaining effective. Furthermore, the maximum dollar value of
each put of common stock to Azimuth under the Purchase Agreement is subject to certain agreed upon threshold
limitations set forth in the Purchase Agreement, which are based on the market price of our common stock at the
time of the draw down and, if we determine in our sole discretion, a percentage of the daily trading volume of our
common stock during the Draw Down Period as well. Also, under the terms of the Purchase Agreement, we may
not issue shares of our common stock to Azimuth to the extent that Azimuth or any of its affiliates would, at any
time, beneficially own more than 9.9% of our outstanding common stock. This beneficial ownership limitation
may not be waived by the parties.

(2) Applicable percentage ownership is based on 21,487,480 shares of our common stock outstanding as of July 31,
2010.

(3) Assumes the sale of all shares being offered pursuant to this prospectus.
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(4) The business address of Azimuth is c/o Folio Administrators Limited, Folio House, P.O. Box 800, Road Town,
Tortola VG1110, British Virgin Islands. Azimuth�s principal business is that of an international business
company. We have been advised that Azimuth is not a member of the Financial Industry Regulatory Authority,
or FINRA, or an independent broker-dealer, and that neither Azimuth nor any of its affiliates is an affiliate or an
associated person of any FINRA member or independent broker-dealer. Peter W. Poole and Graham J. Farinha
are the directors of Azimuth and consequently may be deemed to have shared voting control and investment
discretion over securities owned by Azimuth. The foregoing should not be construed in and of itself as an
admission by Mr. Poole or Mr. Farinha as to the beneficial ownership of the securities owned by Azimuth.

PLAN OF DISTRIBUTION

We are registering shares of common stock that may be issued by us from time to time to Azimuth under the Purchase
Agreement to permit the resale of these shares of common stock after the issuance thereof by the selling shareholder
from time to time after the date of this prospectus. We will not receive any of the proceeds from the sale
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by the selling shareholder of the shares of common stock. We will bear all fees and expenses incident to our obligation
to register the shares of common stock.

The selling shareholder may decide not to sell any shares of common stock. The selling shareholder may sell all or a
portion of the shares of common stock beneficially owned by it and offered hereby from time to time directly or
through one or more underwriters, broker-dealers or agents, who may receive compensation in the form of discounts,
concessions or commissions from the selling shareholder and/or the purchasers of the shares of common stock for
whom they may act as agent. In effecting sales, broker-dealers that are engaged by the selling shareholder may arrange
for other broker-dealers to participate. Azimuth is an �underwriter� within the meaning of the Securities Act. Any
brokers, dealers or agents who participate in the distribution of the shares of common stock by the selling shareholder
may also be deemed to be �underwriters,� and any profits on the sale of the shares of common stock by them and any
discounts, commissions or concessions received by any such brokers, dealers or agents may be deemed to be
underwriting discounts and commissions under the Securities Act. Azimuth has advised us that it will use an
unaffiliated broker-dealer to effectuate all resales of our common stock. To our knowledge, Azimuth has not entered
into any agreement, arrangement or understanding with any particular broker-dealer or market maker with respect to
the shares of common stock offered hereby, nor do we know the identity of the broker-dealers or market makers that
may participate in the resale of the shares. Because Azimuth is, and any other selling shareholder, broker, dealer or
agent may be deemed to be, an �underwriter� within the meaning of the Securities Act, Azimuth will (and any other
selling shareholder, broker, dealer or agent may) be subject to the prospectus delivery requirements of the Securities
Act and may be subject to certain statutory liabilities of the Securities Act (including, without limitation, Sections 11,
12 and 17 thereof) and Rule 10b-5 under the Exchange Act.

The selling shareholder will act independently of us in making decisions with respect to the timing, manner and size
of each sale. The shares of common stock may be sold in one or more transactions at fixed prices, at prevailing market
prices at the time of the sale, at varying prices determined at the time of sale, or at negotiated prices. These sales may
be effected in transactions, which may involve crosses or block transactions, pursuant to one or more of the following
methods:

� on any national securities exchange or quotation service on which the securities may be listed or quoted at the
time of sale;

� in the over-the-counter market in accordance with the rules of NASDAQ;

� in transactions otherwise than on these exchanges or systems or in the over-the-counter market;

� through the writing or settlement of options, whether such options are listed on an options exchange or
otherwise;

� ordinary brokerage transactions and transactions in which the broker-dealer solicits purchasers;

� block trades in which the broker-dealer will attempt to sell the shares as agent but may position and resell a
portion of the block as principal to facilitate the transaction;

� purchases by a broker-dealer as principal and resale by the broker-dealer for its account;

� an exchange distribution in accordance with the rules of the applicable exchange;

� privately negotiated transactions;
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� broker-dealers may agree with the selling shareholder to sell a specified number of such shares at a stipulated
price per share;

� a combination of any such methods of sale; and

� any other method permitted pursuant to applicable law.

The selling shareholder may also sell shares of common stock covered by this prospectus pursuant to Rule 144
promulgated under the Securities Act, if available, rather than under this prospectus. In addition, the selling
shareholder may transfer the shares of common stock by other means not described in this prospectus.
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Any broker-dealer participating in such transactions as agent may receive commissions from the selling shareholder
(and, if they act as agent for the purchaser of such shares, from such purchaser). Azimuth has informed us that each
such broker-dealer will receive commissions from Azimuth which will not exceed customary brokerage commissions.
Broker-dealers may agree with the selling shareholder to sell a specified number of shares at a stipulated price per
share, and, to the extent such a broker-dealer is unable to do so acting as agent for the selling shareholder, to purchase
as principal any unsold shares at the price required to fulfill the broker-dealer commitment to the selling shareholder.
Broker-dealers who acquire shares as principal may thereafter resell such shares from time to time in one or more
transactions (which may involve crosses and block transactions and which may involve sales to and through other
broker-dealers, including transactions of the nature described above and pursuant to one or more of the methods
described above) at fixed prices, at prevailing market prices at the time of the sale, at varying prices determined at the
time of sale, or at negotiated prices, and in connection with such resales may pay to or receive from the purchasers of
such shares commissions computed as described above. To the extent required under the Securities Act, an
amendment to this prospectus or a supplemental prospectus will be filed, disclosing:

� the name of any such broker-dealers;

� the number of shares involved;

� the price at which such shares are to be sold;

� the commission paid or discounts or concessions allowed to such broker-dealers, where applicable;

� that such broker-dealers did not conduct any investigation to verify the information set out or incorporated by
reference in this prospectus, as supplemented; and

� other facts material to the transaction.

Azimuth has informed us that it does not have any written or oral agreement or understanding, directly or indirectly,
with any person to distribute the common stock. Pursuant to a requirement of the Financial Industry Regulatory
Authority, or FINRA, the maximum commission or discount and other compensation to be received by any FINRA
member or independent broker-dealer shall not be greater than eight percent (8%) of the gross proceeds received by us
for the sale of any securities being registered pursuant to Rule 415 under the Securities Act.

Under the securities laws of some states, the shares of common stock may be sold in such states only through
registered or licensed brokers or dealers. In addition, in some states the shares of common stock may not be sold
unless such shares have been registered or qualified for sale in such state or an exemption from registration or
qualification is available and is complied with.

There can be no assurance that the selling shareholder will sell any or all of the shares of common stock registered
pursuant to the registration statement, of which this prospectus forms a part.

Underwriters and purchasers that are deemed underwriters under the Securities Act may engage in transactions that
stabilize, maintain or otherwise affect the price of the common stock, including the entry of stabilizing bids or
syndicate covering transactions or the imposition of penalty bids. The selling shareholder and any other person
participating in the sale or distribution of the shares of common stock will be subject to applicable provisions of the
Exchange Act and the rules and regulations thereunder (including, without limitation, Regulation M of the Exchange
Act), which may restrict certain activities of, and limit the timing of purchases and sales of any of the shares of
common stock by, the selling shareholder and any other participating person. To the extent applicable, Regulation M
may also restrict the ability of any person engaged in the distribution of the shares of common stock to engage in
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market-making and certain other activities with respect to the shares of common stock. In addition, the
anti-manipulation rules under the Exchange Act may apply to sales of the shares of common stock in the market. All
of the foregoing may affect the marketability of the shares of common stock and the ability of any person or entity to
engage in market-making activities with respect to the shares of common stock.

We have agreed to pay all expenses of the registration of the shares of common stock pursuant to the registration
rights agreement, estimated to be $127,185 in total, including, without limitation, Securities and Exchange
Commission filing fees and expenses of compliance with state securities or �Blue Sky� laws; provided, however,
Azimuth will pay all selling commissions, concessions and discounts, and other amounts payable to
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underwriters, dealers or agents, if any, as well as transfer taxes and certain other expenses associated with the sale of
the shares of common stock. We have agreed to indemnify Azimuth and certain other persons against certain
liabilities in connection with the offering of shares of common stock offered hereby, including liabilities arising under
the Securities Act or, if such indemnity is unavailable, to contribute amounts required to be paid in respect of such
liabilities. Azimuth has agreed to indemnify us against liabilities under the Securities Act that may arise from any
written information furnished to us by Azimuth specifically for use in this prospectus or, if such indemnity is
unavailable, to contribute amounts required to be paid in respect of such liabilities.

At any time a particular offer of the shares of common stock is made by the selling shareholder, a revised prospectus
or prospectus supplement, if required, will be distributed. Such prospectus supplement or post-effective amendment
will be filed with the SEC to reflect the disclosure of any required additional information with respect to the
distribution of the shares of common stock. We may suspend the sale of shares by the selling shareholder pursuant to
this prospectus for certain periods of time for certain reasons, including if the prospectus is required to be
supplemented or amended to include additional material information.

LEGAL MATTERS

Certain legal matters will be passed upon for us by Wilson Sonsini Goodrich & Rosati, Professional Corporation,
Seattle, Washington. A member of Wilson Sonsini Goodrich & Rosati beneficially holds an aggregate of 1,568 shares
of our common stock, which represents less than one percent of our outstanding shares of common stock. Additional
legal matters may be passed on for us, or any underwriters, dealers or agents, by counsel that we will name in the
applicable prospectus supplement.

EXPERTS

The consolidated financial statements of Omeros Corporation (a development-stage company) at December 31, 2009
and 2008, and for each of the three years in the period ended December 31, 2009, and for the period from June 16,
1994 (inception) to December 31, 2009, incorporated by reference in this Prospectus and Registration Statement have
been audited by Ernst & Young LLP, independent registered public accounting firm, as set forth in their report
thereon incorporated by reference elsewhere herein, and are incorporated in reliance upon such report given on the
authority of such firm as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and other reports, proxy statements and other information with the SEC. Our SEC filings are
available to the public over the Internet at the SEC�s website at http://www.sec.gov. You may also read and copy any
document we file at the SEC�s Public Reference Room at 100 F Street, NE, Washington, D.C. 20549. Please call the
SEC at 1-800-SEC-0330 for further information on the Public Reference Room. Our Annual Report on Form 10-K,
Quarterly Reports on Form 10-Q, and Current Reports on Form 8-K, including any amendments to those reports, and
other information that we file with or furnish to the SEC pursuant to Section 13(a) or 15(d) of the Exchange Act can
also be accessed free of charge by linking directly from our website at http://www.omeros.com under the �Investor �
Financial Information � SEC Filings� caption to the SEC�s Edgar Database. These filings will be available as soon as
reasonably practicable after we electronically file such material with, or furnish it to, the SEC. Information contained
on our website is not part of this prospectus.

INFORMATION INCORPORATED BY REFERENCE

The SEC allows us to incorporate by reference the information we file with it, which means that we can disclose
important information to you by referring you to another document that we have filed separately with the SEC. You
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should read the information incorporated by reference because it is an important part of this prospectus. We
incorporate by reference the following information or documents that we have filed with the SEC:

� our Annual Report on Form 10-K for the year ended December 31, 2009 filed with the SEC on March 31,
2010;
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� our Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2010 filed with the SEC on
May 12, 2010;

� our Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2010 filed with the SEC on
August 10, 2010;

� our Current Reports on Form 8-K filed with the SEC on March 9, March 30, April 2, April 12, April 29, June 2
and July 29, 2010; and

� the description of our common stock contained in our Registration Statement on Form 8-A12B, filed on
September 30, 2009.

Any statement contained in any document incorporated by reference herein shall be deemed to be modified or
superseded for purposes of this prospectus to the extent that a statement contained in this prospectus or any prospectus
supplement modifies or supersedes such statement. Any statement so modified or superseded shall not be deemed,
except as so modified or superseded, to constitute a part of this prospectus.

We will provide without charge to each person, including any beneficial owner, to whom this prospectus is delivered,
upon written or oral request, a copy of any or all documents that are incorporated by reference into this prospectus, but
not delivered with the prospectus, other than exhibits to such documents unless such exhibits are specifically
incorporated by reference into the documents that this prospectus incorporates. You should direct written requests to:
Omeros Corporation, 1420 Fifth Avenue, Suite 2600, Seattle, Washington 98101, or you may call us at
(206) 676-5000.
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