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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended September 30, 2012

or

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

For the transition period from to

Commission File Number: 000-31161

ARENA PHARMACEUTICALS, INC.

(Exact name of registrant as specified in its charter)
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Delaware 23-2908305
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
6154 Nancy Ridge Drive, San Diego, CA 92121
(Address of principal executive offices) (Zip Code)
858.453.7200

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. x Yes ~ No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer ~~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). ~ Yes x No

The number of shares of common stock outstanding as of the close of business on November 1, 2012:

Class Number of Shares Outstanding
Common Stock, $0.0001 par value 217,292,992
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In this report, Arena Pharmaceuticals, Arena, we, us and our referto Arena Pharmaceuticals, Inc., and our wholly owned subsidiaries, unles:
context otherwise provides.

Arena Pharmaceuticals®, Arena® and our corporate logo are registered service marks of Arena. CART and BRL Screening are unregistered
service marks of Arena. BELVIQ® is a registered trademark of Arena Pharmaceuticals GmbH. Any other brand names or trademarks appearing
in this Quarterly Report on Form 10-Q are the property of their respective holders.

Table of Contents 3



Edgar Filing: ARENA PHARMACEUTICALS INC - Form 10-Q

Table of Conten

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements.

Assets

Current assets:

Cash and cash equivalents

Accounts receivable

Inventory

Prepaid expenses and other current assets

Total current assets

Land, property and equipment, net

Acquired technology and other intangibles, net
Other non-current assets

Total assets

Liabilities and Stockholders Equity
Current liabilities:

Accounts payable and other accrued liabilities
Accrued compensation

Current portion of deferred revenues

Current portion of derivative liabilities
Current portion of lease financing obligations

Total current liabilities

Deferred rent

Deferred revenues, less current portion
Derivative liabilities, less current portion

Lease financing obligations, less current portion
Note payable to Deerfield

Arena Pharmaceuticals, Inc.

Condensed Consolidated Balance Sheets

(In thousands)

Commitments and contingencies and subsequent events

Stockholders equity:

Common stock

Additional paid-in capital

Treasury stock, at cost

Accumulated other comprehensive income
Accumulated deficit

Total stockholders equity

Table of Contents

September 30,
2012
(Unaudited)

$ 165,774
672

2,808

4,439

173,693
76,030
10,515

3,922

$ 264,160

$ 5,063
4,368
3,495
4,100
1,573

18,599

95
43,555
11,403
73,242

0

22

1,279,478

0

4,784
(1,167,018)

117,266

December 31,
20111

$ 57,632
607

0

2,021

60,260
82,066
11,032

3,771

$ 157,129

$ 5,294
4,280

3,473

0

1,313

14,360

225
41,209
1,617
74,458
14,698

15

1,108,625
(23,070)

4,743
(1,079,751)

10,562
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Total liabilities and stockholders equity $ 264,160 $ 157,129

1 The balance sheet data at December 31, 2011, has been derived from audited financial statements at that date. It does not include, however, all of the
information and notes required by US generally accepted accounting principles for complete financial statements.
See accompanying notes to unaudited condensed consolidated financial statements.
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Arena Pharmaceuticals, Inc.

Condensed Consolidated Statements of Operations and Comprehensive Loss

(In thousands, except per share data)

Revenues:
Manufacturing services
Collaborative agreements

Total revenues

Operating Expenses:

Cost of manufacturing services

Research and development

General and administrative

Restructuring charges

Amortization of acquired technology and other intangibles

Total operating expenses

Loss from operations

Interest and Other Income (Expense):

Interest income

Interest expense

Gain (Loss) from valuation of derivative liabilities
Loss on extinguishment of debt

Other

Total interest and other income (expense), net

Net loss

Deemed dividend related to beneficial conversion feature of convertible preferred

stock
Net loss allocable to common stockholders

Net loss per share allocable to common stockholders:
Basic

Diluted

Shares used in calculating net loss per share allocable to common stockholders:

Basic

Diluted

Table of Contents

(Unaudited)

Three months ended

September 30,

2012 2011
$ 603 $ 1,713
882 1,746
1,485 3,459
1,396 1,557
11,619 14,978
7,392 6,029
0 0
168 197
20,575 22,761
(19,090) (19,302)
41 20
(1,804) (3,211)
5,259 (233)
0 0
73 (10)
3,569 (3,434)
(15,521) (22,736)
0 0
$ (15,521) $ (22,736)
$  (0.07) $ (0.16)
$ (0.07) $ (0.16)
213,881 145,965
213,881 145,965

Nine months ended

September 30,

2012 2011
$ 2924 $ 4,390
22,727 6,253
25,651 10,643
2,839 6,215
40,165 45,616
18,963 18,996
0 3,467
517 819
62,484 75,113
(36,833) (64,470)
81 102
(7,324) (11,087)
(13,886) 387
(6,338) (10,514)
103 40
(27,364) (21,072)
(64,197) (85,542)
(2,824) (2,260)
$ (67,021) $ (87,802)
$ (0.35) $ (0.64)
$ (0.35) $ (0.64)
189,545 136,860
189,545 136,860
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Comprehensive Loss:

Net loss $ (15,521) $ (22,736) $ (64,197) $ (85,542)
Foreign currency translation gain (loss) 588 (3,146) 41 1,551
Comprehensive loss $ (14,933) $ (25,882) $ (64,156) $ (83,991)

See accompanying notes to unaudited condensed consolidated financial statements.
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Arena Pharmaceuticals, Inc.
Condensed Consolidated Cash Flow Statements
(In thousands)

(Unaudited)

Operating Activities

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

Amortization of acquired technology and other intangibles
Share-based compensation

(Gain) Loss from valuation of derivative liabilities
Amortization of prepaid financing costs

Accretion of note payable to Deerfield

Accretion of note payable to Siegfried

Loss on extinguishment of debt

(Gain) Loss on disposal or sale of equipment

Changes in assets and liabilities:

Accounts receivable

Inventory

Prepaid expenses and other assets

Accounts payable and accrued liabilities

Deferred revenues

Deferred rent

Net cash used in operating activities
Investing Activities

Purchases of land, property and equipment
Proceeds from sale of equipment

Other non-current assets

Net cash used in investing activities

Financing Activities

Principal payments on lease financing obligations
Principal payments on note payable to Deerfield
Payment on note payable to Siegfried

Proceeds from issuance of common stock
Proceeds from issuance of preferred stock

Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental Disclosure of Non-Cash Investing and Financing Information:

Table of Contents

Nine months ended

September 30,
2012 2011
$ (64,197) $ (85,542)
7,060 7,694
517 819
3,713 2,946
13,886 (387)
258 384
1,225 3,217
0 332
6,338 10,514
(1) 27
(438) 1,529
2,777) 0
(2,502) 69
(328) (1,122)
2,368 (2,876)
(130) (139)
(35,008) (62,535)
(1,035) (347)
1 10
(320) 22
(1,354) (315)
(956) (723)
(22,261) (37,739)
0 (7,346)
150,657 17,900
16,463 17,662
143,903 (10,246)
601 310
108,142 (72,786)
57,632 150,669
$165,774 $ 77,883
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Conversion of preferred stock into common stock $ 14,561
Retirement of treasury stock $ 23,070
Deemed dividend related to beneficial conversion feature of convertible preferred stock $ 2,824

See accompanying notes to unaudited condensed consolidated financial statements.
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Notes to Unaudited Condensed Consolidated Financial Statements
1. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of Arena Pharmaceuticals, Inc., which include our wholly owned
subsidiaries, should be read in conjunction with the audited consolidated financial statements and notes thereto included in our Annual Report on
Form 10-K for the year ended December 31, 2011, as filed with the Securities and Exchange Commission, or SEC, from which we derived our
balance sheet as of December 31, 2011. The accompanying financial statements have been prepared in accordance with US generally accepted
accounting principles, or GAAP, for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X.
Accordingly, since they are interim statements, the accompanying financial statements do not include all of the information and notes required
by GAAP for complete financial statements. The accompanying financial statements reflect all adjustments, consisting of normal recurring
adjustments, that are, in the opinion of our management, necessary to a fair statement of the results for the interim periods presented. Interim
results are not necessarily indicative of results for a full year.

In June 2011, the Financial Accounting Standards Board, or FASB, issued Accounting Standards Update, or ASU, No. 2011-05, Presentation of
Comprehensive Income, which amends the presentation requirements for comprehensive income. Under ASU No. 2011-05, we have the option
to present the components of net income and comprehensive income as one single continuous statement or in two separate but consecutive
statements. ASU No. 2011-05 eliminates the option to present other comprehensive income in the statement of stockholders equity, but it does
not change the items that must be reported in comprehensive income. We adopted ASU No. 2011-05 in the three months ended March 31, 2012,
by using a single-statement approach.

The preparation of financial statements in accordance with GAAP requires our management to make estimates and assumptions that affect
amounts reported in the financial statements and notes thereto. The amounts reported could differ under different estimates and assumptions.

In June 2012, the US Food and Drug Administration, or FDA, approved our internally discovered drug, BELVIQ® (lorcaserin HCI), for chronic
weight management in adults who are obese or are overweight with at least one weight related comorbid condition. BELVIQ (pronounced

BEL-VEEK ) is the trade name for lorcaserin hydrochloride in the United States. While BELVIQ may in the future be marketed outside of the
United States as BELVIQ or under a different trade name, we use BELVIQ in this report to refer to the finished drug product for lorcaserin
hydrochloride or, depending on the context, lorcaserin hydrochloride or other solid state forms of lorcaserin.

2. Fair Value Disclosures

We measure our financial assets and liabilities at fair value, which is defined as the exit price, or the amount that would be received from selling
an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date.

We use the following three-level valuation hierarchy that maximizes the use of observable inputs and minimizes the use of unobservable inputs
to value our financial assets and liabilities:

Level 1 - Observable inputs such as unadjusted quoted prices in active markets for identical instruments.

Level 2 - Quoted prices for similar instruments in active markets or inputs that are observable for the asset or liability, either
directly or indirectly.

Level 3 - Significant unobservable inputs based on our assumptions.
The following tables present our valuation hierarchy for our financial assets and liabilities that are measured at fair value on a recurring basis as
of September 30, 2012, and December 31, 2011, in thousands:

Fair Value Measurements at September 30, 2012

Quoted Significant
Balance Prices in Other Significant
at Active Observable Unobservable
September 30, Markets Inputs Inputs
2012 (Level 1) (Level 2) (Level 3)

Table of Contents 10
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Assets:

Money market funds and cash equivalents' $ 153,710 $ 153,710 $
Liabilities:

Warrants $ 15,503 $ 0 $

Included in cash and cash equivalents on our condensed consolidated balance sheet.
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Fair Value Measurements at December 31, 2011
Quoted Significant
Balance Prices in Other Significant
at Active Observable Unobservable
December 31, Markets Inputs Inputs
2011 (Level 1) (Level 2) (Level 3)

Assets:
Money market funds and cash equivalents' $ 35,307 $ 35,307 $ 0 $ 0
Liabilities:
Warrants and other derivative instruments $ 1,617 $ 0 $ 0 $ 1,617

! Included in cash and cash equivalents on our consolidated balance sheet.

The following table presents the activity for our derivative liabilities, which are classified as Level 3 in our valuation hierarchy, during the three
and nine months ended September 30, 2012, in thousands:

Three months ended Nine months ended

September 30, September 30,

2012 2012
Beginning balance $ 20,762 $ 1,617
(Gain) Loss from valuation of derivative liabilities (5,259) 13,886
Balance at September 30, 2012 $ 15,503 $ 15,503

3. Inventory

Upon receiving FDA approval of BELVIQ in June 2012, we began to capitalize inventory costs for BELVIQ, which were recorded as research
and development expenses prior to such approval. All of our inventory relates to BELVIQ, and no inventory was recorded on our consolidated

balance sheet as of December 31, 2011. Our inventory is stated at the lower of cost (using a first-in, first-out basis) or market, and consisted of
the following as of September 30, 2012, in thousands:

September 30,

2012
Raw materials $ 115
Work in process 1,279
Finished goods 1,414
Total inventory $ 2,308

4. Accounts Payable and Other Accrued Liabilities

Accounts payable and other accrued liabilities consisted of the following as of September 30, 2012, and December 31, 2011, in thousands:

September 30, December 31,

2012 2011
Accounts payable $ 2,195 $ 2,363
Accrued expenses 1,725 1,046
Accrued clinical and preclinical study fees 310 430
Loss provision (see Note 5) 767 1,203
Other accrued liabilities 66 252

Table of Contents 12



Edgar Filing: ARENA PHARMACEUTICALS INC - Form 10-Q

Total accounts payable and other accrued liabilities $ 5,063 $ 5,294

5. Agreements with Siegfried

In January 2008, our wholly owned subsidiary, Arena Pharmaceuticals GmbH, or Arena GmbH, acquired from Siegfried Ltd (now Siegfried
AG, and referred to herein collectively as Siegfried) certain drug product facility assets, including manufacturing facility production licenses,
fixtures, equipment, other personal property and real estate assets in Zofingen, Switzerland, under an asset purchase agreement. These assets are
being used to manufacture BELVIQ as well as certain drug products for Siegfried. In connection with this transaction, the parties also entered
into a long-term supply agreement for the active pharmaceutical ingredient of BELVIQ, a manufacturing services agreement and a technical
services agreement. The manufacturing services and technical services agreements have since been amended several times.
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Among other changes, under the amended manufacturing services agreement, in exchange for Arena GmbH providing reductions to previously
agreed upon prices, and with a discount if the minimum requirements are met, for certain manufacturing services, Siegfried has agreed to order
from Arena GmbH at least 80% of its requirements of certain drug products for the calendar year 2012 and at least 60% of its requirements of
certain drug products for the calendar year 2013. If Siegfried does not order the agreed minimum amounts of its requirements, Siegfried is
obligated to refund Arena GmbH the amounts it saved due to the price discounts.

At December 31, 2011, we recorded a $1.2 million estimated contract loss provision related to the amount that the costs to manufacture drug
product were expected to exceed the related revenues through December 31, 2012, under the amended manufacturing services agreement in
place at that time. Our estimated contract loss provision of $0.8 million at September 30, 2012, reflects the amount that the costs to manufacture
drug product are expected to exceed the related revenues through December 31, 2013, under the further amended manufacturing services
agreement. The loss provision is recorded in accounts payable and other accrued liabilities on our condensed consolidated balance sheet. See
Note 4.

6. Note Payable to Deerfield

In July 2009, pursuant to a Facility Agreement we entered into in June 2009, or the Facility Agreement, with Deerfield Private Design Fund,
L.P., Deerfield Private Design International, L.P., Deerfield Partners, L.P., Deerfield International Limited, Deerfield Special Situations Fund,
L.P., and Deerfield Special Situations Fund International Limited, or collectively Deerfield, Deerfield provided us with a $100.0 million secured
loan. We received net proceeds of $95.6 million from this loan and had the right, at any time, to prepay any or all of the outstanding principal at
par. In connection with the funding of this loan, we issued Deerfield warrants to purchase an aggregate of 28,000,000 shares of our common
stock, which were exercisable until June 17, 2013, at an exercise price of $5.42 per share. As described below, the Deerfield loan has been
repaid in full and none of Deerfield s former warrants remain outstanding.

As of the July 2009 funding of the loan, we separately valued the following four components under the Facility Agreement: (i) the formerly
outstanding $100.0 million loan was valued at $47.9 million on a relative fair value basis and recorded as a liability on our condensed
consolidated balance sheet, (ii) the formerly outstanding warrants to purchase 28,000,000 shares of our common stock, were valued at $39.1
million on a relative fair value basis and recorded as additional paid-in capital on our condensed consolidated balance sheet, (iii) Deerfield s
former right to loan us up to an additional $20.0 million under the Facility Agreement was valued at $9.5 million and classified as a liability on
our condensed consolidated balance sheet and (iv) Deerfield s former ability to accelerate principal payments under the loan under certain
circumstances was valued at $0.5 million and classified as a liability on our condensed consolidated balance sheet.

As part of our various transactions with Deerfield subsequent to the funding of the loan, we amended the terms of the Facility Agreement, repaid
portions of the loan and exchanged all of the original warrants for a lesser number of warrants at lower exercise prices. We exchanged certain of
the warrants as part of equity financings with Deerfield in June 2010, March 2011 and January 2012. Other than the exercise period, the exercise
price and certain provisions related to cashless exercise and early termination of the warrants, all of the warrants issued in exchange contained
substantially the same terms as the original warrants. In May 2012, we repaid the remaining portion of our note payable to Deerfield.

In addition to our previous transactions with Deerfield that included warrant exchanges, in January 2012, we and Deerfield entered into a
securities purchase agreement, an exchange agreement and a third amendment to the Facility Agreement.

Under the securities purchase agreement, Deerfield purchased 9,953,250 shares of our common stock for a purchase price of
$1.65775 per share and approximately 9,953 shares of our Series D Convertible Preferred Stock, or Series D Preferred, for a
purchase price of $1,657.75 per share. In February 2012, Deerfield converted all of the Series D Preferred into a total of 9,953,250
shares of common stock. The fair value of the common stock into which the Series D Preferred was convertible on the date of
issuance of the Series D Preferred exceeded the proceeds allocated to the Series D Preferred on a relative fair value basis by $2.8
million, resulting in a beneficial conversion feature that we recognized as a decrease to additional paid-in capital and a deemed
dividend to the Series D Preferred stockholders in the three months ended March 31, 2012.

Under the exchange agreement, we issued Deerfield warrants to purchase 8,631,410 shares of our common stock at an exercise price
of $1.745 per share in exchange for the cancellation of outstanding warrants to purchase (i) 11,800,000 shares of our common stock
at an exercise price of $5.42 per share and (ii) 1,831,410 shares of our common stock at an exercise price of $3.45 per share. We
determined that the incremental value of these new warrants was $4.5 million, which was recorded as a component of the stock
issuance and warrant exchange in the stockholders equity section of our condensed consolidated balance sheet. As of September 30,
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2012, none of such warrants remain outstanding.
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Under the third amendment to the Facility Agreement, we prepaid $5.0 million of the principal amount that was originally scheduled
to be repaid to Deerfield in June 2013. After deducting such prepayment, net proceeds to us under this financing were $27.9 million.
In connection with the $5.0 million prepayment, we retired a proportional share of the debt discount and issuance costs directly
related to the repaid debt and recognized a non-cash loss on extinguishment of debt of $1.7 million in the three months ended
March 31, 2012.
In April and May 2012, Deerfield exercised certain of its warrants to purchase a total of 4,000,000 shares of our common stock, and elected to
pay the exercise price by canceling $6.7 million of the then outstanding principal balance on its loan. In May 2012, we prepaid the remaining
outstanding principal balance and unpaid interest on the Deerfield loan, and the Facility Agreement was terminated. In connection with these
transactions, we retired the related debt discount and issuance costs and recognized a non-cash loss on extinguishment of debt totaling $4.7
million in the three months ended June 30, 2012.

From June to August 2012, we received net proceeds totaling $32.5 million from the cash exercise of Deerfield s remaining warrants to purchase
a total of 19,000,000 shares of our common stock.

The following table summarizes the principal repayments made on the Deerfield loan from its inception through the date it was repaid in full, in
thousands:

Loan Principal

Original loan principal $ 100,000
July 2009 repayment (10,000)
August 2010 repayment (30,000)
January 2011 repayment (20,000)
March 2011 repayment (17,739)
January 2012 repayment (5,000)
April and May 2012 repayment from cancellation from warrant exercises (6,720)
May 2012 repayment (10,541)
Outstanding principal balance at September 30, 2012 $ 0

As a result of the May 2012 payoff of the Deerfield loan, no related interest expense was recognized in the three months ended September 30,
2012. Total interest expense of $1.9 million, including accretion of the debt discount attributable to the warrants and the other derivative
financial instruments and amortization of capitalized issuance costs, was recognized in connection with this loan in the nine months ended
September 30, 2012. Total interest expense of $1.3 million and $5.2 million was recognized in connection with this loan in the three and nine
months ended September 30, 2011, respectively.

7. Derivative Liabilities

In June 2006 and August 2008, we issued seven-year warrants, which we refer to as the Series B Warrants, to purchase 829,856 and 1,106,344
shares of our common stock, respectively, at an exercise price of $15.49 and $7.71 per share, respectively. The Series B Warrants are related to
our Series B Convertible Preferred Stock, which we redeemed in 2008 and is no longer outstanding. The warrants contain an anti-dilution
provision and, as a result of certain subsequent equity issuances at prices below the adjustment price of $6.72 defined in the warrants, as of
September 30, 2012, the number of shares issuable upon exercise of the outstanding June 2006 and August 2008 Series B Warrants was
increased to 1,467,405 and 1,965,418, respectively, and the exercise price was reduced to $8.76 and $4.34 per share, respectively. The Series B
Warrants are classified as liabilities on our condensed consolidated balance sheets.

In accordance with relevant guidance, we have revalued these warrants on each subsequent balance sheet date, and will continue to do so until

they are exercised or expire, with changes in the fair value between reporting periods recorded as other income or expense. The June 2006 and

August 2008 Series B Warrants were valued at September 30, 2012, and 2011, using the Black-Scholes option pricing model and the following
assumptions:

September 30, 2012 September 30, 2011
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June 2006
Series
B
Warrants
Risk-free interest rate 0.2%
Dividend yield 0%
Expected volatility 105%
Expected life (years) 0.75
7
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August 2008
Series B
Warrants

0.3%

0%

91%
2.88

June 2006

Series

B

Warrants
0.3%
0%
99%

1.75

August 2008
Series B
Warrants

0.7%

0%

99%
3.87

17



Edgar Filing: ARENA PHARMACEUTICALS INC - Form 10-Q

Table of Conten

We separately valued Deerfield s right to require us to accelerate payments under the loan at $0.5 million as of the July 2009 issuance date (see
Note 6). The value of this acceleration right was classified as a liability on our condensed consolidated balance sheet, with changes in the fair
value between reporting periods recorded as other income or expense, until it was terminated in connection with the full repayment of the
Deerfield loan in the three months ended June 30, 2012.

Our derivative liabilities consisted of the following as of September 30, 2012, and December 31, 2011, in thousands:

September 30, December 31,
2012 2011

Series B Warrants ~ current portion $ 4,100 $ 0
Total current derivative liabilities 4,100 0
Series B Warrants  less current portion 11,403 1,562
Deerfield acceleration right 0 55
Total long-term derivative liabilities 11,403 1,617
Total derivative liabilities $ 15,503 $ 1,617

The change in the fair value of our derivative liabilities is recorded in the interest and other income (expense) section of our condensed
consolidated statements of operations and comprehensive loss. We recognized the following gain (loss) in the three and nine months ended
September 30, 2012, and 2011, in thousands:

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Series B Warrants $ 5,259 $ (234) $(13,941) $ 30
Deerfield acceleration right 0 1 55 357
Total gain (loss) from valuation of derivative liabilities $ 5,259 $ (233) $ (13,886) $ 387

8. Marketing and Supply Agreement with Eisai Inc.

In May 2012, Arena GmbH and FEisai Inc., or Eisai, entered into the Amended and Restated Marketing and Supply Agreement, or Eisai
Agreement, which amended and restated the original marketing and supply agreement the parties entered into in July 2010. This amendment
expanded Eisai s exclusive rights to commercialize BELVIQ to include, in addition to the United States and its territories and possessions, most
of North and South America, including Canada, Mexico and Brazil, subject to applicable regulatory approval in the additional territories.

We received from Eisai upfront payments of $50.0 million when we entered into the original agreement and $5.0 million when we entered into
the amended agreement. We recorded both upfront payments as deferred revenues and are recognizing them as revenue ratably over 16.0 years
and 13.2 years, respectively, which are the periods in which we expect to have significant involvement. At September 30, 2012, our condensed
consolidated balance sheet included $3.5 million and $43.6 million for the current and non-current portion, respectively, of the total deferred
revenues attributable to such upfront payments.

In addition to the upfront payments, we received a $20.0 million non-refundable milestone payment that we earned for the inclusion in the
FDA-approved prescribing information of the efficacy and safety data from the Phase 3 BLOOM-DM (Behavioral modification and Lorcaserin
for Overweight and Obesity Management in Diabetes Mellitus) clinical trial in patients with type 2 diabetes. We recognized this $20.0 million
milestone payment as revenue when the FDA approved BELVIQ on June 27, 2012. We are also entitled to receive from Eisai up to $119.5
million of additional non-refundable milestone payments, consisting of $65.0 million upon the DEA s final scheduling designation for BELVIQ
and other milestone payments totaling $54.5 million based on achievement of regulatory filings and approvals. Under the milestone method of
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revenue recognition, we will recognize revenue for the amount payable to us for achieving each substantive milestone payment, if any, in the
period the milestone is achieved.

We will sell BELVIQ to Eisai for marketing and distribution in the United States and, subject to applicable regulatory approval, in the additional
territories for a purchase price starting at 31.5% and 30.75%, respectively, of Eisai s aggregate annual net sales (which are the gross invoiced
sales less certain deductions described in the Eisai Agreement, including for certain taxes, credits, allowances, discounts, rebates, chargebacks
and other items) in all of such territories on an aggregate basis. The purchase price will increase on a tiered basis in the United States and in the
additional territories to as high as 36.5% and 35.75%, respectively, on the portion of Eisai s annual net sales exceeding $750.0 million, subject to
reduction (for sales in a particular country) in the event of generic competition in the applicable country. The Eisai Agreement includes

payments by Eisai if annual minimum sales requirements in the additional territories are not met during the first ten years after initial

commercial sale in Canada, Mexico or Brazil. In addition, we are eligible to receive up to an aggregate of $1.19 billion in one-time purchase
price adjustments and other payments based on Eisai s annual net
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sales of BELVIQ in all of the territories under our agreement on an aggregate basis, with the first and last amounts payable with annual net sales
of $250.0 million and $2.5 billion, respectively. Of these payments, Eisai will pay us a total of $330.0 million for annual net sales of up to $1.0
billion. We are also eligible to receive up to an additional $185.0 million in one-time purchase price adjustment payments based on Eisai s annual
net sales of BELVIQ in the non-US territories under our agreement, with the first and last amounts payable upon first achievement of annual net
sales of $100.0 million and $1.0 billion, respectively, in such territories.

With respect to the post-marketing studies we and Eisai committed to conduct as part of the FDA approval of BELVIQ, Eisai will bear 90% and
we will bear 10% of the expenses for the cardiovascular outcomes trial, and Eisai and we will share equally the costs of certain pediatric studies.
Eisai is responsible for regulatory activities related to the BELVIQ New Drug Application, or NDA, and for the regulatory activities for
obtaining regulatory approval in any country in the additional territories. If the regulatory authority for a country in the additional territories
requires development work before or following approval of BELVIQ in such country, Eisai will bear 90% and we will bear 10% of the expenses
for such work, with the exception of the expenses for stability testing, which will be shared equally by the parties.

Arena GmbH has agreed to indemnify Eisai for certain losses resulting from product liability claims, except to the extent caused by Eisai s
negligence, willful misconduct, violation of law or breach of the Fisai Agreement or related agreements. We have limited product liability
insurance, and are unable to predict the maximum potential amount of any future payment for product liability.

9. Warrants

All of Deerfield s formerly outstanding warrants to purchase 23,000,000 shares of our common stock were exercised at various dates in 2012.
See Note 6.

The following table summarizes our outstanding warrants as of September 30, 2012:

Balance Sheet Number of Exercise Expiration

Classification Warrants Price Date
August 2008 Series B Warrants Liability 1,965,418 $ 434 August 14, 2015
June 2006 Series B Warrants Liability 1,467,405 $ 8.76 June 30, 2013
Total number of warrants outstanding 3,432,823

10. Stockholders Equity
Issuances of Common Stock

In January 2012, we issued Deerfield 9,953,250 shares of our common stock and approximately 9,953 shares of our Series D Preferred, and
exchanged certain of Deerfield s warrants to purchase shares of our common stock. After deducting our $5.0 million prepayment of loan
principal, net proceeds to us from this financing were $27.9 million. In February 2012, Deerfield converted all of the Series D Preferred into a
total of 9,953,250 shares of our common stock. See Note 6.

In March 2012, we issued 14,414,370 shares of our common stock under an equity line of credit agreement with Azimuth Opportunity, L.P.,
resulting in net proceeds to us of $24.7 million.

In May 2012, we received net proceeds of $65.7 million in a public offering of 12,650,000 shares of our common stock at $5.50 per share,
including 1,650,000 shares sold pursuant to the full exercise of an over-allotment option.

In addition to the above, in the nine months ended September 30, 2012, we issued a total of 23,000,000 shares of our common stock with respect
to the exercise of all of Deerfield s formerly outstanding warrants, resulting in net proceeds to us of $32.5 million, which proceeds do not include
$6.7 million from the exercise of warrants that was used to cancel a portion of the then outstanding principal on the Deerfield loan (see Note 6).
We also issued a total of 928,323 shares of our common stock pursuant to stock option exercises and a total of 244,230 shares of our common
stock under our employee stock purchase plan, resulting in net proceeds to us of $4.2 million and $0.3 million, respectively.

Authorized Shares
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On June 15, 2012, our stockholders approved an amendment to our Fifth Amended and Restated Certificate of Incorporation, as amended, to
increase the total number of authorized shares from 250,000,000 to 375,000,000 and the number of authorized shares of common stock from
242,500,000 to 367,500,000.
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Equity Compensation Plans

On June 15, 2012, our stockholders approved our 2012 Long-Term Incentive Plan, or 2012 LTIP. Upon such approval, our 2009 Long-Term
Incentive Plan, or 2009 LTIP, was terminated. Our 2006 Long-Term Incentive Plan, as amended, Amended and Restated 1998 Equity
Compensation Plan, Amended and Restated 2000 Equity Compensation Plan, and 2002 Equity Compensation Plan (or together with the 2009
LTIP, the Prior Plans ) were previously terminated. However, notwithstanding such termination of the Prior Plans, all outstanding awards under
the Prior Plans will continue to be governed by the terms of the applicable Prior Plan in effect at the time of grant and the agreements evidencing
those awards. The number of shares of common stock authorized for issuance under the 2012 LTIP may be increased by the number of shares
subject to any stock awards under the Prior Plans that are forfeited, expire or otherwise terminate without the issuance of such shares and would
otherwise be returned to the share reserve under the Prior Plans but for their termination and as otherwise provided in the 2012 LTIP.

The 2012 LTIP provides for the grant of a total of 18,000,000 shares of our common stock, as (i) decreased for grants made under the Prior
Plans between December 31, 2011, and the approval of the 2012 LTIP and (ii) increased by the number of shares subject to any stock awards
under the Prior Plans that, between December 31, 2011, and the approval of the 2012 LTIP, are forfeited, expire or settled for cash and as
otherwise provided in the 2012 LTIP. When approved by our stockholders, there were 15,384,713 shares of common stock available for issuance
under the 2012 LTIP. As of September 30, 2012, there were 15,375,926 shares of common stock available for issuance under the 2012 LTIP.

Shares may be granted under the 2012 LTIP as incentive stock options, nonstatutory stock options, stock appreciation rights, restricted stock
awards, restricted stock unit awards and performance awards. Subject to certain limited exceptions, (i) stock options and stock appreciation
rights granted under the 2012 LTIP reduce the available number of shares by one share for every share issued while awards other than stock
options and stock appreciation rights granted under the 2012 LTIP reduce the available number of shares by 1.2 shares for every share issued. In
addition, shares that are released from awards granted under the Prior Plans or the 2012 LTIP because the awards expire, are forfeited or are
settled for cash will increase the number of shares available under the 2012 LTIP by one share for each share released from a stock option or
stock appreciation right and by 1.2 shares for each share released from a restricted stock award or restricted stock unit award.

Stock options granted under the 2012 LTIP generally vest 25% a year for four years and are exercisable for up to 10 years from the date of grant.
The recipient of a restricted stock award has all rights of a stockholder at the date of grant, subject to certain restrictions on transferability and a
risk of forfeiture. The minimum performance period under a performance award is 12 months. Neither the exercise price of an option nor the
grant price of a stock appreciation right may be less than 100% of the fair market value of the common stock on the date such option is granted,
except in specified situations. The 2012 LTIP prohibits option and stock appreciation right repricings (other than to reflect stock splits, spin-offs
or certain other corporate events) unless stockholder approval is obtained.

Employee Stock Purchase Plan

On June 15, 2012, our stockholders approved our 2009 Employee Stock Purchase Plan, as amended, or 2009 ESPP, which (i) increased the
shares of our common stock authorized and available for future issuance under the plan to a total of 1,500,000 as of June 15, 2012, (ii) modified
the plan s automatic transfer to a lower price offering period to be based on the enrollment date of a new offering period instead of the exercise
date of the immediately preceding offering period, (iii) eliminated references to our former 2001 Employee Stock Purchase Plan, as amended,
and (iv) changed the termination date of the plan to the date our Board of Directors determines to terminate the plan. As of September 30, 2012,
a total of 1,331,897 shares of common stock were available for issuance under the 2009 ESPP.

Under the 2009 ESPP, substantially all employees can choose to have up to 15% of their annual compensation withheld to purchase up to 625
shares of common stock per purchase period, subject to certain limitations. The shares of common stock may be purchased over an offering
period with a maximum duration of 24 months and at a price of not less than 85% of the lesser of the fair market value of the common stock on
(1) the first trading day of the applicable offering period or (ii) the last trading day of the applicable three-month purchase period.

Treasury Stock

On May 14, 2012, we retired all of the 3,000,000 shares we formerly held as treasury shares, and restored them to the status of authorized but
unissued common stock. Such retirement resulted in a $23.1 million increase to our accumulated deficit in the three months ended June 30,
2012, and no treasury stock remains outstanding.

10
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Share-based Compensation

We recognized share-based compensation expense as follows, in thousands:

Three months ended

September 30,
2012 2011
Research and development $ 509 $ 471
General and administrative 843 321
Restructuring charges 0 0
Total share-based compensation expense $ 1,352 $ 792

Share-based Award Activity

The following table summarizes our stock option activity during the nine months ended September 30, 2012:

Options
Outstanding at January 1, 2012 10,309,972
Granted 5,158,400
Exercised (928,323)
Forfeited/cancelled/expired (1,128,826)
Outstanding at September 30, 2012 13,411,223

Nine months ended

September 30,
2012 2011
$ 1,215 $1,510
2,498 1,342

0 94

$3,713 $2,946

Weighted-
Average
Exercise Price
$ 5.63
241
4.58
8.23

$ 4.25

We granted 1,690,500 and 371,800 performance-based restricted stock unit awards in February 2007 and March 2008, respectively. The awards
provided employees until February 26, 2012, to achieve four specific drug development and strategic performance goals. As none of these
performance goals was achieved by February 26, 2012, all of the 1,171,250 then outstanding awards expired on such date without any vesting.

No compensation expense was recognized related to these awards.

11. Concentration of Credit Risk and Major Customers

Financial instruments, which potentially subject us to concentrations of credit risk, consist primarily of cash, cash equivalents and short-term
investments. We limit our exposure to credit loss by holding our cash primarily in US dollars or placing our cash and investments in US

government, agency and government-sponsored enterprise obligations and in corporate debt instruments that are
accordance with an investment policy approved by our Board of Directors.

rated investment grade, in

Eisai is our only customer for sales of BELVIQ in the United States and, subject to applicable regulatory approval, the additional territories
under the Eisai Agreement. We manufacture drug products for Siegfried under a manufacturing services agreement, and all of our manufacturing

services revenues are attributable to Siegfried.

Percentages of our total revenues are as follows for the periods presented:

Three months ended Nine months ended

September 30,
Source of Revenue 2012 2011
Eisai Agreement 58.2% 50.
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Manufacturing services agreement with Siegfried 40.6%
Former collaboration with Ortho-McNeil-Janssen Pharmaceuticals, Inc. 0.0%
Other 1.2%

100.0%

Total percentage of revenues

11
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49.5%
0.0%
0.4%

100.0%

11.4%
0.0%
0.3%

100.0%

41.2%
5.2%
0.4%

100.0%
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12. Net Loss Per Share

We calculate basic and diluted net loss per share allocable to common stockholders using the weighted-average number of shares of common
stock outstanding during the period, less any shares subject to repurchase or forfeiture. There were no shares of our common stock subject to
repurchase or forfeiture for the three and nine months ended September 30, 2012, or 2011.

Since we are in a net loss position, we have excluded outstanding warrants and stock options, as well as unvested restricted stock in our deferred
compensation plan, from our calculation of diluted net loss per share, and our diluted net loss per share is the same as our basic net loss per
share. The table below presents the potentially dilutive securities that would have been included in our calculation of diluted net loss per share
allocable to common stockholders if they were not antidilutive for the periods presented.

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Warrants 1,054,138 0 400,296 0
Stock options 6,228,215 0 3,538,554 0
Unvested restricted stock 79,169 79,169 79,169 79,169
Total 7,361,522 79,169 4,018,019 79,169

13. Lease Obligation

In May 2007, pursuant to an agreement that was originally with BioMed Realty, L.P., a Maryland limited partnership, or BioMed, and later
assigned by BioMed to one of its subsidiaries, BMR-6114-6154 Nancy Ridge Drive LLC, a Delaware limited liability company, or BMR, we
sold to BMR three of our US properties and our right, title and interest in the option to purchase a fourth US property, which we were leasing
from another lessor. In connection with this transaction, we also (i) entered into agreements with BMR to lease back the properties under 20-year
leases, and (ii) agreed that, upon the exercise of the option on the fourth property, we would continue to lease such property, but with BMR for a
term that is concurrent with the leases for the other three properties.

In April 2012, BMR exercised its option and purchased the fourth property. As a result of the purchase, we are obligated to lease this property
through May 2027, which resulted in an operating lease obligation of $14.2 million over the term of this lease. In addition, subject to certain
restrictions, we have the option to repurchase this property, as well as the other three properties, on the 10th, 15th or 20th anniversary of the May
2007 execution date of the leases, and earlier if the leases are terminated under certain circumstances.

14. Legal Proceedings

Beginning on September 20, 2010, a number of complaints were filed in the US District Court for the Southern District of California against us
and certain of our current and former employees and directors on behalf of certain purchasers of our common stock. The complaints have been
brought as purported stockholder class actions, and, in general, include allegations that we and certain of our current and former employees and
directors violated federal securities laws by making materially false and misleading statements regarding our BELVIQ program, thereby
artificially inflating the price of our common stock. The plaintiffs are seeking unspecified monetary damages and other relief. On November 19,
2010, eight prospective lead plaintiffs filed motions to consolidate, appoint a lead plaintiff, and appoint lead counsel. The Court took the motions
to consolidate under submission on January 14, 2011. On August 8, 2011, the Court consolidated the actions and appointed a lead plaintiff and
lead counsel. On November 1, 2011, the lead plaintiff filed a consolidated amended complaint. On December 30, 2011, we filed a motion to
dismiss the consolidated amended complaint. The motion to dismiss has been fully briefed and the Court took the motion to dismiss under
submission on April 13, 2012. In addition to the class actions, a complaint involving similar legal and factual issues has been brought by at least
one individual stockholder and is pending in federal court. On December 30, 2011, we filed a motion to dismiss the stockholder s complaint. The
motion to dismiss has been fully briefed and the Court took the motion to dismiss under submission on April 13, 2012. We intend to defend
against the claims advanced and to seek dismissal of these complaints. Due to the early stage of these proceedings, we are not able to predict or
reasonably estimate the ultimate outcome or possible losses relating to these claims.

On September 24, 2010, a stockholder derivative complaint was filed in the Superior Court of California for the County of San Diego against
certain of our current and former employees and directors, and other stockholder derivative complaints were subsequently filed in state court. On
October 19, 2010, the Superior Court ordered that the pending state derivative actions be consolidated. The Superior Court also ordered that later
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filed, related state derivative actions be consolidated as well. We refer to the consolidated state derivative actions as the State Derivative Action.
In November 2010, plaintiffs in the State Derivative Action filed a consolidated stockholder derivative complaint. We filed a demurrer to the
consolidated stockholder derivative complaint on February 15, 2011. On October 6, 2010, a stockholder derivative complaint was filed in the US
District Court for the Southern District of California. Thereafter, a number of other stockholder derivative complaints were also filed in federal
court. On March 3, 2011, the federal court ordered that the pending federal derivative actions be consolidated. The federal court also ordered that
later filed, related federal derivative actions

12
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be consolidated as well. We refer to the consolidated federal derivative actions as the Federal Derivative Action. We refer to the State Derivative
Action and the Federal Derivative Action collectively as the Derivative Actions. The Derivative Actions allege breaches of fiduciary duties by
the defendants and other violations of law. In general, the Derivative Actions allege that certain of our current and former employees and
directors caused or allowed for the dissemination of materially false and misleading statements regarding our BELVIQ program, thereby
artificially inflating the price of our common stock. On September 9, 2011, we and lead counsel for the plaintiffs in the Derivative Actions
entered into a stipulation of settlement to resolve the Derivative Actions. The current and former employees and directors named as individual
defendants in the Derivative Actions have also entered into the stipulation of settlement. On October 19, 2011, the Superior Court of California
entered an order preliminarily approving the proposed settlement. On December 16, 2011, the Superior Court of California issued its final order
and judgment approving the settlement and dismissing the State Derivative Action with prejudice. On December 29, 2011, the US District Court
issued an order dismissing the Federal Derivative Action with prejudice. In accordance with the terms of the settlement, and in exchange for a
release of all claims by the plaintiffs, among others, we agreed to adopt certain corporate governance measures and cause our insurers to pay the
plaintiffs attorneys a total of $1.1 million. The time for appeals of the settlement of the Derivative Actions has lapsed without any appeal.

15. Subsequent Events
We have evaluated subsequent events after the balance sheet date of September 30, 2012, and up to the date we filed this report.
BELVIQ Product Supply

In October 2012, Arena GmbH delivered to Eisai BELVIQ product supply pursuant to an initial order under the Eisai Agreement. Eisai will pay
us $11.6 million for such product supply, which will be recorded as deferred revenues until earned.

Collaboration with Ildong Pharmaceutical Co., Ltd.

In November 2012, Arena GmbH entered into a Marketing and Supply Agreement, or [ldong Agreement, with Ildong Pharmaceutical Co., Ltd.,
or Ildong, for BELVIQ. Under the Ildong Agreement, Arena GmbH granted Ildong exclusive rights to commercialize BELVIQ in South Korea
for weight loss or weight management in obese and overweight patients, subject to regulatory approval of BELVIQ by the Korea Food and Drug
Administration, or KFDA.

Arena GmbH will receive from Ildong an upfront payment of $5.0 million, and an additional $3.0 million upon the approval of BELVIQ by the
KFDA. Ildong is responsible for the regulatory approval and, ultimately, commercialization of BELVIQ in South Korea for weight loss or
weight management in obese and overweight patients, including related development and other costs and expenses. Arena GmbH will
manufacture BELVIQ at its facility in Switzerland, and sell BELVIQ to Ildong for a purchase price starting at 35% of Ildong s annual net sales.
The purchase price will increase on a tiered basis up to 45% on the portion of annual net sales exceeding $15.0 million. If certain annual net
sales amounts are not met, Arena GmbH can convert Ildong s right to commercialize BELVIQ in South Korea to be non-exclusive.

Ildong has agreed not to (i) commercialize any pharmaceutical product containing BELVIQ (other than BELVIQ purchased from Arena GmbH),
(i) develop or commercialize any pharmaceutical product containing BELVIQ outside of South Korea, or (iii) conduct activities outside of the
Ildong Agreement related to the approval or commercialization of any other pharmaceutical product for weight loss, weight management or
obesity in South Korea. Arena GmbH has agreed not to commercialize in South Korea any pharmaceutical product containing BELVIQ intended
for end use in weight loss or weight management in obese and overweight patients.

Unless terminated earlier, the [ldong Agreement will continue in effect until the later of the expiration of all issued patents relating to BELVIQ
in South Korea and 12 years after the first commercial sale of BELVIQ in South Korea. Either party has the right to terminate the Ildong
Agreement early in certain circumstances, including (i) if the other party is in material breach, (ii) for certain commercialization concerns, and
(iii) for certain intellectual property concerns. Ildong also has the right to terminate the Ildong Agreement early in certain circumstances,
including if Arena GmbH notifies Ildong that Ildong s right to commercialize BELVIQ in South Korea will become non-exclusive.

Ildong will indemnify Arena GmbH for certain losses resulting from third-party claims, including for (i) Ildong s negligence, willful misconduct
or violation of law, (ii) Ildong s breach of the Ildong Agreement or related agreements, (iii) certain uses or misuses of BELVIQ (including any
product liability claim and other claims relating to sales or development of BELVIQ in South Korea), (iv) certain governmental investigations of
Ildong, and (v) infringement relating to Ildong s use of trademarks related to BELVIQ. Arena GmbH will indemnify Ildong for certain losses
resulting from third-party claims, including for (i) Arena GmbH s negligence, willful misconduct or violation of law, and (ii) Arena GmbH s
breach of the Ildong Agreement or related agreements.

Table of Contents 27



Table of Contents

Edgar Filing: ARENA PHARMACEUTICALS INC - Form 10-Q

13

28



Edgar Filing: ARENA PHARMACEUTICALS INC - Form 10-Q

Table of Conten

Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations.

This discussion and analysis should be read in conjunction with our financial statements and notes thereto included in this quarterly report on
Form 10-Q, or Quarterly Report, and the audited consolidated financial statements and notes thereto included in our annual report on Form 10-K
for the year ended December 31, 2011, or 2011 Annual Report, as filed with the Securities and Exchange Commission, or SEC. Operating
results are not necessarily indicative of results that may occur in future periods.

This Quarterly Report includes forward-looking statements, which involve a number of risks and uncertainties. These forward-looking

statements can generally be identified as such because the context of the statement will include words such as may, will, intend, plan, believe,
anticipate,  expect, estimate, predict, potential, continue, likely, or opportunity, the negative of these words or other similar words. £

statements that describe our plans, strategies, intentions, expectations, objectives, goals or prospects and other statements that are not historical

facts are also forward-looking statements. For such statements, we claim the protection of the Private Securities Litigation Reform Act of 1995.

Readers of this Quarterly Report are cautioned not to place undue reliance on these forward-looking statements, which speak only as of the time

this Quarterly Report was filed with the SEC. These forward-looking statements are based largely on our expectations and projections about

future events and future trends affecting our business, and are subject to risks and uncertainties that could cause actual results to differ materially

from those anticipated in the forward-looking statements. These risks and uncertainties include, without limitation, the risk factors identified in

our SEC reports, including this Quarterly Report. In addition, past financial or operating performance is not necessarily a reliable indicator of

future performance, and you should not use our historical performance to anticipate results or future period trends. We can give no assurances

that any of the events anticipated by the forward-looking statements will occur or, if any of them do, what impact they will have on our results of

operations and financial condition. Except as required by law, we undertake no obligation to update publicly or revise our forward-looking

statements.

BELVIQP is the trade name for lorcaserin hydrochloride in the United States. While BELVIQ (lorcaserin HCI) may in the future be marketed
outside of the United States as BELVIQ or under a different trade name, we use BELVIQ in this Quarterly Report to refer to the finished drug
product for lorcaserin hydrochloride or, depending on the context, lorcaserin hydrochloride or other solid state forms of lorcaserin.

OVERVIEW AND RECENT DEVELOPMENTS

We are a biopharmaceutical company focused on discovering, developing and commercializing novel drugs that selectively target G
protein-coupled receptors. Our most advanced program is for our internally discovered drug, BELVIQ (pronounced BEL-VEEK ), which was
approved by the US Food and Drug Administration, or FDA, on June 27, 2012, for chronic weight management in adults who are obese or are
overweight with at least one weight related comorbid condition. BELVIQ will be marketed in the United States by Fisai Inc., or Eisai, under the
Amended and Restated Marketing and Supply Agreement, or Eisai Agreement, with our wholly owned subsidiary, Arena Pharmaceuticals
GmbH, or Arena GmbH.

Under the Eisai Agreement, we provided Eisai with the marketing and distribution rights for BELVIQ in most of North and South America,
including Canada, Mexico and Brazil. Eisai will launch BELVIQ in the United States following the scheduling designation by the US Drug
Enforcement Administration, or DEA. In addition, under the Marketing and Supply Agreement, or lldong Agreement, between Arena GmbH
and Ildong Pharmaceutical Co., Ltd., or Ildong, we provided Ildong with the marketing and distribution rights for BELVIQ in South Korea for
weight loss or weight management in obese and overweight patients, subject to regulatory approval of BELVIQ by the Korea Food and Drug
Administration, or KFDA. We continue to own rights to market and distribute BELVIQ outside of these territories.

We have filed marketing authorization applications, or MAAs, for the regulatory approval of BELVIQ in the European Union and Switzerland,
and the applications are currently under review. We also intend to seek regulatory approval of BELVIQ in additional territories.

Our prioritized earlier-stage programs include APD811 (an orally available agonist of the prostacyclin receptor intended for the treatment of
pulmonary arterial hypertension), APD334 (an orally available agonist of the S1P1 receptor intended for the treatment of a number of conditions
related to autoimmune diseases) and APD371 (an orally available agonist of the cannabinoid receptor 2 intended for the treatment of pain), all of
which we internally discovered. In October 2012, we initiated a Phase 1 multiple-dose clinical trial of APD811. We expect to advance APD334
into a Phase 1 clinical trial in 2013, and are continuing our efforts to discover and advance other drug candidates.

Our recent and third quarter 2012 developments include:

Established the Ildong Agreement, under which Arena GmbH granted Ildong exclusive rights to market and distribute BELVIQ in
South Korea for weight loss or weight management in obese and overweight patients, subject to regulatory approval of BELVIQ by
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Submitted our response to the European Medicines Agency s Committee for Medicinal Products for Human Use s 120-day assessment
report and list of questions regarding the MAA for the marketing of BELVIQ in the European Union.

Initiated dosing in a Phase 1 multiple-dose clinical trial of APD811. This randomized, double-blind and placebo-controlled dose
titration trial is evaluating the safety, tolerability, pharmacokinetics and optimal titration schedule of multiple-ascending doses of
APDB811. We previously evaluated single-ascending doses of APD811 in the initial Phase 1 clinical trial.

We refer you to our previously filed SEC reports for a more complete discussion of certain of these and related developments.

Developing marketed drugs is a long, uncertain and expensive process, and our ability to achieve our goals, including commercializing BELVIQ
in the United States, obtaining regulatory approval of, and commercializing, BELVIQ in additional territories, conducting required and
potentially other post-marketing studies of BELVIQ, and advancing our drug candidates, depends on numerous factors, many of which we do
not control. We will continue to seek to balance the high costs of research, development and manufacturing against the need to sustain our
operations long enough to commercialize the results of our efforts and attain profitability.

We will use substantial cash to achieve our goals. To date, we have not generated any revenues from the sale of any of our drug candidates, and
BELVIQ will not be commercially available until the DEA provides the final scheduling designation. We expect to continue to incur substantial
losses, and do not expect to generate consistent positive operating cash flows, for at least the short term. Accordingly, we will need to receive
additional funds under the Eisai Agreement or I[ldong Agreement, under future collaborative agreements for BELVIQ or one or more of our drug
candidates or programs, or by raising additional funds through equity, debt or other financing transactions.

RESULTS OF OPERATIONS

We are providing the following summary of our revenues, research and development expenses and general and administrative expenses to
supplement the more detailed discussion below. The dollar values in the following tables are in millions.

Revenues
Three months ended Nine months ended
September 30, September 30,
Source of revenue 2012 2011 2012 2011
Amortization of upfront payments from Eisai $ 09 $ 1.0 $ 27 $ 29
Manufacturing services agreement 0.6 1.7 2.9 4.4
Milestone payments from Eisai 0.0 0.0 20.0 0.0
Other payments from Eisai 0.0 0.8 0.0 2.8
Other collaborative agreements 0.0 0.0 0.1 0.5
Total revenues $ 15 $ 35 $25.7 $10.6
Research and development expenses
Three months ended Nine months ended
September 30, September 30,
Type of expense 2012 2011 2012 2011
Salary and other personnel costs (excluding non-cash share-based compensation) $ 63 $ 64 $172 $194
Facility and equipment costs 2.9 29 8.5 9.2
Research supplies 0.8 1.1 2.3 2.8
External clinical and preclinical study fees and expenses, including external
manufacturing costs 0.6 1.7 53 5.4
Non-cash share-based compensation 0.5 0.5 1.2 1.5
Internal research and development manufacturing costs related to Swiss facility 0.0 1.8 4.0 5.5
Other 0.5 0.6 1.7 1.8
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General and administrative expenses

Three months ended Nine months ended
September 30, September 30,

Type of expense 2012 2011 2012 2011
Salary and other personnel costs (excluding non-cash share-based compensation) $ 29 $ 25 $ 71 $ 69
Legal, accounting and other professional fees 1.7 1.6 4.7 6.1
Facility and equipment costs 14 1.1 34 32
Non-cash share-based compensation 0.8 0.3 2.4 1.4
Other 0.6 0.5 1.4 1.4
Total general and administrative expenses $ 74 $ 6.0 $19.0 $19.0

THREE MONTHS ENDED SEPTEMBER 30, 2012, AND 2011

Revenues. Total revenues decreased by $2.0 million to $1.5 million for the three months ended September 30, 2012, from $3.5 million for the
three months ended September 30, 2011. This was primarily due to decreases of (i) $1.1 million under our manufacturing services agreement
with Siegfried Ltd (now Siegfried AG, and referred to herein collectively as Siegfried), and (ii) $0.8 million for reimbursements we received
from FEisai related to additional BELVIQ development work for the three months ended September 30, 2011.

We expect our 2012 revenues will primarily consist of (i) the $20.0 million milestone payment from Eisai that we earned in connection with the
FDA approval of BELVIQ, (ii) amortization of (a) the $50.0 million non-refundable, upfront payment we received in July 2010 in connection
with entering into the original marketing and supply agreement with Eisai, (b) the $5.0 million non-refundable, upfront payment we received in
May 2012 in connection with entering into the amended and restated marketing and supply agreement with Eisai, and (c) the $5.0 million
non-refundable, upfront payment we will receive from Ildong in connection with entering into the Ildong Agreement in November 2012, and

(iii) manufacturing services revenue from Siegfried. We expect our 2012 revenues from manufacturing services will be lower than in 2011, due
to both decreased units of drug product expected to be manufactured and lower agreed upon prices. Upon the DEA s final scheduling designation
for BELVIQ, we will also recognize milestone payments from Eisai totaling $65.0 million.

Revenues for milestones that may be achieved in the future are difficult to predict, and our revenues will likely vary significantly from quarter to
quarter and year to year. We expect that any significant revenues in the short term will depend on when Eisai begins marketing BELVIQ in the
United States, as well as whether and when we (i) receive regulatory approval of, and commercialize, BELVIQ outside of the United States,

(ii) enter into any additional agreements to commercialize BELVIQ and (iii) enter into any agreements to collaborate on or license any of our
drug candidates or intellectual property. Our short-term revenues will also include amounts we earn under our amended manufacturing services
agreement with Siegfried.

Cost of manufacturing services. Cost of manufacturing services is comprised of direct costs associated with manufacturing drug products for
Siegfried under our amended manufacturing services agreement, including related salaries, other personnel costs and machinery depreciation
costs. We recognized cost of manufacturing services of $1.4 million and $1.6 million for the three months ended September 30, 2012, and 2011,
respectively. The amount recognized for the three months ended September 30, 2012, included a $0.7 million charge for the increase in the
previously estimated contract loss provision for services expected to be rendered through the extended agreement period, which now ends on
December 31, 2013, under the amended manufacturing services agreement. The amount recognized for the three months ended September 30,
2011, included a $0.2 million reduction for the decrease in the contract loss provision estimated at that time.

Research and development expenses. Research and development expenses, which account for the majority of our expenses, consist primarily
of salaries and other personnel costs, clinical trial costs (including payments to contract research organizations, or CROs), preclinical study fees,
manufacturing costs for non-commercial products, costs for the development of our earlier-stage programs and technologies, research supply
costs and facility and equipment costs. We expense research and development costs as they are incurred when these expenditures have no
alternative future uses. We generally do not track our earlier-stage, internal research and development expenses by project; rather, we track such
expenses by the type of cost incurred.

Research and development expenses decreased by $3.4 million to $11.6 million for the three months ended September 30, 2012, from
$15.0 million for the three months ended September 30, 2011. This was primarily due to decreases of (i) $1.8 million in internal research and
development manufacturing costs related to our Swiss manufacturing facility and (i) $1.1 million in external clinical and preclinical study fees
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and expenses. Prior to the FDA approval of BELVIQ, we recorded BELVIQ manufacturing costs as research and development expenses.
However, once the FDA approved BELVIQ, we began to capitalize our BELVIQ manufacturing costs, which we expect to be significant, as
inventory, and will subsequently record such costs as cost of goods sold as the related inventory is sold. We expect to continue to incur
substantial research and development expenses in 2012, which we expect will be slightly lower than the 2011 level.

16

Table of Contents

34



Edgar Filing: ARENA PHARMACEUTICALS INC - Form 10-Q

Table of Conten

Of the $0.6 million total external clinical and preclinical study fees and expenses noted in the table above for the three months ended

September 30, 2012, $0.4 million related to our BELVIQ program and $0.1 million related to our APD811 program. Included in the $1.7 million
total external clinical and preclinical study fees and expenses noted in the table above for the three months ended September 30, 2011, was $1.3
million related to our BELVIQ program and $0.3 million related to our APD811 program.

General and administrative expenses. General and administrative expenses increased by $1.4 million to $7.4 million for the three months
ended September 30, 2012, from $6.0 million for the three months ended September 30, 2011. This was primarily due to increases of

(1) $0.5 million in non-cash share-based compensation and (ii) $0.4 million in salary and personnel costs. We expect that our 2012 general and
administrative expenses will be slightly higher than the 2011 level.

Amortization of acquired technology and other intangibles. We recognized $0.2 million for amortization of acquired technology and other
intangibles for each of the three-month periods ended September 30, 2012, and 2011. This amortization expense relates to the manufacturing
facility production licenses we acquired in January 2008, which are being amortized over their estimated useful life of 20 years. Using the
exchange rate in effect on September 30, 2012, we expect to record amortization expense of $0.7 million per year through 2027 for the
manufacturing facility production licenses.

Interest and other income (expense), net. Net interest and other income (expense) increased to income of $3.6 million for the three months
ended September 30, 2012, from an expense of $3.4 million for the three months ended September 30, 2011. This $7.0 million increase was
primarily due to (i) a $5.3 million non-cash gain from revaluation of our derivative liabilities and (ii) a $1.4 million decrease in interest expense
due to our payoff of the Deerfield loan in May 2012. We did not pay any interest to Deerfield in the three months ended September 30, 2012,
compared to the $0.4 million we paid Deerfield for the three months ended September 30, 2011. Although our total interest expense will
decrease due to the payoft of the Deerfield loan, we expect that it will continue to be substantial due to payments on our lease financing
obligations.

NINE MONTHS ENDED SEPTEMBER 30, 2012, AND 2011

Revenues. Total revenues increased by $15.1 million to $25.7 million during the nine months ended September 30, 2012, from $10.6 million
during the nine months ended September 30, 2011. This increase was primarily due to the $20.0 million non-refundable milestone payment that
we earned in connection with the FDA approval of BELVIQ, which was partially offset by (i) a $2.8 million decrease for reimbursements related
to additional BELVIQ development work that we received from Eisai and (ii) a $1.5 million decrease in manufacturing services revenue under
our manufacturing services agreement with Siegfried.

Cost of manufacturing services. We recognized cost of manufacturing services of $2.8 million and $6.2 million for the nine months ended
September 30, 2012, and 2011, respectively. The decrease between periods was primarily driven by our contract loss provisions for these
services, which are the result of the services being provided at sales prices that are less than our costs, and the reduced volume of manufacturing
services performed. Specific to the contract loss provision, the amount recognized for the nine months ended September 30, 2011, included a
$1.7 million charge for the increase in the contract loss provision estimated during such period and a reduction of $0.8 million to reflect the loss
incurred on the services rendered.

Research and development expenses. Research and development expenses decreased $5.4 million to $40.2 million for the nine months ended
September 30, 2012, from $45.6 million for the nine months ended September 30, 2011. This was primarily due to decreases of (i) $2.2 million
in salary and personnel costs as a result of our 2011 workforce reduction, (i) $1.5 million in internal research and development manufacturing
costs related to our Swiss manufacturing facility and (iii) $0.7 million in facility and equipment costs, primarily depreciation expense. Included
in the $5.3 million of total external clinical and preclinical study fees and expenses for the nine months ended September 30, 2012, was $4.1
million related to our BELVIQ program, $0.9 million related to our APD371 program and $0.1 million related to our APD811 program.
Included in the $5.4 million of total external clinical and preclinical study fees and expenses for the nine months ended September 30, 2011, was
$2.5 million related to our BELVIQ program, $1.7 million related to our APD811 program and $0.7 million related to our APD334 program.

General and administrative expenses. We recognized general and administrative expenses of $19.0 million for each of the nine-month periods
ended September 30, 2012, and 201 1. Comparing these periods, a $1.4 million decrease in legal fees in 2012 was partially offset by a $1.0
million increase in non-cash share-based compensation.

Restructuring charges. We recognized no restructuring charges for the nine months ended September 30, 2012, compared to $3.5 million for
the nine months ended September 30, 2011, in connection with one-time employee termination costs, including severance and other benefits
related to our 2011 workforce reduction.
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Amortization of acquired technology and other intangibles. We recognized $0.5 million for amortization of acquired technology and other
intangibles for the nine months ended September 30, 2012, compared to $0.8 million for the nine months ended September 30, 2011. This
decrease was primarily due to reaching the end of the 10-year estimated useful life of the Melanophore screening technology in the three months
ended March 31, 2011.

Interest and other expense, net. Total interest and other expense, net, increased by $6.3 million to $27.4 million for the nine months ended
September 30, 2012, from $21.1 million for the nine months ended September 30, 2011, primarily due to a $13.9 million non-cash loss from
revaluation of our derivative liabilities, primarily resulting from the increase in our stock price in 2012, which is an input into our Black-Scholes
option pricing model. This increased expense was partially offset by (i) a $4.2 million decrease in the non-cash loss on extinguishment of debt
and (ii) a $3.8 million decrease in interest expense primarily related to the lower outstanding balance on our Deerfield loan prior to its payoff in
May 2012. The interest expense recognized for the nine months ended September 30, 2012, included $0.6 million we paid Deerfield, compared
to $1.9 million we paid Deerfield for the nine months ended September 30, 2011.

Deemed dividend related to beneficial conversion feature of convertible preferred stock. We recorded a deemed dividend of $2.8 million in
the nine months ended September 30, 2012, upon the issuance of our formerly outstanding Series D Convertible Preferred Stock and, in the nine
months ended September 30, 2011, we recorded a deemed dividend of $2.3 million upon the issuance of our formerly outstanding Series C
Convertible Preferred Stock. The fair value of the common stock into which both series of preferred stock was convertible on the respective
dates of issuance of the preferred stock exceeded the allocated proceeds on a relative fair value basis, resulting in the beneficial conversion
feature.

LIQUIDITY AND CAPITAL RESOURCES

We have accumulated a large deficit since inception that has primarily resulted from the significant research and development expenditures we
have made in seeking to identify and validate new drug targets and develop compounds that could become marketed drugs. Notwithstanding the
FDA approval of BELVIQ and related payments received and expected from collaborators, we expect that we will continue to incur losses, and
that our operating expenses will continue to be substantial, for at least the short term, as a result of manufacturing and commercializing
BELVIQ, conducting required and potentially other post-marketing studies of BELVIQ, seeking regulatory approval of BELVIQ outside of the
United States and advancing other of our current and future compounds and drug candidates.

Short term

As of September 30, 2012, we had $165.8 million in cash and cash equivalents. We believe our cash and cash equivalents will be sufficient to
fund our operations for at least the next 12 months. Other potential sources of liquidity in the short term include (i) payments from Eisai upon
achievement of milestones and sale of BELVIQ, (ii) entering into new collaborative, licensing or commercial agreements for BELVIQ in
additional territories or for one or more of our drug candidates or programs or our patent portfolios, (iii) equity, debt or other financing and
(iv) the sale or lease of facilities or other assets we own.

To date, we have obtained cash and funded our operations primarily through equity financings, the issuance of debt and related financial
instruments, payments from collaborators and sale leaseback transactions. We will continue to evaluate various funding alternatives on an
ongoing basis. There is no guarantee that additional funding will be available or that, if available, such funding will be adequate or available on
terms that we or our stockholders view as favorable.

As part of the FDA s approval of BELVIQ in June 2012, we and Eisai committed to evaluate the effect of long-term treatment with BELVIQ on
the incidence of major adverse cardiovascular events in overweight and obese subjects with cardiovascular disease or multiple cardiovascular
risk factors, as well as to conduct post-marketing studies to assess the safety and efficacy of BELVIQ for weight management in obese pediatric
patients. With respect to such studies, which we expect will take several years to complete, Eisai will bear 90% and we will bear 10% of the
expenses for the cardiovascular outcomes trial, and Eisai and we will share equally the costs of certain pediatric studies. In addition, in the event
that we conduct any non-FDA required development work relating to BELVIQ, we would expect to incur additional expenses, which may be
significant depending on whether, and to what extent, a collaborator shares the expenses.

Eisai is responsible for regulatory activities related to the BELVIQ New Drug Application, or NDA, and for the regulatory activities for
obtaining marketing approval in any country in the additional territories under the Eisai Agreement. If the regulatory authority for a country in
the additional territories requires development work before or following approval of BELVIQ in such country, Eisai will bear 90% and we will
bear 10% of the expenses for such work, with the exception of the expenses for stability testing, which will be shared equally by the parties.
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In connection with the FDA approval of BELVIQ, we received a $20.0 million non-refundable milestone payment from Eisai. In addition, we
will receive milestone payments from Eisai totaling $65.0 million in connection with the DEA s scheduling designation for BELVIQ. Following
the DEA scheduling of BELVIQ, we expect Eisai to launch BELVIQ in the United States, and we will receive payments based on Eisai s net
sales of BELVIQ.
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In connection with entering into the Ildong Agreement in November 2012, we will receive a non-refundable, upfront payment of $5.0 million.
Ildong is responsible for the regulatory approval and, ultimately, marketing and distribution of BELVIQ in South Korea, including related
development and other costs and expenses.

In January 2008, Arena GmbH acquired from Siegfried certain drug product manufacturing assets under an asset purchase agreement, and, in
connection with such purchase, also entered into a manufacturing services agreement and a technical services agreement with Siegfried. Under
the agreements, as amended, Siegfried agreed (i) to order at least 80% of its requirements of certain drug products from Arena GmbH for the
calendar year 2012 in exchange for a discount on the price of the packaged drug products, (ii) to order at least 60% of its requirements of certain
drug products from Arena GmbH for the calendar year 2013 in exchange for a discount on the price of such drug products, and (iii) to reduce its
fees for providing Arena GmbH with certain technical and business services. Without applying the additional discount on the prices of such drug
products, the agreed upon prices are still generally below Arena GmbH s cost, and were reduced from the prices in prior years. Accordingly, we
expect the cash we receive from Siegfried in 2012 and 2013 will be lower than in previous years due to (i) decreases in prices and units
manufactured, and (ii) the additional discounts on orders placed in 2012 and 2013. If Siegfried does not order the agreed minimum amounts of
its requirements, Siegfried is obligated to refund Arena GmbH the amounts it saved due to the price discounts.

We expect that our 2012 operating expenses will be substantial, but slightly lower than in 2011, as we continue to fund BELVIQ-related
activities, and, at the same time, selectively advance certain of our research and development programs.

Long term

We will need substantial cash to achieve our objectives of discovering, developing and commercializing drugs, and this process typically takes
many years and potentially several hundreds of millions of dollars for an individual drug. We may not have adequate available cash, or assets
that could be readily turned into cash, to meet these objectives in the long term. We will need to obtain significant funds under our Eisai
Agreement or Ildong Agreement, under new collaborative, licensing or other commercial agreements for BELVIQ or one or more of our drug
candidates and programs or patent portfolios, or from other potential sources of liquidity, which may include the public and private financial
markets.

We expect to continue to incur substantial costs for BELVIQ, including costs related to manufacturing and required and potentially other
post-marketing studies. As described above under short term, we will be responsible for a portion of the costs for development work required by
regulatory agencies. In addition, in the event that we conduct any non-FDA required development work relating to BELVIQ, we would expect to
incur additional expenses, which may be significant depending on whether, and to what extent, a collaborator shares the expenses.

Following the DEA scheduling of BELVIQ, we expect Eisai to launch BELVIQ in the United States. Subject to applicable regulatory approval,
we also expect Eisai to commercialize BELVIQ in additional territories in North and South America.

We will manufacture BELVIQ at our facility in Switzerland, and sell BELVIQ to Eisai for marketing and distribution in the United States and,
subject to applicable regulatory approval, in the additional territories under the Eisai Agreement for a purchase price starting at 31.5% and
30.75%, respectively, of Eisai s aggregate annual net sales (which are the gross invoiced sales less certain deductions described in the Eisai
Agreement, including for certain taxes, credits, allowances, discounts, rebates, chargebacks and other items) in all of such territories on an
aggregate basis. The purchase price will increase on a tiered basis in the United States and in the additional territories to as high as 36.5% and
35.75%, respectively, on the portion of Eisai s annual net sales exceeding $750.0 million, subject to reduction (for sales in a particular country) in
the event of generic competition in the applicable country. The Eisai Agreement includes payments by Eisai if annual minimum sales
requirements in the additional territories are not met during the first ten years after initial commercial sale in Canada, Mexico or Brazil. In
addition, we are eligible to receive up to an aggregate of $1.19 billion in one-time purchase price adjustments and other payments based on
Eisai s annual net sales of BELVIQ in all of the territories under our agreement on an aggregate basis, with the first and last amounts payable
with annual net sales of $250.0 million and $2.5 billion, respectively. Of these payments, Eisai will pay us a total of $330.0 million for annual
net sales of up to $1.0 billion. We are also eligible to receive up to an additional $185.0 million in one-time purchase price adjustment payments
based on Fisai s annual net sales of BELVIQ in the non-US territories under our agreement, with the first and last amounts payable upon first
achievement of annual net sales of $100.0 million and $1.0 billion in such territories, respectively. We are also eligible to receive milestone
payments totaling $54.5 million based on achievement of regulatory filings and approvals.

With respect to Ildong Agreement, we will receive $3.0 million upon the approval of BELVIQ by the KFDA. We will manufacture BELVIQ at
our facility in Switzerland, and sell BELVIQ to Ildong for marketing and distribution in South Korea for a purchase price starting at 35% of
Ildong s annual net sales. The purchase price will increase on a tiered basis up to 45% on the portion of annual net sales exceeding $15.0 million.
If certain annual net sales amounts are not met, we can convert Ildong s right to commercialize BELVIQ in South Korea to be non-exclusive.

Table of Contents 39



Table of Contents

Edgar Filing: ARENA PHARMACEUTICALS INC - Form 10-Q

19

40



Edgar Filing: ARENA PHARMACEUTICALS INC - Form 10-Q

Table of Conten

With respect to commercializing BELVIQ in other territories, we will need additional funds or a collaborative or other agreement with one or
more pharmaceutical companies.

In addition to the potential payments from Eisai and Ildong described above, as well as the public and private financial markets, potential
sources of liquidity in the long term include (i) milestone and royalty and other payments from any future collaborators or licensees, and

(ii) revenues from sales of any drugs we commercialize on our own. The length of time that our current cash and cash equivalents and any
available borrowings will sustain our operations will be based on, among other things, the rate of adoption and commercial success of BELVIQ,
regulatory decisions, our prioritization decisions regarding funding for our programs, progress in our clinical and earlier-stage programs, the
time and costs related to current and future clinical trials and nonclinical studies, our research, development, manufacturing and
commercialization costs (including personnel costs), our progress in any programs under collaborations, costs associated with intellectual
property, our capital expenditures, and costs associated with securing any in-licensing opportunities. Any significant shortfall in funding may
result in us reducing our development and/or research activities, which, in turn, would affect our development pipeline and ability to obtain cash
in the future. If we determine it is advisable to raise additional funds, we do not know whether adequate funding will be available to us or, if
available, that such funding will be available on acceptable terms.

We evaluate from time to time potential acquisitions and in-licensing and other opportunities. Any such transaction may impact our liquidity as
well as affect our expenses if, for example, our operating expenses increase as a result of such acquisition or license or we use our cash to
finance the acquisition or license.

Sources and Uses of Our Cash

Net cash used in operating activities decreased by $27.5 million to $35.0 million in the nine months ended September 30, 2012, compared to
$62.5 million in the nine months ended September 30, 2011. This decrease was primarily the result of a $21.3 million decrease in our net loss.

Net cash used in investing activities increased by $1.1 million to $1.4 million in the nine months ended September 30, 2012, compared to

$0.3 million in the nine months ended September 30, 2011. This increase was primarily the result of purchases of equipment and improvements
to our facilities, primarily for our manufacturing facility in Switzerland. We expect that our 2012 capital expenditures will increase over the
2011 amount due to deferments of capital spending in previous years.

Net cash of $143.9 million was provided by financing activities in the nine months ended September 30, 2012, primarily due to net proceeds of
(i) $65.7 million from a public offering of 12,650,000 shares of our common stock at $5.50 per share, (ii) $32.5 million from the portion of
Deerfield s formerly outstanding warrants to purchase a total of 23,000,000 shares of our common stock that were cash exercised, (iii) $27.9
million, after prepayment of $5.0 million of loan principal, from the sale to Deerfield of 9,953,250 shares of our common stock and 9,953 shares
of our preferred stock (subsequently converted in full into 9,953,250 shares of our common stock) and (iv) $24.7 million from the sale of
14,414,370 shares of common stock under an equity line of credit agreement with Azimuth Opportunity, L.P. These proceeds were partially
offset by principal payments to Deerfield totaling $22.3 million. Net cash of $10.2 million was used in financing activities during the nine
months ended September 30, 2011, primarily due to principal payments of $37.7 million to Deerfield and $7.3 million to Siegfried in the nine
months ended September 30, 2011. These payments were partially offset by net proceeds of $35.3 million from the sale of 12,150,000 shares of
our common stock and 12,150 shares of our preferred stock (subsequently converted in full into 12,150,000 shares of our common stock) to
Deerfield.

Contractual Obligations

In May 2007, pursuant to an agreement that was originally with BioMed Realty, L.P., a Maryland limited partnership, or BioMed, and later
assigned by BioMed to one of its subsidiaries, BMR-6114-6154 Nancy Ridge Drive LLC, a Delaware limited liability company, or BMR, we
sold to BMR three of our US properties and our right, title and interest in the option to purchase a fourth US property, which we were leasing
from another lessor. In connection with this transaction, we also (i) entered into agreements with BMR to lease back the properties under 20-year
leases and (ii) agreed that, upon the exercise of the option on the fourth property, we would continue to lease such property, but with BMR for a
term that is concurrent with the leases for the other three properties.

In April 2012, BMR exercised its option and purchased the fourth property. As a result of the purchase, we are obligated to lease this property
through May 2027, which resulted in an operating lease obligation of $14.2 million over the term of this lease. In addition, subject to certain
restrictions, we have the option to repurchase this property, as well as the other three properties, on the 10th, 15th or 20th anniversary of the May
2007 execution date of the leases, and earlier if the leases are terminated under certain circumstances.
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Other than this additional future obligation, there have been no material changes to the contractual obligations set forth in our 2011 Annual
Report.

CRITICAL ACCOUNTING POLICIES AND MANAGEMENT ESTIMATES

The SEC defines critical accounting policies as those that are, in management s view, important to the portrayal of our financial condition and
results of operations and demanding of management s judgment. Our discussion and analysis of financial condition and results of operations is
based on our consolidated financial statements, which have been prepared in accordance with US generally accepted accounting principles, or
GAAP. The preparation of these financial statements requires us to make estimates and judgments that affect the reported amounts of assets,
liabilities, revenues and expenses and related disclosures. We base our estimates on historical experience and on various assumptions that we
believe are reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ significantly from those estimates.

Our critical accounting policies include:

Revenue recognition. Our revenues to date have been generated primarily through collaborative agreements and a manufacturing services
agreement. Our collaborative agreements may contain multiple elements including commercialization rights, research and development services
and manufacturing. Consideration we receive under these arrangements may include upfront payments, research and development funding, cost
reimbursements and milestone payments. We recognize revenue when there is persuasive evidence that an arrangement exists, title has passed,
the price is fixed or determinable, and collectability is reasonably assured. Any advance payments we receive in excess of amounts earned are
classified as deferred revenues on our consolidated balance sheets until earned.

We adopted revised guidance on accounting for revenue arrangements involving multiple elements on January 1, 2011, on a prospective basis,
for agreements we entered into or materially modified after adoption. This updated guidance (i) relates to whether multiple deliverables exist,
how the deliverables in a revenue arrangement should be separated and how the consideration should be allocated, (ii) requires companies to
allocate revenues in an arrangement using estimated selling prices of deliverables if a vendor does not have vendor-specific objective evidence
or third-party evidence of selling price and (iii) eliminates the use of the residual method and requires companies to allocate revenues using the
relative selling price method.

Since adoption of this guidance, we evaluate deliverables in a multiple-element arrangement to determine whether each represents a separate
unit of accounting. A deliverable constitutes a separate unit of accounting when it has standalone value to the customer and there are no
customer return rights for the delivered elements. Items are considered to have standalone value when they can be sold separately by any vendor
or when the customer can resell the item on a standalone basis. If these criteria are not met, we combine the deliverable with the undelivered
elements and allocate the consideration and recognize revenue for the combined unit as a single unit. We allocate the consideration to each unit
of accounting at the inception of the arrangement based on the relative selling price.

For agreements that we entered into prior to adoption of the revised multiple-element guidance, if fair value exists for the undelivered and
delivered elements whereby such elements have standalone value, we allocate the consideration to the elements based on their relative fair
values. In cases where fair value exists for the undelivered elements but does not exist for the delivered elements, we use the residual method to
allocate the arrangement consideration. In cases where fair value does not exist for the undelivered elements in an arrangement, we account for
the transaction as a single unit of accounting.

We typically defer non-refundable upfront payments received under our collaborative agreements when associated with future performance, and
recognize them on a straight-line basis over the period in which we expect to have significant involvement or perform services, based on various
factors specific to each collaboration. Amounts we receive for research funding are recognized as revenue as the services are performed. For
reimbursements of out-of-pocket expenses for research and development activities where we control the activities, with discretion to choose
suppliers, bear credit risk and perform part of the services when required, we record revenue for the gross amount of the reimbursement. The
costs associated with such reimbursements are reflected as a component of research and development expense in our consolidated statements of
operations and comprehensive loss.

Under the milestone method, we recognize revenue that is contingent upon the achievement of a substantive milestone in its entirety in the
period in which the milestone is achieved. A milestone is an event (i) that can be achieved in whole or in part on either our performance or on
the occurrence of a specific outcome resulting from our performance, (ii) for which there is substantive uncertainty at the date the arrangement is
entered into that the event will be achieved and (iii) that would result in additional payments being due us. A milestone payment is considered
substantive when the consideration payable to us for each milestone (a) is consistent with our performance necessary to achieve the milestone or
the increase in value to the collaboration resulting from our performance, (b) relates solely to our past performance and (c) is reasonable relative
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to all of the other deliverables and payments within the arrangement. In making this assessment, we consider all facts and circumstances relevant
to the arrangement, including factors such as the scientific, regulatory, commercial and other risks that must be overcome to achieve the
respective milestone, the level of effort and investment required to achieve the respective milestone and whether any portion of the milestone
consideration is related to future performance or deliverables. Other contingent event-based payments received for which payment is either
contingent solely upon the passage of time or the result of our collaborator s performance are not considered milestones and are recognized when
earned.
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We manufacture drug products under a manufacturing services agreement for a single customer. Upon the customer s acceptance of drug
products manufactured by us, we recognize manufacturing services revenues at agreed upon prices for such drug products. We have also
contracted with this customer for them to provide us with administrative and other services in exchange for a fee. We determined that we are
receiving an identifiable benefit for these services, and are recording such fees in the operating expense section of our consolidated statements of
operations and comprehensive loss.

Clinical trial expenses. We accrue clinical trial expenses based on work performed. In determining the amount to accrue, we rely on estimates
of total costs incurred based on the enrollment of subjects, the completion of trials and other events. We follow this method because we believe
reasonably dependable estimates of the costs applicable to various stages of a clinical trial can be made. However, the actual costs and timing of
clinical trials are highly uncertain, subject to risks and may change depending on a number of factors. Differences between the actual clinical
trial costs and the estimated clinical trial costs that we have accrued in any prior period are recognized in the subsequent period in which the
actual costs become known. Historically, these differences have not been material; however, material differences could occur in the future.

Derivative liabilities. We account for our warrants and other derivative financial instruments as either equity or liabilities based upon the
characteristics and provisions of each instrument. Warrants classified as equity are recorded as additional paid-in capital on our consolidated
balance sheets and no further adjustments to their valuation are made. Some of our warrants were determined to be ineligible for equity
classification because of provisions that may result in an adjustment to their exercise price. Warrants classified as derivative liabilities and other
derivative financial instruments that require separate accounting as liabilities are recorded on our consolidated balance sheets at their fair value
on the date of issuance and will be revalued on each subsequent balance sheet date until such instruments are exercised or expire, with any
changes in the fair value between reporting periods recorded as other income or expense. We estimate the fair value of these liabilities using the
Black-Scholes option pricing model, which is affected by our stock price on the date of grant, as well as assumptions regarding other subjective
variables. Changes in the assumptions used could have a material impact on the resulting fair value.

Share-based compensation. We recognize compensation expense for all of our share-based awards based on the grant-date fair value. We
determine the grant-date fair value of share-based awards by using the Black-Scholes option pricing model, which is affected by our stock price
on the date of grant, as well as assumptions regarding other subjective variables. These assumptions include, but are not limited to, our expected
stock price volatility over the term of the awards, the risk-free interest rate and the expected term of awards. Changes in the assumptions used
could have a material impact on the compensation expense we recognize.

Share-based compensation expense recognized is based on awards ultimately expected to vest, and, therefore, is reduced by expected forfeitures.
We estimate forfeitures based upon historical forfeiture rates, and will adjust our estimate of forfeitures if actual forfeitures differ, or are
expected to differ, from such estimates. Changes in estimated forfeitures will be recognized through a cumulative adjustment in the period of the
change and will also impact the amount of share-based compensation expense in future periods.

The above listing is not intended to be a comprehensive list of all of our accounting policies. In many cases, the accounting treatment of a
particular transaction is specifically dictated by GAAP. See our audited consolidated financial statements and notes thereto included in our
2011 Annual Report, which contain additional accounting policies and other disclosures required by GAAP.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.
There have been no material changes from the information we included in this section of our Annual Report on Form 10-K for the year ended
December 31, 2011.

Item 4. Controls and Procedures.

Based on an evaluation carried out as of the end of the period covered by this quarterly report, under the supervision and with the participation of
our management, including our President and Chief Executive Officer and Senior Vice President, Finance and Chief Financial Officer, of the
effectiveness of our disclosure controls and procedures, our President and Chief Executive Officer and Senior Vice President, Finance and Chief
Financial Officer have concluded that, as of the end of such period, our disclosure controls and procedures (as defined in Rule 13a-15(e) under
the Securities Exchange Act of 1934) were effective at the reasonable assurance level. There was no change in our internal control over financial
reporting that occurred during the quarter covered by this quarterly report that has materially affected, or is reasonably likely to materially affect,
our internal control over financial reporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings.

Beginning on September 20, 2010, a number of complaints were filed in the US District Court for the Southern District of California against us
and certain of our current and former employees and directors on behalf of certain purchasers of our common stock. The complaints have been
brought as purported stockholder class actions, and, in general, include allegations that we and certain of our current and former employees and
directors violated federal securities laws by making materially false and misleading statements regarding our BELVIQ program, thereby
artificially inflating the price of our common stock. The plaintiffs are seeking unspecified monetary damages and other relief. On November 19,
2010, eight prospective lead plaintiffs filed motions to consolidate, appoint a lead plaintiff, and appoint lead counsel. The Court took the motions
to consolidate under submission on January 14, 2011. On August 8, 2011, the Court consolidated the actions and appointed a lead plaintiff and
lead counsel. On November 1, 2011, the lead plaintiff filed a consolidated amended complaint. On December 30, 2011, we filed a motion to
dismiss the consolidated amended complaint. The motion to dismiss has been fully briefed and the Court took the motion to dismiss under
submission on April 13, 2012. In addition to the class actions, a complaint involving similar legal and factual issues has been brought by at least
one individual stockholder and is pending in federal court. On December 30, 2011, we filed a motion to dismiss the stockholder s complaint. The
motion to dismiss has been fully briefed and the Court took the motion to dismiss under submission on April 13, 2012. We intend to defend
against the claims advanced and to seek dismissal of these complaints. Due to the early stage of these proceedings, we are not able to predict or
reasonably estimate the ultimate outcome or possible losses relating to these claims.

On September 24, 2010, a stockholder derivative complaint was filed in the Superior Court of California for the County of San Diego against
certain of our current and former employees and directors, and other stockholder derivative complaints were subsequently filed in state court. On
October 19, 2010, the Superior Court ordered that the pending state derivative actions be consolidated. The Superior Court also ordered that later
filed, related state derivative actions be consolidated as well. We refer to the consolidated state derivative actions as the State Derivative Action.
In November 2010, plaintiffs in the State Derivative Action filed a consolidated stockholder derivative complaint. We filed a demurrer to the
consolidated stockholder derivative complaint on February 15, 2011. On October 6, 2010, a stockholder derivative complaint was filed in the US
District Court for the Southern District of California. Thereafter, a number of other stockholder derivative complaints were also filed in federal
court. On March 3, 2011, the federal court ordered that the pending federal derivative actions be consolidated. The federal court also ordered that
later filed, related federal derivative actions be consolidated as well. We refer to the consolidated federal derivative actions as the Federal
Derivative Action. We refer to the State Derivative Action and the Federal Derivative Action collectively as the Derivative Actions. The
Derivative Actions allege breaches of fiduciary duties by the defendants and other violations of law. In general, the Derivative Actions allege
that certain of our current and former employees and directors caused or allowed for the dissemination of materially false and misleading
statements regarding our BELVIQ program, thereby artificially inflating the price of our common stock. On September 9, 2011, we and lead
counsel for the plaintiffs in the Derivative Actions entered into a stipulation of settlement to resolve the Derivative Actions. The current and
former employees and directors named as individual defendants in the Derivative Actions have also entered into the stipulation of settlement. On
October 19, 2011, the Superior Court of California entered an order preliminarily approving the proposed settlement. On December 16, 2011,
the Superior Court of California issued its final order and judgment approving the settlement and dismissing the State Derivative Action with
prejudice. On December 29, 2011, the US District Court issued an order dismissing the Federal Derivative Action with prejudice. In accordance
with the terms of the settlement, and in exchange for a release of all claims by the plaintiffs, among others, we agreed to adopt certain corporate
governance measures and cause our insurers to pay the plaintiffs attorneys a total of $1.1 million. The time for appeals of the settlement of the
Derivative Actions has lapsed without any appeal.

Item 1A.  Risk Factors.
RISK FACTORS

Investment in our stock involves a high degree of risk. You should consider carefully the risks described below, together with other information
in this Quarterly Report on Form 10-Q and other public filings, before making investment decisions regarding our stock. If any of the following
events actually occur, our business, operating results, prospects or financial condition could be materially and adversely affected. This could
cause the trading price of our common stock to decline and you may lose all or part of your investment. Moreover, the risks described below are
not the only ones that we face. Additional risks not presently known to us or that we currently deem immaterial may also affect our business,
operating results, prospects or financial condition.

The risk factors set forth below with an asterisk (*) before the title are new risk factors or ones containing substantive changes, including any
material changes, from the risk factors previously disclosed in Item 1A to Part I of our Annual Report on Form 10-K for the year ended
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December 31, 2011, as filed with the Securities and Exchange Commission, or SEC.

In June 2012, the US Food and Drug Administration, or FDA, approved our internally discovered drug, BELVIQ® (lorcaserin HCI), for chronic
weight management in adults who are obese or are overweight with at least one weight related comorbid condition. BELVIQ (pronounced

BEL-VEEK ) is the trade name for lorcaserin hydrochloride in the United States. While BELVIQ may in the future be marketed outside of the
United States as BELVIQ or under a different trade name, we use BELVIQ in this report to refer to the finished drug product for lorcaserin
hydrochloride or, depending on the context, lorcaserin hydrochloride or other solid state forms of lorcaserin.
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Risks Relating to Our Business

*QOur prospects are highly dependent on the success of BELVIQ, our first and only FDA-approved drug. To the extent BELVIQ is not
commercially successful, our business, financial condition and results of operations would be materially adversely affected and the price
of our common stock would likely decline.

We are focusing a significant portion of our activities and resources on BELVIQ, and we believe our prospects are highly dependent on, and a
significant portion of the value of our company relates to, the successful commercialization of BELVIQ in the United States and potentially in
additional territories. The marketing approval and successful commercialization of BELVIQ is subject to many risks, including the risks
discussed in other risk factors, and BELVIQ may not receive marketing approval from any other regulatory agencies. If the results of the
regulatory process, the anticipated or actual timing and plan for commercializing, the market acceptance, new clinical trials and preclinical
studies, or other actions and decisions related to BELVIQ do not meet our, your, analysts or others expectations, the market price of our
common stock could decline significantly.

The FDA approval of BELVIQ includes the following limitations of use: (i) the safety and efficacy of coadministration of BELVIQ with other
products intended for weight loss including prescription drugs (e.g., phentermine), over-the-counter drugs, and herbal preparations have not been
established, and (ii) the effect of BELVIQ on cardiovascular morbidity and mortality has not been established.

In connection with approving BELVIQ, the FDA recommended to the US Drug Enforcement Administration, or DEA, that it be classified as a
Schedule IV drug. BELVIQ will not be commercially available in the United States until the DEA provides the final scheduling designation.
BELVIQ will be marketed in the United States by Eisai Inc., or Eisai, under the Amended and Restated Marketing and Supply Agreement, or
Eisai Agreement, between Eisai and our wholly owned subsidiary, Arena Pharmaceuticals GmbH, or Arena GmbH.

Arena GmbH has also entered into a Marketing and Supply Agreement, or Ildong Agreement, for BELVIQ with Ildong Pharmaceutical Co.,
Ltd., or Ildong. Under the Ildong Agreement, Arena GmbH granted Ildong exclusive rights to market and distribute BELVIQ in South Korea for
weight loss or weight management in obese and overweight patients, subject to regulatory approval of BELVIQ by the Korea Food and Drug
Administration.

We expect that revenues under the Eisai Agreement and, to a lesser extent, the [ldong Agreement will constitute the majority of our revenues
over the next several years, and future payments to us under the agreements will substantially depend on the achievement of milestones and
BELVIQ product sales. Each of these agreements may be terminated early in certain circumstances, in which case we may not receive additional
milestone or other payments under the agreement. We cannot guarantee if or when any milestones or BELVIQ product sales under these
agreements will be achieved or paid in the future.

We have not received regulatory approval for BELVIQ in any territories outside of the United States, nor do we have any marketing and supply
agreements or similar arrangements in place other than the Eisai Agreement and the Ildong Agreement, which cover most of North and South
America and South Korea, respectively. We are seeking regulatory approval for BELVIQ in the European Union and Switzerland, and plan to
seek regulatory approval for BELVIQ in other territories, but there is no assurance that any of our pending or future regulatory applications will
be approved. We also plan to enter into marketing and supply agreements or similar arrangements with one or more pharmaceutical companies
to commercialize BELVIQ in additional territories, but there is no assurance that we will be able to do so at all or on terms that you or others
view as favorable.

In the United States, the degree of market acceptance and commercial success of BELVIQ, and our revenues, will depend on a number of
factors, including the following, as well as other risks identified in other risk factors:

the DEA s scheduling designation for BELVIQ, which designation may take longer and be more restrictive than we or others expect;

the successful launch of BELVIQ and growth of commercial sales;

the number of patients with the potential to use BELVIQ, the number of patients receiving BELVIQ treatment and the results
achieved by such patients;
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the pace of market acceptance, which may depend on the timing and impact of competition and BELVIQ s perceived advantages or
disadvantages over alternative treatments (including relative convenience, ease of administration and prevalence and severity of any
adverse events, including any unexpected adverse events);
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the actual and perceived safety and efficacy of BELVIQ on both a short- and long-term basis among actual or potential patients,
healthcare providers and others in the medical community, regulatory agencies and insurers and other payers;

incidence and severity of any side effects, including as a result of off-label use;

new data relating to BELVIQ, including as a result of additional studies, trials or analyses;

physicians may not prescribe, and patients may not take, BELVIQ until at least results from our required post-marketing studies are
available or other long-term efficacy and safety data exists;

the claims, limitations, warnings and other information in BELVIQ s current or future labeling;

Eisai s establishment and maintenance of an effective sales force and medical affairs and related functions, and its sales, marketing
and other representatives accurately describing BELVIQ consistent with its approved labeling;

BELVIQ s commercial price and perceived cost-effectiveness;

the ability of patients and physicians and other providers to obtain and maintain sufficient coverage and reimbursement, if any, by
third-party payers, including government payers;

the ability of group purchasing organizations, or GPOs, including distributors and other network providers, to sell BELVIQ to their
constituencies; and

the establishment and maintenance of adequate commercial manufacturing capabilities ourselves or through third-party
manufacturers, our ability to meet commercial demand for BELVIQ and supply chain issues.
If BELVIQ is approved in territories outside the United States, the degree of market acceptance and commercial success of BELVIQ in these
territories, and our revenues, will depend on similar factors as in the United States, as well as territory-specific risks.

We cannot predict the extent to which BELVIQ will be utilized by patients in the United States or, subject to applicable regulatory approval,
patients in other territories, or whether physicians, healthcare insurers or maintenance organizations, or the medical community in general, will
accept or utilize BELVIQ. The potential population of patients eligible for treatment with BELVIQ may be reduced based on the limitations for
use included in the approved label. Our and others efforts to educate the medical community and third-party payers regarding the benefits of
BELVIQ will require significant resources and may not be successful in achieving the objectives. If BELVIQ does not achieve sufficient market
acceptance in the United States, and ultimately in other territories, the revenues we generate from sales will be limited and our business may not
be profitable.

*Data generated or analyzed with respect to reported adverse safety events following marketing and with respect to future studies and
clinical trials may result in decreased demand, lower sales, product recall or regulatory action.

A New Drug Application, or NDA, holder is responsible for assessing and monitoring the safety of a drug that has been approved for marketing.
In addition, as a condition to obtaining FDA approval of BELVIQ, we and Eisai committed to conduct post-marketing studies, including
evaluation of the effect of long-term treatment with BELVIQ on the incidence of major adverse cardiovascular events in overweight and obese
subjects with cardiovascular disease or multiple cardiovascular risk factors. The cardiovascular outcomes trial will include echocardiographic
assessments. In addition, we or others may decide or need to conduct additional studies, clinical trials or analyses of BELVIQ, including in
connection with seeking regulatory approval of BELVIQ outside of the United States.
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New data relating to BELVIQ, including from adverse event reports, post-marketing studies and trials in the United States, and registration and
other studies and trials in territories outside the United States, may result in label changes and may adversely affect sales or result in withdrawal
of BELVIQ from the market. Foreign regulatory agencies may also consider the new data in reviewing BELVIQ marketing applications in their
territories or impose post-approval requirements that require significant additional expenditures. Furthermore, the discovery of significant
problems with a product or class of products similar to BELVIQ could have an adverse effect on the BELVIQ program, including
commercialization.

In addition, new data or other information, including information about product misuse, may lead government agencies, professional societies,
practice management groups or organizations involved in various diseases to publish guidelines or recommendations related to the use of
BELVIQ or place restrictions on sales. Such guidelines or recommendations may lead to lower sales of BELVIQ.
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*QOur forecasting of BELVIQ sales will be difficult due to uncertainty about the timing of launch, the rate of adoption and other aspects
of commercialization. If our BELVIQ revenue projections are inaccurate, our business may be harmed and our stock price may be
adversely affected.

Our business planning requires us to forecast demand and revenues despite numerous uncertainties, which may be increased because we rely to
at least some extent on our collaborators providing us accurate and timely information. Actual results may deviate materially from projected
results for various reasons, including the following, as well as risks discussed in other risk factors:

uncertainty relating to the timing and results of the DEA scheduling process;

uncertainty relating to the timing of the launch and rate of adoption;

uncertainty related to pricing, reimbursement, competition and others aspects of commercialization;

Eisai controls the commercialization of BELVIQ in most of North and South America, and Ildong controls the commercialization of
BELVIQ in South Korea, including related strategy and their allocation of resources;

lack of patient and physician familiarity with BELVIQ;

lack of patient use and physician prescribing history; and

lack of commercialization experience for BELVIQ, in particular, and weight loss drugs, in general.
The extent to which any of these or other factors individually or in the aggregate may impact sales of BELVIQ is uncertain and difficult to
predict. This may lead to lower than expected revenue, inefficiency in expenditures and increased difficulty in operational planning. Revenue
shortfalls would have a negative impact on our cash flow and on our business in general. In addition, our quarterly results may greatly fluctuate,
including in the near-term, and such fluctuations can adversely affect the market price of our common stock, perceptions of our ability to
forecast demand and revenues, and our ability to maintain and fund our operations.

*We will need to further collaborate or obtain additional funds to conduct our planned research, development and commerecialization
efforts; we may not be able to further collaborate or obtain adequate funds, your ownership may be substantially diluted if we do obtain
additional funds, and you may not agree with the manner in which we allocate our available resources; and we may never become
profitable.

We have accumulated a large deficit since inception that has primarily resulted from the significant research and development expenditures we
have made in seeking to identify and validate new drug targets and develop compounds that could become marketed drugs. We expect that our
losses and operating expenses may continue to be substantial for at least the short term.

BELVIQ will not be commercially available in the United States until after the DEA provides the final scheduling designation, which
designation may take significantly longer or be more restrictive than we or others expect. All of our other programs are in the research or early
development stage, and we may not have adequate funds to develop our compounds into marketed drugs. It takes many years and potentially
hundreds of millions of dollars to successfully develop a preclinical or early clinical compound into a marketed drug, and our efforts may not
result in marketed drugs.

Even if Eisai begins to market BELVIQ under our agreement, we cannot assure you that any additional payments we receive under such
agreement will be sufficient to fund our planned research and development and other activities or to result in profitability. We will need to enter
into marketing and supply agreements or other arrangements with one or more pharmaceutical companies, or obtain additional funds, to
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commercialize BELVIQ in additional territories. We may not be able to enter into any such agreement or obtain additional funds, on terms that
we or third parties, including investors or analysts, view as favorable, if at all.

Our ability to enter into new collaborations for BELVIQ or any of our drug candidates, and our ability to raise funds in the capital markets on
terms that you or others view as favorable, may depend on the outcomes of regulatory applications for marketing approval or additional
preclinical and clinical testing. We do not control these outcomes.

We may allocate our resources in ways that do not improve our results of operations or enhance the value of our assets. Our stockholders and
others may also not agree with the manner in which we choose to allocate our resources. Any failure to apply our resources