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In this Annual Report and Form 20-F Elan
Carporation, plc and our consclidated subsidiaries
are referred to as “Elan”, "the Company”, "the

»oa

Group”, “we”, “our”, and “us”.

We prepare aur financial statements in accord-
ance with Irish generally accepted accounting
principles (“irish GAAP"), which differ in certain
significant respects from US generally accepted
accounting principles (“US GAAP™). For a discussion
of the significant differences between Irish GAAP
and US GAAP, please refer to “ Additional US
Information—Differences between Irish and
United States Accounting Principles” in this
Annual Report and Form 20-f.

Except as otherwise stated, market information in
this Annual Report and Form 20-F regarding the
position of Elan’s business or products relative to
its or their competition is based upon published
statistical data obtained from IMS Health
Incorporated (noted as “1" in text. Source: IMS
Health. Copyright 2002. All Rights Reserved) and
Scott-Levin inc. (noted as “2” in text. Source™
Prescription Audit (SPA), January 2000 to
December 2001, Scott-Levin), leading suppliers

of statistical data to the pharmaceutical industry.
Except as otherwise stated, this market share and
industry data from IMS Health Incorporated and
Scott-Levin Inc. has been derived by comparing
Elan’s sales revenue to competitor's and tota!
market sales revenue.

All products and service names appearing in italics
are trademarks or service marks owned by or
licenced to Elan.

All statements included in this Annual Report and
Form 20-F, other than statements of historical facts,
that address activities, events or developments
that we intend, expect, project, believe or
anticipate will or may occur in the future are
forward-looking statements. These statements

are typically characterised by terminology such as
“believe”, "anticipate”, “should”, “intend”, “plan”,
“expect”, "estimate”, “project”, “strategy” and
similar expressions. These statements are basad
upon assumptions and assessments made by our
management in fight of its experience and its
perception of histarical trends, current conditions,
expected future developments and other factors
our management believes to be appropriate.
These forward-looking statements are subject to

a number of risks and uncertainties, including

the following:

* the success of research and development
activities and the speed with which regulatory
authorisations and product launches may
be achieved;

¢ competitive developments affecting our current
products;

¢ the ability 10 meet generic and branded
competition after the expiration of our patents
or other regulatory exclusivity;

* the ability to successfully market both new
and existing products in the United States
and internationally;

« difficulties or delays in manufacturing;

* trends toward managed care and healthcare
cost containment;

* possible fegisiation affecting pharmaceutical
pricing;

* exposure to product liability and other types of
lawsuits and regulatory proceedings, including
the current purported securities class actions
and the US Securities and Exchange Commission
investigation and the effect of those actions and
proceedings on our ability to finance our business;

* our ability to protect our intellectual property
both in the United States and internationally;

* exposure o interest rate and foreign currency
exchange rate fluctuations;

e exposure to fluctuations or falls in the value of
our investments in biotechnology and emerging
pharmaceutical companies;,

* our ability to complete product achisitions
and divestitures;

* the availability of product acquisition financing,
or any other financing, on acceptable terms;

* our ability to generate cash through rationalisa-
tion of our business and investment realisations:

* governmental laws and regulations affecting
United States and international operations,
including tax obligations;

¢ general changes in lrish and US GAAP;

« growth in costs and expenses;

» changes in product mix; and

» the impact of acquisitions, divestitures,
restructurings, product withdrawals and
other unusual items,

A further list and description of these risks,

uncertainties and other matters can be found

elsewhere in this Annual Report and Form 20-F,

including under “Risk factors”. Any forward-

looking statements are not guarantees of future
performance and actual results, developments
and business decisions may differ materially from
those contemplated by these forward-looking
statements. Except as required by applicable

lawy, we undertake no obligation to update any

forward-looking statements, whether as a resuft

of new information, future events or otherwise.
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Elan, an frish publi¢ limited company, is

a worldwide biopharmaceutical company,
headguartered in Dublin, Ireland. Elan was
incorporated as a private limited company in
Irefand on 18 December 1969. Elan became
a public limited company on 3 January 1984.
Elan's principal executive offices are located
at Lincoln House, Lincoln Place, Dublin 2,
Ireland, telephone number 353-1-709-4000.
Elan’s principal research and development,
manufacturing and marketing facilities are
located in Ireland and the United States.

Elan conducts its operations through two
primary business units: Biopharmaceuticals
and Drug Delivery. The Biopharmaceuticals
business unit is composed of pharmaceutical
commercial activities and biopharmaceutical
research and development activities. Elan’s
pharmaceutical commercial activities include
the marketing of products in the therapeutic
areas of neurology, pain management,
infectious diseases, dermatology and
oncology. Biopharmaceutical research and
development activities include the discovery
and development of products in the
therapeutic areas of neurology, pain
management and autoimmune diseases.
Qur Drug Delivery activities include the
development, licencing and marketing of
drug delivery products, technologies and
services to pharmaceutical industry clients
on a worldwide basis. Drug Delivery has
developed over 25 commercially marketed
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products, including 10 products that are
marketed in the United States. There are
approximately 25 Drug Delivery projects
currently in dinical development.

On 10 June 2002, Elan announced a
recovery plan aimed at focusing its
business on core areas and at continuing
the growth of the Company.

This Annual Report and Form 20-F for
2001 describes the Biopharmaceuticals
and Drug Delivery business units. As part
of its recovery plan, Elan is eliminating the
divisions or business units through which
it previously conducted its business, and
will focus on becoming a fully integrated
biopharmaceutical company.

Elan will focus on three core therapeutic
areas where it Is both fully integrated
and has research capabilities. These
areas are neurology, pain management
and autoimmune diseases. Elan’s
biopharmaceutical product pipeline
currently includes five products in clinical
trials for seven indications, including
Antegren in Phase Hl clinical trials for
multiple sclerosis ("MS”) and Crohn's
disease. The Company is also pursuing
product enhancement activities and

the application of its drug delivery
technologies to Zonegran, Zanaflex,
Skelaxin and Sonata. The Company is
also committed to the advancement of its
broad Alzheimer's disease programmes

with Wyeth and Pharmacia Corporation
("Pharmacia”), its cell trafficking
programme with Wyeth and its internal
discovery programmes in the core
therapeutic areas of neurology, pain
management and autoimmune diseases.

Drug Delivery will be a stand alone,
discrete business operating from a

single site in Pennsylvania, United States,
focused primarily on the provision of Elan's
NanoCrystal technology and compiementary
drug delivery technologies to its client base.
Those drug delivery activities that are
integral to Elan’s own development and
product enhancement activities will be
integrated into Elan’s global research and
development organisation based primarily
in Ireland; Georgia, United States; and
California, United States.

Elan has created a discrete business unit,
Elan Enterprises. This unit will focus on
optimising the value of Elan’s business
venture programme. Elan is committed
to its business venture programme. Elan
Enterprises will also be responsibie for
non-strategic businesses and assets,
including the divestiture of those
non-strategic businesses and assets.
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Our mission is to become a fully integrated,
leading biopharmaceutical company with a
significant commercial presence in selected
world markets and therapeutic areas. Elan




is committed to discovering, developing
and marketing new, innovative-products
that address the world's most debilitating
medical conditions, that improve the health
and quality of life for patients and their
families and that meet the medical needs
of the healthcare professionals who treat
them. We believe in serving patients,
customers, investors, employees and the
communities where we live and work.
LR TG
« In December 2001, Elan and
Wyeth entered into a strategic alliance to
develop and commercialise therapeutics
for the treatment of sieep disorders. Under
the terms of the alliance, Elan assumed
responsibility for the US marketing of
Sonata, a treatment for sleep disorders
that was launched by Wyeth in 1999. Elan
has an option to acquire the US product
rights to Sonata in 2005. Elan estimates
that the total consideration payable for
Sonata, including the option to acquire the
US product rights, is approximately $385
million. Sonata is a non-benzodiazepine
hypnotic for the treatment of insomnia in
adults. As part of the alliance, Elan will use
its drug delivery technologies to develop
new formulations of Sonata.

in September 2001, Elan
acquired a portfolio of pain products from
Roxane Laboratories, Inc. {"Roxane”),
a subsidiary of the Boehringer Ingelheim
Corporation. These products are marketed
in the United States. The portfolio of

products includes Roxicodone and

~ Oramorph. Roxicodone is an immediate-

release formulation of oxycodone available
in a number of strengths. Oramorph is
indicated for the relief of moderate to
moderately severe pain.

= In September 2001, Elan acquired

Delsys Pharmaceutical Corporation {“Delsys*”).

Elan’'s total investment in Delsys amounted
to approximately $50.0 million. Delsys,
which was established in 1995, is a
company engaged in the development

of the Accudep process, a revolutionary

©iviaind

Total global pharmaceutical

technology for formulating and manufac-
turing pharmaceutical preparations based
on electrostatic deposition technology.
The purchase of Delsys was accounted
for by Elan as an acquisition.

Elan acquired Dura Pharmaceuticals, Inc.
{"Dura"), The Liposome Company, Inc.
("Liposome™), Quadrant Healthcare, plc
("Quadrant”) and Neuralab Limited
("Neuralab”) during 2000. Elan acquired
Axogen Limited {"Axogen”) during 1999,
For additional information regarding these
and other acquisitions, please refer to Note
22 to the Consolidated Financial Statements.

sales increased by 11% in 2001 to $353 billion compared to

an increase of 12% in 2000°, Sales have increased due to the introduction of new, innovative
products and the aging of the global population, amongst other factors. The therapeutic
areas in the United States within which Elan operates grew at the following rates:

2000 2000 %

$bn  $bn  growth

Neurology/Pain Management

(IMS Health Anatomical Therapy Class N+M)

Infectious Diseases and Oncology

(IMS Health Anatomical Therapy Class J+L)
Dermatological

(IMS Health Anatomical Therapy Class D)

The United States, lapan and Western
Europe accounted for approximately
84%' of global pharmaceutical sales
in 2001.

The US market is Elan’'s most impartant
market. Please refer to Note 2 to the

| 427 354 21%
28.9 25.0 16%

45 42 7%

Consolidated Financial Statements for an
analysis of revenue by geographic region,
For this reason, the factors discussed below,
such as “Government Regulation” and
“Product Approval Process”, place emphasis
on requirements in the United States.
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The pharmaceutical industry is subject
globally to significant regulation by
international, national, state and local
governmental requlatory agencies.
Pharmaceutical product registration is
primarily concerned with the safety,
efficacy and quality of new drugs and
devices, and, in some countries, their
pricing. A product must generally undergo
extensive clinical trials before it can be
approved for marketing. The process of
developing a new pharmaceutical product,
from idea to commercizlisation, can take
in excess of ten years. This period varies
considerably from case to case and from
country to country.

An application for registration includes
specific details concerning not only the
chemical composition, but also the
manufacturing plant and procedures
involved in the production of the product.
The time taken from submission of an
application to commercialisation of the
product is typically two vears or longer.
After a product has been approved by
the regulatory authorities and has been
launched, it is a condition of the product
approval that all aspects relating to i%s safety,
efficacy and quality are kept under review,

Governmental authorities, including the US
Food and Drug Administration ("FDA") and
comparable regulatory authorities in other
countries regulate the design, development,
testing, manufacturing and marketing of
pharmaceutical products. For example,

the US Federal Food, Drug and Cosmetic
Act (the "FDCA™), the US Controlled
Substances Act and other federal statutes
and regulations impose requirements

on the testing, safety, effectiveness,
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manufacturing, labelling, storage,
record-keeping, advertising, marketing
and approval of Elan’s products in the
United States. Non-compliance with
applicable requirements can result in fines
and other judicially imposed sanctions,
including the initiation of product seizures,
import restrictions, injunctive actions

and criminal prosecutions. In addition,
administrative remedies can involve requests
to recall violative products, the refusal of the
government to enter into supply contracts
and/or the refusal to approve pending
product approval applications (such as
New Drug Applications {"NDAs") and
Abbreviated New Drug Applications
("ANDAs") for drugs, Biologic Licence
Applications for biological products, or
Premarket Approval Applications and
"510¢k)s” for medical devices), until
manufacturing or other alleged deficiencies
are brought into compliance. The FDA also
has the authority to cause the withdrawal
of a marketed product.

in addition, the US Centers for Disease
Control and Prevention regulate select
biologics and toxins. This includes
registration and inspection of facilities
involved in the transfer or receipt of select
agents. Select agents are subject to specific
regulations for packaging, labelling, and
transport. Non-compliance with applicable
requirements may result in criminal
penalties and the disallowance of research
and manufacturing of clinical products.
Exemptions are provided for select
agents used for a legitimate medical

_purpose or for biomedical research, such

as toxins for medica! use and vaccines.
Current biodefense legislation under
consideration allows for this research
and medical exemption.

_Certain in vitro diagnostic products and

certain delivery systems, such as MEDIPAD,
are regulated or potentially regulated in the
United States under the FDCA as medical
devices. These products are subject to pre-
marketing and postmarketing requirements.
The failure to adhere to these requirements
can result in a refusal of permission to
market and the imposition of sanctions,
including seizure, recall notification,
injunction, and civil and criminal penalties.
Additionally, as a condition to marketing
or continued marketing, the FDA may
impose certain postmarket surveiliance
and/or tracking reguirements which may
significantly increase the regulatory costs
associated with a product. Under the
FDCA, it is also possible for a given
product to be regulated both as a drug
and a medical device or as a biologic

and medical device.

The pricing of pharmaceutical products is
regulated in many countries. The mechanism
of price regulation varies. For example,
certain countries regulate the price of
individual products while in other countries
prices are controlled by limiting overall
company profitability. In the United States,
while there are currently no federal
government price controls over private
sector purchases of drugs, there have

been ongoing discussions on potential
reforms of the healthcare system, including
the pricing of pharmaceuticals, which
could result, directly or indirectly, in the
implementation of price controls on
pharmaceutical products. Certain states
are attempting to impose requirements,
processes, or systems that would result in
indirect price controls. It is not possible to
predict future regulatory action on the
pricing of pharmaceutical products.




in June 2002, Elan entered into a settlement
with the US Federal Trade Commission (the
"FTC") resolving the FTC's investigation of
a licencing arrangement between Elan and
Biovail Corporation (“Biovail”) relating

to nifedipine, the generic version of the
hypertension drug Adalat CC. The settlement
is reflected in a consent order which, by its
terms, does not constitute an admission by
Elan that any law has been violated, and does

not provide for monetary fines or penalties.
Pursuant to the terms of the consent order,
Elan will re-acquire all rights to its 30 mg
and 60 mg nifedipine products that had
been transferred to Biovail pursuant to
their licencing arrangement. Efan’s 30 mg
nifedipine product has been marketed in
the United States by Teva Pharmaceutical
Industries, Ltd. Elan’s 60 mg nifedipine
product has not been launched. The

terms of the consent order provide for

2 continued supply by Elan to Biovail of the
30 mg nifedipine product for sale through
Teva in the United States for a term to expire
on the earlier of 31 May 2003 and the

time at which Biovail begins manufacturing
sufficient quantities of the 30 mg nifedipine
product. Elan expects to launch its 30 mg
and 60 mg nifedipine products through a
major generic distributor.

s N
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The stages of testing required before a pharmaceutical product may be marketed in the United States are generally as follows:

Phase of Development

Description

Preclinical

Phase I

Phase II

Animal studies to show safety and efticacy

Clinical studies to test safety profile of drug in humans

evidence of safety

Phase 111

Clinical studies conducted with groups of patients to determine preliminary efficacy, dosage and expanded

Larger scale clinical studies conducted in patients to provide sufficient data for statistical proot of efficacy
and safety

Preclinical tests assess the potential safety
and efficacy of a product candidate in animal
models. The results of these studies must
be submitted to the FDA as part of an
IND application.

For ethical, scientific and legal reasons,
animal studies are required in the discovery
and safety evaluation of new medicines.
Elan’s policy is to seek alternatives to animal
studies through the replacement of animal
models with non-animal models, Alternatives
used include various in vitro cell culture
assays. If animal studies are unavoidable, Elan
seeks to refine the animal models used to
either reduce the number of animals utilised
or to eliminate or lessen animal discomfort.

The results of the preclinical and clinical
testing (described in the table above), along

with information regarding the manufacturing
of the product and proposed product
labelling, are submitted to the FDA through
a licence application, such as an NDA. In
certain cases, an ANDA may be filed in
lieu of filing an NDA. An ANDA relies on
bicequivalency tests that compare the
applicant’s drug with an already approved
reference drug rather than on clinical studies.
An ANDA might be available to Elan for

a new formulation of a drug for which
bioequivalent forms have already been
approved by the FDA. in responding to
applications for approval, the FDA may grant
marketing approval, approve the product for
a narrower indication, impose labelling or
distribution restrictions, request additional
information, require post-approval (Phase V)
studies or deny the application. Similar

systems are in place for the testing and
approval of biologics and medical devices.

There can be no marketing in the United
States of any drug, biclogic or device for
which a marketing application is required
until the application is approved by the
FDA. Until an application is actually
approved, there can be no assurance that
the information requested and submitted
will be considered adequate by the FDA.
Additionally, any significant change in
the approved product or in how it is
manufactured, including changes in
formulation or the site of manufacture,
require prior FDA approval. The packaging
and labelling of ali products developed
by Elan are also subject to FDA approval
and ongoing regulation.
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Whether or not FDA approval has been
obtained, approval of a pharmaceutical
product by comparable regulatory authorities
in other countries outside the United States
must be obtained prior to the marketing
of the product in those countries. The
approval procedure varies from country

to country. it can involve additional testing
and the time required may differ from
that required for FDA approval. Although
there are procedures for unified filings for
European Union countries, in general, most
other countries have their own procedures
and requirements.

Elan has manufacturing facilities in Irefand,
the United States, Switzerland and ltaly. At
31 December 2001, the Company employed
1,047 people in its manufacturing and supply
activities. Elan’s facility in Athlone, ireland, is
the primary location for the manufacture of
oral controlled-release dosage products, oral
microparticulate products and NanoCrystal
products. Elan’s facility in Georgia, United
States, also provides oral controlled-release
dosage product manufacturing capability
and is registered with the US Drug
Enforcement Administration for the
manufacture, packaging and distribution
of Schedule Il controlled drugs, Elan’s facility
in Florida, United States, is the location for
the manufacture of transdermal dosage
products and for the manufacture, packaging
and distribution of Schedule If controlled
drugs. Elan’s facility in Indiana, United
States, is the location for filling and
packaging of parenterals. Elan's facility

in Switzerland is the primary location for
the manufacture of effervescent and fast
melt oral dosage products. Elan’s facility in
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Italy manufactures tablets, liquids, creams,
ointments and powders.

A significant expansion project is ongoing
at the Athlone, Ireland facility, where
approximately $200 million is being spent
to construct a new building to produce
solid oral dosage products and NanoCrystal
products, and at the Georgia, United
States facility, where the first phase of a
$40 million expansion has commenced

for the production of oral controlled-release
dosage products.

Elan generally retains manufacturing rights
to the drug delivery products it develops
for ciients. Elan manufactures a range of
praducts for licencees and distributors. Elan
generally utilises outside manufacturers for
its pharmaceutical products, and in the
short term expects to continue to rely on
external manufacturers. Elan plans to
establish additional internal manufacturing
capabilities for its pharmaceutical products,
including the ability to formulate, filf,
label, package and distribute products in
order to meet its clinical and commercial
manufacturing needs. External manufacturers
will continue to be utilised to provide dual
sourcing where appropriate.

Al facilities and manufacturing techniques
used for the manufacture of products and
devices for clinical use or for sale in the
United States must be operated in con-
formity with current Good Manufacturing
Practices ("cGMP") regulations. These are
FDA regulations governing the production
of pharmaceutical products. Elan's facilities
are also subject to periodic requlatory
inspections to ensure ongoing compliance
with ¢cGMP regulations.

in May 2001, Elan’s wholly-owned subsidiary,
Elan Holdings, Inc. (“Elan Holdings™), and
Donal J. Geaney, chairman and chief
executive officer of Elan, William C. Clark,
president, operations, and Hal Herring and
Cheryl Schuster, each an employee of Elan
Holdings, entered into a consent decree
of permanent injunction with the US
Attorney for the Northern District of
Georgia, on behalf of the FDA, relating

to alleged violations of cGMP at Elan’s
Georgia, United States facility. The

facility manufactured, and continues to
manufacture, verapamil hydrochloride,
used in the treatment of high blood
pressure. The consent decree does not
represent an admission by Elan Holdings or
by the officers or employees named above
of any of the allegations set forth in the
decree. Under the terms of the consent
decree, which will continue in effect until
at least May 2006, Elan Holdings and the
officers and employees named above are
permanently enjoined from violating cGMP
regulations. In addition, Elan Holdings is
reguired to engage an independent expert,
subject ta FDA approval, to conduct
inspactions of the facility at least annually
through May 2004, in order to ensure the
facility’s compliance with ¢GMP. During the
term of the consent decree, Elan expects
that the facility will be subject to increased
FDA inspections and, under the terms of
the consent decree, Elan will be required to
reimburse the FDA for its costs related to
these inspections. Elan believes that, during
the term of the consent decree, the FDA will
continue to process approvals for products
to be manufactured at the facility. For
example, in March 2002 the FDA approved
Avinza, which is being manufactured at
the Georgia facility.




Elan markets its prodﬁcis through five focused sales forces totalling approximately 1,000 sales representatives in the United States and
approximately 260 sales representatives in Europe and the rest of the world. During 2001 Elan reorganised its US sales force into five groups,
consisting of primary care, hospital, neurology, specialty/dermatology and clinical sales consultants. Sales force activity is directed to promote

the following brands:

Number of US
Sales Representatives 520 200 165 70 50
.~ Products Skelaxin Abelcet Frooa Aclovate Myobloc
Sonata Azactam Roxicodone Cutivate
Zanaflex Maxipime Skelaxin Temovate
Zanaflex
Zonegran

Intellectual property is a vital asset for Elan.
Elan’s competitive position depends on

its ability to obtain patents on its current
and future technologies and products, to
defend its patents, to protect its trade
secrets and to operate without infringing
the proprietary rights of others. In addition,
under a number of licence agreements for
its drug delivery products, Elan’s failure to
obtain patents on the drug delivery product
would reduce the royalty rate that £lan
receives on sales of the product.

Elan’s policy is to seek out all opportunities
for patenting, trademark registration and
other intellectual property protection which
support its discovery, product development,
marketing, manufacturing and other business
activities. Patents have been issued, or
applied for, covering most of Elan’s products
and technologies, including those that are
under development with third parties.

Patents are in effect for the following key
marketed products in the United States:
Abelcet, Azactam, Cutivate, Frova, Maxipime,
Skelaxin and Zonegran. In addition, Abelcet,
Frova, Myobloc, Sonata and Zonegran have
certain regulatory exclusivity for a period

of time. One of our key products, Zanaflex,
is not currently protected by patents or
regulatory exclusivity. In June 2002, Elan
announced that Eon Labs, Inc. received
FDA approval to market a generic alternative
for the Zanaffex 4 mg dosage form.
Approximately 75% of prescriptions
written for Zanaflex are for the 4 mg dose.
Zanaflex represented approximately 9%
and 11% of our total revenue and product
revenue, respectively, in 2001. Arising from
the approval of a generic alternative for
Zanaflex, Elan expects a significant decline
in the sales and profitability of this product.
In the event that products competitive to any
of our other key products are introduced,

Elan would expect a significant decline in
the sales and profitability of such products.

As part of its normal business activity, Elan
monitors competitor activity carefully and
will enforce its intellectual property rights
whenever appropriate. It also generally
defends challenges to its inteffectual
property rights.

The pharmaceutical industry is characterised
by intense competition and rapid technolog-
ical change. Our principal pharmaceutical
competitors consist of major international
companies, as well as smaller research
companies and generic drug manufacturers.
A drug may be subject to competition from
alternative therapies during the period of
patent protection or regulatory exclusivity
and, thereafter, it may be subject to further
competition from generic products. Generic
competitors do not have to bear the same
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level of research and development and
other expenses associated with bringing

a new branded product to market. As

a result, they can charge much less

for a competing version of our product.
Managed care organisations typically favour
generics over brand name drugs, and
governments encourage, or under some
circumstances mandate, the use of generic
products, thereby reducing the sales of
branded products that are no longer patent
protected or protected by other regulatory
exclusivity. Additionally, generic competitors
can challenge existing patent protection or
other regulatory exclusivity. Governmental
and other pressures toward the dispensing
of generic products may rapidly and
significantly reduce, or siow the growth

in, the sales of certain of our products not
protected by patents or other regulatory
exclusivity and may adversely affect our
future results. For example, generic forms
of Ceclor CD and Myambutol were
approved by the FDA and launched in
2001, significantly reducing the revenues
and profitability of these products. As

a result, under rish GAAP, in 2001 we
incurred impairment charges of $94.2
million for Ceclor CD and $44.4 million for
Myambutol arising from write-downs of
the product intangibles for these products.
The carrying value of the remaining product
intangible for Myambutol was $32.6 million
under Irish GAAP at the end of 2001. A
further write-down of the product intangible
for Myambutol, under both Irish and US
GAAP is likely in 2002 given the greater
than expected impact of generic competition
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on the revenue and profitability from
Myambutol. In June 2002, Elan announced
that Eon Labs, Inc. received FDA approval
to market a generic alternative for the
Zanaflex 4 mg dosage form. Approximately
75% of prescriptions written for Zanaflex
are for the 4 mg dose. In 2001, product
revenues from Zanaflex were $161.7 million.
Zanaflex represented approximately 9% and
11% of our total revenue and product
revenue, respectively, in 2001. Arising from
the approval of a generic alternative for
Zanaflex, Elan expects a significant decline
in the sales and profitability of this product.
The carrying amount of the product
intangible for Zanaflex was $12.1 million
at the end of 2001.

Our Drug Delivery activities have also
faced increasing competition in recent
years as pharmaceutical companies have
become increasingly interested in the
development and commercialisation of
products incorporating advanced or novel
drug delivery systems.

Our competitive position depends, in part,
upon our continuing ability to discover,
acquire and develop innovative, cost-
effective new products, as well as new
indications and product improvements
protected by patents and other intellectual
property rights. We also compete on the
basis of price and product differentiation
and through our sales and marketing
organisation that provides information

to medical professionals and launches
new products.

Elan sells its pharmaceutical products
primarily to drug wholesalers and retailers,
hospitals, clinics, government agencies and
managed care providers. Wholesalers are
Elan‘'s main customers. As such, the volume
of demand/prescriptions written may differ
from Elan’s revenue patterns. Elan’s sales
and marketing representatives communicate
the effectiveness, safety and value of Elan’s
products to healthcare professionals in private
practice and managed care organisations.
Elan generally manufactures its drug delivery
products for licencees and distributors but
does not engage in any direct sales of drug
delivery products.

Feey gt ik TRE POy pERERS

Raw materials and supplies are normally
available in quantities adequate to meet the
needs of Elan’s business. However, Elan does
not have dual sourcing or manufacturing
for many of its raw materials or products.
Elan is also dependent on third party
manufacturers for most of its self-marketed
pharmaceutical products and raw materials.
An inability to obtain raw materials or
product supply could have a material
adverse impact on Elan’s business, financial
condition and results of operations.

On 31 December 2001, Elan had 4,617
employees worldwide, of whom 1,088
were engaged in research and develop-
ment activities, 1,047 were engaged in
manufacturing and supply activities, 1,693
were engaged in sales and marketing
activities and the remainder worked in
general and administrative areas.
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Elan has pursued collaborations with
emerging biotechnology, drug delivery
and pharmaceutical companies in order to
leverage its drug delivery technologies and
its proprietary neurological and oncology
research, and to access complementary
or synergistic research and development
programmes in Elan’s areas of expertise.
Elan has historically referred to this
programme in a number of ways,
including as a joint venture programme,
a business venture programme and a
strategic licencing programme. For the
purposes of this Annual Report and
Form 20-F, this programme will be referred
10 as the “business venture programme”.

Elan does not believe that any individual
business venture licencing transaction
entered into by it pursuant to its business
venture programme is material. In addition,
following the adoption by the Company

in 2000 of the SEC Staff Accounting
Bulletin No. 101, "Revenue Recognition

in Financial Statements” (“SAB 101"),
under US GAAP, Elan began deferring and
amortising up-front non-refundable licence
fees received from business ventures

to the profit and loss account over the
“performance period”. The performance
period is typically between two and three
years for up-front non-refundable licence
fees received by Elan from business ventures
pursuant to Elan’s business venture

programme. The performance period is
determined by the facts and circumstances
and may be shorter or longer in duration than
the typical two to three year period. For
additional information regarding SAB 101,
please refer to note "(h) Revenue recognition”
under "Additional US Information”. Under
frish GAAP, up-front non-refundable licence
fees are generally recognised immediately
in the profit and loss account.

The business venture programme generally
involves licencing drug delivery technologies,
or pharmaceutical research and development
assets to a subsidiary (the “business
veniture”) of an emerging biotechnology,
drug delivery or pharmaceutical company
(the “business venture parent”) and the
establishment of a joint development
collaboration.

Contemporaneousty with the licencing

and collaborative transaction, Elan typically
makes an investment in the business venture
in the form of non-voting convertible
preferred stock. Elan typically holds an
initial fully diluted equity interest of 19.9%
in the business venture. Elan also typically
makes an investment in the business venture
parent in the form of common equity and
convertible/exchangeable preferred stock
and/or convertible/exchangeable debt.
The convertible/exchangeable securities in
the business venture parent are generally
convertible, at Elan’s option, into common
equity of the business venture parent or

exchangeable for up to 30.1% of the
commaon equity in the business venture,
potentially bringing Elan’s fully diluted
equity interest in the business venture

to up to 50%. Elan sold certain of its
investments in the business ventures

and the business venture parents to

Elan Pharmaceutical Investments i, Ltd.
(“EPIL 11"} in June 2000. Efan also sold certain
investments, including certain investments
held by Elan Pharmaceutical Investments,
Ltd. (“EPIL"), in the business venture parents
to Elan Pharmaceutical Investments Ill, Ltd.
("EPIL 1I"Y in March 2001, EPIL Il and

EPIL 1l are securitisation entities and the
investments are held by EPIL Il and EPIL I}
as security for outstanding indebtedness
issued by the entities. For additional
information regarding these special purpose
entities, please refer to Note 15 to the
Consolidated Financial Statements and to
note “{i) Non-consolidated subsidiaries”
under “Additional US Information”.

The business venture conducts research and
development activities using its technologies
and proprietary know-how in a predefined
research field. Elan’s partner, the business
venture parent, principally manages the
business venture. The technologies and
proprietary know-how of the business
venture are in-licenced by the business
venture from Elan and the business venture
parent. During the initial set-up phase of
the business venture, a number of contracts
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are entered into to govern the in-licencing
of intellectual p'ro‘perty assets to the
business venture from Elan and the business
venture parent.

Development of products and technologies
for pharmaceutical applications involves risk.
The nature of pharmaceutical development,
with stringent regulatory constraints and
guidelines designed to protect the health
and safety of the ultimate patients and
those working with the products, means
that these development activities are costly
and time consuming. Elan believes that its
portfolio of business ventures allows it to
diversify risk. It is likely that some business
ventures may fail, while others may succeed.
In addition, individual development
programmes within the business ventures
will have varying degrees of success and
failure. Elan and the business venture
parent work together using commercially
reasonable efforts and their combined
technical, requlatory and clinical expertise
to increase the likelihood of success of

the business ventures. This may lead to
changes in the direction of a development
programme, adding or substituting
technologies, products and redirection of
clinical programmes as deemed necessary.

As of May 2002, approximately 55 business
ventures were active, some of which were
entered into before 1999, and hence are
not detailed in the following tables. The
pipeline of products in development by
these business ventures currently includes
approximately 30 products in clinical

development, including four in Phase il

or pivotal clinical trials. The business
ventures focus primarily on neurology,
pain, oncology and the utifisation of drug
delivery technologies, thus benefiting from
more than one of Elan’s areas of expertise.
No assurances can be given that any of the
products in development by the business
ventures will receive marketing approval,
or even if such marketing approval is
achieved, that these products will be
successful in generating future revenues.

Elan received and recorded under Irish
GAAP initial revenue from the business
ventures set out in the tables below, of
$172.5 millicn, $321.2 million and
$226.1 million in 2001, 2000 and 19989,
respectively. £lan’s initial investments in
the business ventures and the business
venture parents were $229.2 million, $435.7
million and $326.0 million in 2001, 2000
and 1999, respectively. Under US GAAP, the
accounting treatment utilised by Elan for
non-refundable licence fees prior to 2000
was similar to the accounting treatment
utilised by Elan under Irish GAAP. In
December 1999, the SEC issued SAB 101,
Following the Company’s adoption of
SAB 101 in 2000, Elan began deferring
and amortising non-refundable up-front
licence fees received from business ventures
to the profit and loss account over the
“performance period” for purposes

of US GAAP. The performance period is
typically between two and three years

for non-refundable up-front licence fees
received by Elan from business ventures

pursuant to Elan’s business venture
programme. The performance period is
determined by the facts and circumstances
and may be shorter or longer in duration
than the typical two to three year period.
For additional information regarding

SAB 101, please refer to note “(h) Revenue
recognition” under “Additional US
information”. Under US GAAP, Elan
recognised approximately $255.0 million
in licence fee revenue from business
ventures in 2001.

Elan has a continuing involvement with
many of its business ventures. The contracts
establishing & business venture provide

for a business plan. The business plan
includes the plan and programme of
activity relating to the business venture,
including the research, development and
commercialisation of the products or
technologies under development.

The business ventures typically have the
same operational structure that is described
as follows: The board of directors of a
business venture is comprised of a majority
of directors from the business venture
partner and one Elan director. For a
guorum, the presence of the Elan director
is required. The business plan requires the
approval of the board of directors of the
business venture, including the Elan director.
This is subject to the directors’ fiduciary duty
to the business venture. The contracts of
establishment provide for subsequent
reviews, either annually or more frequently,
of the business plan and require the
continuing approval by the Elan director.
The business ventures also have a




management committee and/or research
and development committee. These
committees provide for equal representation
by Elan and the business venture partner.
The committees have responsibility for day
to day activities of the business venture
and for the implementation of the business
plan. At their inception, the business
ventures typically have no funds after
payment of the initial fee 1o Elan. The
operating funding of the business venture
is provided by the business venture partne'r
and Elan. Elan may provide subsequent
financial support or research and develop-
ment services to business ventures or the
business venture parents. Funding is
generally utilised to pay for research and
development activities. Typically, such
subsequent financial support is provided in
proportion to the respective fully diluted
holdings by the business venture parent

and Elan in the business venture {typically
80.1% and 19.9%, respectively). Elan
expenses the subsequent funding it provides
directly to the business venture. This is
expensed within the interest and other
expense line. Elan expensed approximately
$24.6 million, $10.0 million and $8.5 million
of subsequent business venture funding in
2001, 2000 and 1899, respectively. Elan
may also provide additional debt or equity
financing to the business venture parent,
the proceeds of which the business venture

parent uses to fund its proportion of the
subseguent support of the business venture.
This amount is recorded by Elan as a
financial asset. Elan provided additional
financing of $92.2 million, $41.3 million and
$9.7 million to business venture parents in
2001, 2000 and 1999, respectively.

The future funding that may be provided
to the business ventures is uncertain and
depends on various factors, including

the successful progression of research

and development, the speed of that
progression, and the design and associated
cost of the research and development
activity within each business venture.

The business ventures incurred research and
development expenditures of approximately
$125.0 million in 2001. Assuming no
changes to the business venture portfolio,
the business ventures could incur research
and development expenditures of between
$150 million and $200 million in each of
2002 and 2003. While the business ventures
and the business venture parents are
generally responsible for ongoing research
and development activities, they may
request that Elan conduct research and
development on their behalf. If Elan
undertakes such work, the work is typically
charged to the business venture at pre-
determined rates, which are set to recover
Elan’s costs plus a mark-up. Elan received

research revenue from the business ventures
of approximately $15.0 million, $15.4
million and $8.8 million in 2001, 2000 and
19989, respectively.

investments in the business venture parents
are made at fair value. The fair value of
investments is initially determined by Elan
using guoted prices for publicly quoted
securities and by valuing non-quoted
securities using methodologies such as
option pricing, private placement prices
and discounted cash flows.

Subseguent to Elan’s investment in a
business venture and business venture
parent, the value of the investments are
determined on a periodic basis, but not
less than yearly, by a third party financia!
adviser using methodologies similar to
those described above,

The tables below set forth certain information
regarding the business ventures that were
formed in 2001, 2000 and 1998, respectively.
These tables list 44 business ventures. The
footnotes list another two business ventures
that are being restructured. As of May 2002,
Elan has approximately 55 active business
ventures. Those nine active business ventures,
not included in the tables or footnotes,
were formed in the periods prior to 1999,
These nine business ventures did not have
a material impact on Elan’s results or
financial candition in 2007, 2000 or 1999.
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Business Ventures—2001™

2

an

: Allergy Therapeutics Ltd.

$ 20.7 million

Development of anti-histamine formulations

$ 15.0 million

$ 15.0 million

: Applied Genetics $ 19.0 million Topical treatments of skin disease including skin cancer
Incorporated Dermatics (Dimericine™—liposomal T4N5}
' Beyond Genomics, Inc. $ 15.0 million Research into Alzheimer’s disease and/or mild $ 10.0 million
cognitive impairment
é CeMNeS Limited $ 21.0 million Treatment of pain (morphine-6-glucuronide) $ 15.0 million
" ChemGenex $ 20.0 million Treatment of cancer $ 15.0 million
Therapeutics, Inc.
. Cogent Neuroscience, Inc. $ 17.5 million Treatment of central nervous system (“CNS”) disease $ 12.5 million :
- Curis, Inc. $ 19.0 million Treatment of neurological disorders $ 15.0 million
eNOS Pharmaceuticals, Inc. | $ 17.0 million Treatment of neurological and cardiovascular diseases $ 15.0 million
in non-hypercholesterolemic humans (EN-110)
: GlycoGenesys, Inc. $ 20.0 million Treatment of cancer (GCS-100, formerly known $ 15.0 million

as GBC-590)

Inex Pharmaceuticals
- Corporation

$ 20.0 million

Treatment of cancer (VSLI™)

$ 15.0 million |

: Lipocine Inc.

$ 20.0 million

Oral hormone replacement therapy combination product

$ 15.0 million

Nobex Corporation

$ 20.0 million

Treatment of post-menopausal osteoporosis or
Paget’s disease (Oratonin™)

$ 15.0 million

: Total

$229.2 million

$172.5 million |

Al busiiiess ventures foried in 2001 are active.

in 2001, Elan received and recorded under Irish GAAP initial revenue from business ventures of $172.5 million. Elan’s initial investments in
the business ventures and the business venture parents were $229.2 million.
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Business Ventures—2000
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Acusphere, Inc.™"? $ 22.5 million Pulmonary delivery of therapeutics (compound $ 15.0 million
not disclosed) ;
Altea Genomics, Inc.”? § 12.0 million Transcutaneous delivery of gene-based products $ 10.0 million
v including DNA vaccines :
- Ardent Pharmaceuticals, $ 20.0 million Treatment of pain (morphine} $ 15.0 million |
. Inc.” (“Ardent”)
$ 20.0 million Treatment of pain and cancer-associated svmptoms $ 15.0 million

¢ Atrix Laboratories, Inc.”

(fentanyl and an anti-emetic)

Cogent Neuroscience, Inc.*®| $ 20.0 million Gene-based products for treatment of disorders resulting $ 15.0 million ;
from cellular pathologies induced by genetic disease
(such as Huntington’s disease) :
¢ Cytokine Pharmasciences, $ 20.0 million Indications of CNI-1493, except infectious diseases $ 15.0 million
: Inc.!l) 2 ;
- Digital Gene Techrologies, $ 41.2 million Identify and develop drug targets and therapeutics for the | $ 31.2 million |
. Ine? treatment of Alzheimer’s disease and Parkinson’s disease (
and also to develop novel mechanisms for drug delivery !
Elite Pharmaceuticals, Inc.??| $ 20.0 million Treatment of pain and neurology (two undisclosed $ 15.0 million
compounds)
i {
FeRx Incorporated™® $ 20.6 million Treatment of cancer (MTC-DOX™) $ 15.6 million :
. Generex Biotechnology $ 20.0 million Treatment of pain (buccal morphine) $ 15.0 million :
: Corporation™ :
. Idun Pharmaceuticals, Inc. $ 25.0 million Treatment, inhibition or prevention of apoptosis

(cell death) following stroke

$ 15.0 million

“lipestments in the business venture or busiiess venture parent were sold to EPIL I and/or EPJLIIL

“lirvestwient held by EPIL LT was disposed of to an waffiliated third party o 28 Jine 2002




operating review

Business Ventures—2000 (continued)

$ 10.0 million

. ImaRx Therapeutics, Inc.”® | § 12.0 million Treatment of cancer

Incara Pharmaceuticals $ 19.0 million Treatment of gastro-intestinal disease including $ 15.0 million
. Corporation™ ulcerative colitis and Crohn's disease (Deligoparin :
: sodium—ultra low molecular weight heparin)

Ingredient Innovations $ 12.0 million Nutraceutical products $ 10.0 million

: 'International Company™*

Lyotropic Therapeutics, Inc.”

$ 19.0 million

Undisclosed compound

$ 15.0 million

i Neurome, Inc.”® $ 13.3 million Research into neuronatl cell death arising from $ 9.9 million |
' amyloid deposition
. NewBiotics Inc.%® $ 21.0 million Treatment of cancer (NB 1011/Thymectacin™) $ 9.0 million
' RxKinetix, Inc.® $ 12.5 million Prevention and treatment of oral mucositis, a condition $ 10.0 million
) associated with cancer therapy
. Targeted Molecules §$ 12.0 million Develop plattorm drug delivery technologies and drug $ 10.0 million |

Corporation™®

products for the treatment of cancer

i VectraMed, Inc.”

$ 12.5 million

Treatment of cancer

$ 10.0 million

¢ Verion Incorporated™

$ 12.0 million

Platform drug delivery technology development

$ 10.0 million

. Zealand Pharmaceuticals
A/S

$ 18.3 million

Administration of a GLP-1 analogue for the treatment

and/or amelioration of diabetes

$ 13.0 million

$404.9 million

¢ Total $298.7 million

Shrvestents tn the business venture or busiitess ventyre parent were sold to EPIL I and/or EPIL [,

Shrvestment lield by EFIL 1T was disposed of 1o air unatfiliated tird party on 29 June 2002,

in September 2001, Elan acquired Delsys. Elan established business ventures with Delsys in 2000 and 1998. Elan received a licence fee of
$12.5 million from Delsys in 2000. Elan invested $18.8 million in Delsys and the related business venture arising from the establishment of
the business venture in 2000.

The development programme of the business venture established in 2000 with Aquacap Pharmaceuticals Inc. ("Aquacap”) is currently
inactive and its future activity is being considered. Elan received a licence fee of $10.0 million from Aquacap and made an initial investment
in Aquacap and the related business venture of $12.0 million.

In 2000, Elan received and recorded under Irish GAAP initial revenue from business ventures of $321.2 million. Elan’s initial investments in
the business ventures and the business venture parents were $435.7 million.
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Business Ventures—1999

s SRR PR Fiel Frand Doy vy ;
Avmax, [nc.™ $ 20.0 million Research and development of metabolism and $ 15.0 million
transport inhibitors to increase bioavailability or :
reduce dosage variability
DepoMéd, Inc.% $ 20.0 million Controlled-release formulations of two undisclosed $ 15.0 million
compounds
. DOV Pharmaceutical, $ 13.0 million Formulation of proprietary DOV compounds for $ 10.0 million
- Inc. (“DOV")? the treatment of pain and neurological disorders
(analgesic and anxolytic compounds)
. ISIS Pharmaceuticals, Inc.”® [ $ 30.0 million Drug delivery platform for oral delivery of $ 15.0 million
- (Isis”) antisense molecules
L IsIsme $ 22.5 million Delivery of an antisense drug for the treatment $ 15.0 million
of patients chronically infected with Hepatitis C
Medisys plc™® $ 25.0 milliont Diabetes (developme;nt of blood glucose monitoring $ 9.6 million f
H
systems for diabetes) !
i Photogen Technologies, Inc.” | $ 21.0 million Diagnostic imaging agents for cancer $ 15.0 million
. Ribozyme Pharmaceuticals, | $ 20.0 million Treatment of breast and other cancers {ribozyme HER-2) $ 15.0 million |
- Inc.”” (“Ribozyme”) ;
Sheffield Pharmaceuticals, $ 20.0 million Treatment of respiratory diseases (steroid products) $ 15.0 million ;
- Inc ;
Targeted Genetics $ 20.0 million Develop drug delivery platform for therapeutic genes $ 15.0 million |
i Corporation
¢ (“Targeted Genetics”)
. Total $211.5 million $139.6 million |

Phevestinenis v the businiess venture or busitess venture parent were sold to EPIL 1T and/or EPIL M.

Slivestnient held by EPIL 1T was disposed of to an wnatfilinted shird party en 29 June 2002,

In December 2000, Elan acquired Quadrant. £lan established a business venture with Quadrant in 1399. Elan received a licence fee of $14.0
million from Quadrant in 1999. Elan made an initial investment of $22.0 million in Quadrant and the relevant business venture.

Business ventures, established in 1999, that are either terminated or that have development programmes that are currently inactive include
those with Ardent (the business venture formed with Ardent in 2000 is in the process of being restructured, while a business venture formed
in 19989 is currently inactive), Ashni Naturaceuticals, Inc., Cognetix Inc., Dermal Systems International and Insmed Incorporated. In addition,
the criginal development programme of the business venture with Athersys Inc. is currently inactive; however, negotiations are currently
ongoing regarding a restructuring of the business venture. Elan received aggregate licence fees of $72.5 million in 1999 from such business
ventures and made initial investments in the business ventures and business venture parents of $92.5 million.

In 1999, Elan received and recorded under Irish GAAP initial revenue from business ventures of $226.1 million. Elan’s initial investments in
the business ventures and the business venture parents were $326.0 million.
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Principal Properties

The following table lists the location, use, size and ownership interest of Elan’s principal properties.

Dublin, Ireland Corporate administration 21,600 Sq. Ft. Leased

Athlone, Ireland Research and development, manufacturing and administration 420,500 5q. Ft. Owned

‘ San Francisco, California, US Research and development and administration 315,700 Sq. Ft. Leased

San Diego, California, US Product development, sales and administration 314,000 Sq. Ft. Owned

* Princeton, New Jersey, US Research and development, sales and administration 87,000 Sq. Ft. Leased

Indianapolis, Indiana, US Manufacturing 55,000 Sq. Ft. Owned
Gainesville, Georgia, US Manufacturing and administration 52,100 Sq. Ft. Owned
King of Prussia, Pennsylvania, US Research and development, sales and administration 47,000 Sq. Ft. Leased
205,200 Sq. Et. Owned

Pomezia, Italy

Manufacturing, sales and administration

Elan considers that its properties are in good operating condition and that its machinery and equipment have been well maintained. Plants
for the manufacture of products are suitable for their intended purposes and have capacities and projected capacities adequate for current

and projected needs for existing Elan products. Some capacity of the plants is being converted, with any needed modifications, to the

requirements of newly introduced and future products.

For additional information, please refer to Note 11 to the Consolidated Financial Statements, which discloses amounts invested in fand and
buildings, plant and equipment, Note 23 to the Consclidated Financial Statements, which discloses future minimum rental commitments,

capital commitments for the purchase of property, plant and eguipment and dispositions of plant and equipment, and “Financia! Review—
Capital Expenditure and Investment”, which discloses Elan's capital expenditures.

rfan corporation, plc @dnd Anmuat G
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Pharmaceuticals—Key Marketed Products

The following table lists the therapeutic area, trademark, compound and indication for each of Elan’s key marketed products.

. Neurology/ Zanaflex Tizanidine hydrochloride Spasticity
* Pain Management Skelaxin Metaxalone Acute painful musculoskeletal conditions
Sonata Zaleplon Sleep disorders
Zonegran Zonisamide Epilepsy
Muyobloc Botulinum toxin type B Cervical dystonia
Roxtcodone Oxycodone hydrochloride Severe pain
Frooa Frovatriptan succinate Migraine
Infectious diseases Maxipime Cefepime hydrochloride Life-threatening infections
Abelcet Ampbhotericin B lipid complex injection | Systemic fungal infections
Azactam Aztreonam Pneumonia, post-surgical infections and septicemia
Dermatology Cutivate Fluticasone propionate Inflammatory and pruritic manifestations of
corticosteroid-responsive dermatoses
Temovate Clobetasol propionate Inflammatory and pruritic manifestations of
corticosteroid-responsive dermatoses
Aclovate Alclomethasone diproprionate Inflammatory and pruritic manifestations of

corticosteroid-responsive dermatoses

Biopharmaceutical Research and Development—Key Product Pipeline
The following table lists the therapeutic area, indication and status for each of Elan’s key research and development products.
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Pain management

- Neurology/Autoimmune

Neurology/Pain
. Neurology

Neurology

. Autoimmune

Prialt (ziconotide)

ELN-154088
Antegren

(natalizumab)
Zonegran (zonisamide)
Myobloc

(botulinum toxin type B)
Immunotherapeutics
Irhibitors of beta secretase
Cell tratficking

Severe chronic pain and
neuropathic pain

Pain
MS and Crohn's disease

Migraine and mania
Various

Alzheimer’s disease
Alzheimer’s disease
Asthma and MS

May be made available to patients for compassionate
use purposes. Additional Phase III trials
initiated in 2002

Phase I trial to be initiated in 2002

Phase 111 trials ongoing. Collaboration with
Biogen, Inc. (“Biogen”)

Separate Phase II trials ongoing

A variety of studies are ongoing

Preclinical collaboration with Wyeth

Discovery collaboration with Pharmacia

Preclinical collaboration with Wyeth

Elan is also pursuing product enhancement activities involving the application of its drug delivery technologies to Skelaxin, Sonata, Zanaflex

and Zonegran.
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The Biopharmaceuticals business is
composed of pharmaceutical commercial
activities and biopharmaceutical research
and development activities. Pharmaceutical
commercial activities include the marketing
of products in the therapeutic areas of
neurology, pain management, infectious
diseases, dermatalogy and oncology.
Biopharmaceutical research and develop-
ment activities include the discovery and
development of products in the therapeutic
areas of neurology, pain management and
autoimmune diseases. Biopharmaceuticals'
products are marketed through five focused
sales forces totalling approximately 1,000
sales representatives in the United States and

approximately 260 sales representatives in
Europe/Rest of World. Approximately 600
employees are engaged in biopharmaceutical
research and development activities.
Biopharmaceutical research and development
activities include prominent research efforts
in Alzheimer’s disease (“AD"), as well as
research and development efforts in cell
trafficking, Parkinson's disease, pain,

MS, other neurological disorders and
autoimmune diseases.

All narrative in this section refers to revenue
growth rates assuming the Dura acquisition
took place on 1 January 2000, rather than

on 9 November 2000. The directors consider
that such pro-forma information for 2000
provides a more meaningful basis by which
to assess Elan’s business during 2001. On
this basis, product revenue from Elan’s top
ten product lines increased by 78% to
$617.1 million in 2001 from $347.0 million
in 2000. Excluding product acquisitions in
2000 and 2001, the increase was 63%.

All narrative in this section incorporates
revenues from Abelcet, the dermatology
products, Roxane and Sonata from their
respective dates of acquisition or the date
Elan assumed responsibility for marketing,
namely May 2000, September 2000,
September 2001 and December 2001,
respectively.

The following table sets forth Elan's aggregate pro-forma US revenue from key product lines in each of the therapeutic areas in which it operates.

12001 2000  Percentage |
$m $m Increase
Neurology/Pain Management 346 185 87*
Infectious Diseases and Oncology 210 145 45*
62 16 288%*

Dermatology

*Roxane pam produces were acquired from Roxane ot Sepranber 2001

**Abelcet was acquired in May 2000 pursuant to the acquisition of Liposonie

***Derinatology products were acguired by Dura in September 2000

Pirureiop /P Managanos AD, epilepsy, MS, Parkinson’s disease and
CNS diseases are classified into two types: muscle spasticity.

neurological, which includes AD, MS,
Parkinsaon's disease and epilepsy; and
psychiatric disorders, which includes
depression, anxiety disorders and
schizophrenia. Elan’s focus on CNS
diseases is concentrated on neurological
conditions, and currently encompasses

The prescription pharmaceutical pain
market can be divided into three segments;
peripherally acting (non-opioid) analgesics,
opioid analgesics and centrally acting
analgesics. These market segments represent
39%, 31% and 30% of the prescription
pain market, respectively.

In 2001, pro-forma US revenue from Elan’s
key products within the neurclogy/pain
management therapeutic area increased by
87% to $345.6 million compared to 2000.
This includes the acquisition of the Roxane
pain products in September 2001. Excluding
these products, revenue growth in this area
was 79%.

2!
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© 2001 2000

© $m  Sm
Total Neurology/Pain Management . 3456 1851
Major Products ! !
Zanaflex S 1617 910
Skelaxin L1179 815 .
Zonegran*® 37.8 126
Roxane pain products** . 154 —
Myobioc*** © 105 —

*Launiched in the United States o1 May 2000
**Acquired from Raxane in September 20001

***Lmaiched ji the United Stutes in Deceniber 2000

. Elan licenced Zanaflex for the
United States, Ireland and the United
Kingdom from Novartis Pharma A.G. Elan
markets Zanaflex through its primary care
and neurology sales forces. Zanaflex was
launched in the United States in 1997 for
the treatment of spasticity. Zanaflex has
grown rapidly in the United States since
its launch and generated approximately
2.3 million® prescriptions in 2001, compared
to 1.1 million? prescriptions in 2000, an
increase of 109%. US revenue for Zanaflex
increased by 78% to $161.7 million in
2001 from $91.0 million in 2000. In June
2002, Elan announced that Eon Labs, Inc.
received FDA approval to market a generic
alternative for the Zanaflex 4 mg dosage
form. Approximately 75% of prescriptions
written for Zanaflex are for the 4 mg dose.

Elan acquired Skelaxin pursuant
to the acquisition of GWC Health, Inc.
in 1998. Elan markets Skelaxin in the
United States through its primary care and
neurclogy sales forces. Skelaxin is approved
by the FDA as an adjunctive treatment for
the relief of discomfort associated with
acute, painful musculoskeletal conditions.
Skelaxin has shown strong growth in recent
years. Skelaxin generated approximately

rlan corporation, plc @bt Anmed?

4.1 million? prescriptions in 2001, an
increase of 42%:? over 2000. US revenue
for Skelaxin increased by 45% to $117.9
million from $81.5 million in 2000.

ewnan. Elan licenced Zonegran for the
United States and Europe from Dainippon
Pharmaceuticals Co., Ltd. ("Dainippon”).
Elan markets Zonegran through its neurology
sales force. Zonegran was launched

in the United States in May 2000 as an
adjunctive therapy in the treatment of
epilepsy in adults. Zonegran generated
0.2 million* prescriptions in the United States
since its launch. In 2001, US revenue for
Zonegran amounted to $37.8 million.
Zonegran is currently the fastest growing
anti-epileptic drug in the United States.
Epilepsy affects approximately 2.5 million
people in the United States, and over seven
million worldwide. Zonegran has been
marketed by Dainippon in japan since
19889. Elan is developing Zonegran for
certain European markets.

: In September 2001,
Elan acquired a portfolio of pain products
from Roxane. These products are marketed
in the United States through Elan’s
neurology sales force. The portfolio of
products includes Roxicodone and

QOramorph. In 2001, Elan’s revenue from
these products amounted to $15.4 million,

Myobloc (Neurobloc in Europe)
was developed by Elan. it is a sterile liquid
formulation of a purified neurotoxin that
acts at the neuromuscular junction to
produce flaccid paralysis. Myobloc was
approved by the FDA for the treatment of
patients with cervical dystonia to reduce
the severity of abnormal head position and
neck pain. Myobloc was launched in the
United States in December 2000 and in
the European Union in March 2001. In
2001, US revenue for Myobloc amounted
to $10.5 million. Elan markets Myobloc
through its clinical sales consultants.

- In December 2001, Elan entered
into a strategic alliance with Wyeth pur-
suant to which Elan assumed responsibility
for the US marketing of Sonata, a non-
benzodiazepine hypnotic for the treatment
of sleep discrders, that was launched by
Wyeth in 1898. It is the number two branded
hypnotic, in terms of total prescriptions, in
the United States®. Elan has an option to
acquire the US product rights to Sonata in
2005. As part of the alliance, Elan will use
its drug delivery technologies to develop new
formulations of Sonata. Elan markets Sonata
through its primary care sales force. In 2001,
Elan’s revenue from Sonata was $2.3 million.

- Elan licenced exclusive North American
sales and distribution rights for Frova in
October 1998 from Vernalis Group, plc.
frova is @ SHT.ene agonist used as an anti-
migraine therapy. In November 2001, the
FDA approved Frova for the acute treatment
of migraine. Approximately 10% of the US
population suffers from migraine attacks.
The US market for 2001 for migraine
therapy was estimated at $1.4 billion
for the overall triptan class, with the cral
triptans representing $1.2 billion. In March
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2002, Elan and UCB Pharma inc. ("UCB”)
entered into an agreement 1o co-promote
Frova. The companies launched Frova during
the second guarter of 2002. Elan markets
Frova, pursuant to its co-promotion
agreement with UCE, through Elan’s
neurology sales force.

The US systemic anti-infective market,
. including anti-bacterial, anti-viral and
anti-fungal products, amounted to

approximately $13 billion in 2001, an

increase of 13% over 2000". Major
segments in this market include respiratory
infections, hospital-acquired bacterial
infections and fungal infections.

In 2001, US revenue from Elan’s key products
within the infectious diseases and oncology
therapeutic areas increased by 44% to
$209.7 million compared to 2000. This
includes Abelcet, which was acquired in
May 2000 pursuant to the acquisition of
Liposome. Excluding Abelcet, growth in
this area was 56%.

2000
$m
Total Infectious Diseases and Oncology 02097 1455 ¢
Major Products ‘ :
Maxipime* | 863 508 :
Abelcet** L 770 602
Azactam™ . 464 345

*Acquired purswant to the acquisition of Dure i Novainber 2000

“racgreired prrsiant o the acqiasition of Liposerie in May 2000

~ Elan licenced the US marketing
rights to Maxipime from Bristol-Myers Squibb
Company {"Bristol-Myers"). Maxipime is a
fourth-generation injectable cephalosporin
antibiotic used to treat patients with
life-threatening infections. Pulmonologists,
infectious disease specialists, interna!
medicine physicians, hematologists and
oncologists prescribe Maxipime for patients
with severe hospital-based respiratory
and non-respiratory conditions such as
pneumonia, urinary tract infection and
febrile neutropenia. An important attribute
of Maxipime is its broad spectrum of activity,
including activity against many pathogens
resistant to other antibiotics. Elan markets
Maxipime through its hospital sales force. In
2001, US revenue for Maxipime was $86.3
miliion, an increase of 70% over 2000, on
a pro-farma basis.

© Elan acquired Abelcet pursuant to
the acquisition of Liposome in May 2000.
Abelcet, which is an amphotericin B lipid
complex, is marketed by Elan’s hospital sales
force primarily to hospital-based oncologists.
Abelcet is used for the treatment of systemic
fungal infections. These infections mainly
occur in immuno-compromised patients such
as those undergoing cancer chemotherapy.
In 2001, US revenue for Abelcet was $77.0
million, an increase of 28% over 2000.

Elan licenced this injectable
product from Bristol-Myers. Azactam is
a monobactam and is principally used
by surgeons, infectious disease specialists
and internal medicine physicians to treat
pneumonia, post-surgical infections and
septicemia. Elan markets Azactam in the
United States through its hospital sales
force. In 2001, US revenue for Azactam

was $46.4 million, an increase of 34%
over 2000, on a pro-forma basis.

The three United States dermatology
markets in which Elan competes are
topical corticosteroids (“TCSs”), topical
anti-fungals and topical anti-infectives.

All three market segments are growing.
TCSs comprise the largest segment with
Us revenue of approximately $1 billion?
in 2001. Topical anti-fungals have revenue
of approximately $560 million* annually.

Elan entered into & distribution agreement
for five dermatology products with Glaxo
SmithKline plc in September 2000. Elan
currently promotes these five products in
three separate dermatology categories

in the US market through its specialty/
dermatology sales force. Cutivate, Temovate
and Aclovate are all TCSs competing in the
subcategories of high potency, medium
potency and low potency, respectively.
Oxistat is a topical anti-fungal cream and
Emgel is a tepical anti-infective cream.

Curenre. Cuttvate is used to provide

relief for corticosteroid-responsive skin
diseases. Cutivate is the only topical steroid
indicated for children under one year of
age and older than three months. In 2001,
revenue from Cutivate was $24.8 million.

Temovate is for the treatment of
severe inflammatory skin diseases. Temovate
is indicated for the short term treatment of
patients with skin diseases that are resistant
to lower potency TCSs. in 2001, revenue for
Temovate was $15.0 million.

Aclovate is indicated for relief of
the inflammatory and pruritic manifestations
of corticosteroid-responsive dermatoses. In
2001, revenue for Acfovate was $9.5 million.
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operating review

Elan operates two distinct diagnostics
units—Athena Diagnostics, Inc. (“Athena
Diagnostics”) and Eian Diagnostics, inc.
("Elan Diagnostics”). Revenue from Elan’s

diagnostics units was $57.3 million in 2001.

Athena Diagnostics is a clinical reference
laboratory that receives and diagnostically
analyses samples sent from physicians. It
provides testing services in the areas of
peripheral nerve disorders, neurogenetic
disorders, AD, paraneoplastic syndromes,
movement disorders, neuromuscular
disorders, and ataxia. Athena Diagnostics
also offers certain diagnostic services

to contract research organisations and
pharmaceutical companies for use in
clinical trials. This business is based in
Massachusetts, United States. In December
2001, Elan sold approximately 20% of
Athena Diagnostics to a group of private
investors for $41.9 million.

Elan Diagnostics manufactures and
distribute’s equipment, chemistry reagents
and test kits used in physicians’ offices
and clinical laboratories to assay blood
specimens. This business is based in
Rhode Island, United States.

It is Elan's current intention to dispose of
these diagnostics businesses.

Elan has approximately 600 employees
engaged in its biopharmaceutical research
and development activities.

Elan's research and development activities
include prominent research efforts in AD,

tlan corporation, plg sun® sl 800 2

as well as research and development efforts
in cell trafficking, Parkinson’s disease, pain,
MS, other neurological disorders and
autoimmune diseases.

Antegren is a humanised monoclonal
antibody for use in inflammatory conditions
such as MS and Crohn's disease. Antegren
is the first in a new class of potential
therapeutics known as Selective Adhesion
Molecule ("SAM"} inhibitors. Antegren
blocks the adhesion of feukocytes (primarily
lymphocytes) to blood vessel walls and
thus interrupts the subsequent migration
of lymphocytes inte tissues where, in
autoimmune diseases such as MS and
Crohn's disease, these cells mediate an
inappropriate immune response against
normal tissue. In August 2000, Elan
announced that it would be collaborating
on the development, manufacture and
marketing of Antegren with Biogen.

Crohn’s disease is a chronic inflammatory
relapsing-remitting disease of the gastro-
intestinal tract, commonly affecting both
men and women, usually as young aduits.
The disease can cause diarrhea, abdominal
pain, fever, and, at times, rectal bleeding,
as well as loss of appetite and subsequent
weight loss. Crohn'’s disease can result in
frequent hospitalisations for patients and
may necessitate surgery.

MS is & disorder involving repeated
episodes of inflammation of nervous tissue
in the CNS, This inflammation destroys
the myelin sheath or covering of the nerve
cells, leaving multiple areas of scar tissue,

The exact cause of the inflammation
associated with MS is unknown.

Data on Antegren in Crohn's disease and
MS has been reported in peer-reviewed
literature and at international meetings
over the past several years. in 1992, Elan
scientists first described a role for alpha-4
integrin in an animal model of MS in an
article published in Nature. Early data

on Antegren has been further presented
in publications such as Journal of
Neuroimmunology, Neurology and
Human Antibodies. Abstracts reporting
positive data on Antegren in Crohn's
disease were presented at both the 1899
and 2001 American Gastroenterological
Associations’ Digestive Disease Week
meetings. In September 2001, results of
the Phase Ii study in MS were presented
at the annual meeting of the European
Congress on Treatment and Research in
Multiple Sclerosis.

Comprehensive Phase Il clinical trials have
been developed for the treatment of patients
with Antegren in both MS and Crohn’s
disease. In November 2001, the first subject
was dosed in the Phase Il clinical trial,
which will involve approximately 2,100
patients with relapsing MS. In December
2001, an 850-patient Phase Il study
commenced in patients with moderate to
severe Crohn’s disease, the largest clinical
trial undertaken in this indication to date.

Elan anticipates that Antegren may also
be useful in the treatment of a range
of inflammatory and non-inflammatory




diseases. Specifically, Elan intends to
examine Antegren’s potential in the
treatment of rtheumatoid arthritis and
ulcerative colitis.

AD is a degenerative brain disorder that
primarily affects older persons. AD can
begin with forgetfulness, can progress into
more advanced symptoms, including confu-
sion, language disturbances, personality
and behaviour changes, and impaired
judgement, and can ultimately lead to
profound dementia. Patients eventually are
unable to care for themselves and often
require institutionalisation or professional
care in the home setting. One of the key
pathological features of AD is the presence
of beta-amyloid containing plague lesions in
the brain tissue of affected patients. Many
scientists working in AD research believe
that the beta-amyloid peptide (the building
block of plague) is causative of the disease.

Approximately four million people in the
United States presently have AD, according
to the Alzheimer’'s Association. Most of
these people are over age 65 and half

of all Americans over age 85 are thought
to have AD.

Elan currently has one of the largest
research efforts dedicated to develaping
pathology-based approaches to the
treatment of AD. Elan scientists have
researched approaches to the prevention
and treatment of AD since 1987. These
research advances have been discussed
in distinguished scientific publications,
such as Nature, and by scientific
organisations such as the American

Academy of Neurclogy, which, in April 2001,
awarded one of Elan’s key scientists,

Dr. Dale Schenk, the Potamkin Prize, in
recognition for Elan's contributions to
the field of AD research.

Elan's extensive knowledge on the processes
of beta-amyloid peptide formation has led
to new disease targets and the development
of one of the first animal models of the
disease. As a result of this work, Elan

has developed several new therapeutic
approaches for the treatment of AD,
including an immunotherapeutic approach
involving the beta-amyloid peptide, AN-1792.
In April 2000, a research and development
alliance between Elan and Wyeth, a leader
in vaccine research and development, was
formed to leverage the early preclinical
research demonstrating that AN-1792
reduced and prevented the development

of amyloid plague in mice, and to discover
and develop additional products within

the immunotherapeutic approach. Several
acadernic laboratories have validated these
preclinical studies and demonstrated that
such treatments reverse cognitive changes
in transgenic mice that develop plaques.

in January 2002, Elan and Wyeth
suspended all dlinical dosing with AN-1792
in the Phase lla study immediately after
learning that some patients were reported
to have experienced clinical signs consistent
with inflammation in the CNS. On 1 March
2002, Elan and Wyeth announced that
they would not resume further dosing

of AN-1792.

AN-1792 represents the first in a series

of therapies currently under development
within the collaboration with Wyeth. This
collaboration has several immunotherapeutic

development candidates, both active and
passive, most notably the CRM conjugate
(active) and a monoclonal antibody (passive).
The CRM conjugate utilises Wyeth's vaccine
technology and has different immuno-
therapeutic properties than AN-1792. The
monocional antibody approach eliminates
the need of the patient's immune system
to mount an immune response against the
beta-amyloid peptide. Elan and Wyeth
remain committed to continuing their
research in AD.

In a separate and independent approach to
AD, Elan has also been coliaborating with
Pharmacia since August 2000, focusing

on the discovery of inhibitors of beta
secretase, an enzyme associated with the
development of the beta-amyloid peptide.
Beta secretase inhibition is considered by
many in the field of AD research to be

the premier target for a potentia! disease
modifying treatment for AD.

Elan is also pursuing its own internal AD
programme.

Elan expects to submit several INDs from its
AD programmes in the next 18 months.

Prialt is a new type of anaigesic in
development for the treatment of severe
chronic pain in cancer and AIDS patients,
and neuropathic pain resulting from head
injuries or stroke. In June 2000, Elan
announced that it had received an
approvable letter from the FDA for Prialt.
In January 2002, Elan announced that it
had agreed with the FDA to conduct
additional Phase 1l clinical trials which
have been initiated during 2002. The FDA
agreed that Prialt may be made available
to patients for compassionate purposes.
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Key Marketed Products
The following table lists the licencee, compound and indication for each key preduct currently marketed and developed by Elan utilising its

drug delivery technologies.

¢ Rapamune™

{ Cardizem™ CD

. Verelasn and Verelan PM

| Avinza

. Herbesser

¢ Nifedipine 30 mg
Nicotine Transdermal
Theodur

Wyeth

Aventis S.A.

Schwarz Pharma, Inc.

Ligand Pharmaceuticals, Inc. (“Ligand”)
Tanabe Seiyaku Company Ltd.

Biovail

Perrigo Company

Mitsubishi Pharma Corporation

Rapamycin
Diltiazem
Verapamil
Morphine sulfate
Diltiazem
Nifedipine
Nicotine
Theophylline

Immunosuppressant
Hypertension and angina
Hypertension

Moderate to severe pain
Hypertension and angina
Hypertension

Smoking cessation

Asthma and chronic bronchitis

Key Research and Development Product Pipeline—Client Service Business*
The following table lists the partner, status and indication for each key product candidate under development by Elan utilising its drug delivery

technologies.

T
BEFGNEEREN

Ritalin™ LA
(methylphenidate)
i Luvox™ (fluvoxamine)
© Nifedipine 60 mg

* Undisclosed
Undisclosed
Undisclosed
Clonidine Transdermal

Nicotine/mecamylamine

Novartis Pharmaceuticals Corporation
("Novartis”)
Solvay Pharmaceuticals, Inc.

Merck & Co., Inc. (“Merck”)
Janssen Pharmaceutica, N.V.
Merck

Par Pharmaceutical, Inc.

NDA approved,
pre-launch

Post-Phase 11

ANDA approved,
pre-launch

Phase Il

Phase I1

Phase 1I

ANDA filed

Phase III

Attention deficit/hyperactivity disorder

Obsessive compulsive disorder, depression

Hypertension

Undisclosed
Undisclosed
Undisclosed
Hypertension

Smoking cessation

*li addition, Ela's Drig Delivery business is developing u wonber of products, currently in Plase I and Phase I clinical stdics, for Elan's Biophanuaceuticals business and is working on ¢ range of

prajects far Elan's busiiess ventures.
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operating review

Elan engages in the develepment and
commercialisation of pharmaceutical
products through the application of its
proprietary drug delivery technologies
for pharmaceutical clients. To enhance
the value of Elan’s biopharmaceutical
product portfolio, Elan now routinely
leverages its range of drug delivery
technologies to improve the performance
of its existing marketed products and
improve the efficiency of its research and
development process.

Elan offers technologies to solve the
drug delivery and product enhancement
challenges facing the pharmaceutical
industry. Elan’s portfolio of drug delivery
technologies offers a number of benefits
to both patients and clients. Benefits to
patients include improved compliance as
a result of more user-friendly dosage
torms, improved ciinical performance

and improved tolerability, Benefits to
pharmaceutical industry clients include
improved products, product differentiation
opportunities and the rescue and faster
development of new compounds that
historically would have been abandoned as
development candidates. Elan can provide
a tailored service for clients to include

all activities from product conception
through commercial manufacturing and
has extensive research and development
facilities to deal with client requirements.

" ifan corporation, plc i

Elan’s Drug Delivery business has been in
existence for over 30 years and has grown
consistently over that time to become a
world leader in drug delivery. Currently,
Elan has over 550 employees focused

on drug delivery, of whom 460 work in
research and development. Elan’s Drug
Delivery experts have developed over 25
products, including 10 products that are
currently marketed by Elan’s licencees in
the United States. Drug Delivery currently
has approximately 25 projects in clinical
development. Elan has collaborated with a
broad range of clients including both major
pharmaceutical companies such as Merck,
Novartis and Wyeth, and business ventures
and biotechnology companies, such as
Atrix Laboratories, Inc. Elan consistently
invests in research and development on new
drug delivery technelogies and systems to

maintain its leading position in the industry.

Elan‘s Drug Delivery team has assembled
and is deploying a team of technologies
that, when used alone or in combination,
create “intelligent delivery systems” that
enable the control of the fundamenta!
processes that define a drug’s biodisposition,
dissolution, transport, distribution and
metabolism. These technologies can be
employed to optimise the performance
of pre-marketed drug candidates, as well
as marketed drugs.

Elan aims to be the preferred industry
partner for drug delivery services to the
pharmaceutical industry. Elan continues its
development of a comprehensive drug
delivery patent portfolio designed to offer
strong patent protection for partners’
products, it has large-scale, commercial
manufacturing capabilities for the majority
of its technological offerings. Efan offers a
broad range of proprietary drug delivery
technologies. These include oral controlled-
release, fast melt, MEDIPAD, NanoCrystal,
gastroretention, transdermal, pulmonary
dosage form, liposomal and “biotech”
delivery systems. Elan continues to innovate
through research and development of new
technologies to deliver genes, antisense
compounds and macromolecules.

Elan's NanoCrystal technology produces
tiny stabilised crystals of drug substance,
which, because of their small size, dissolve
more rapidly, minimising the problems posed
by poor water solubility. The technology
is applicable to a wide range of dosage
forms, including oral tablets and capsules,
injectables, pulmonary dosage forms,
ophthalmic drops, intranasal devices

and topical applications. The benefits of
using this technology include enhanced
bicavailability, faster onset of action,




improved dosage form uniformity and
proportionality, reduced food effects,
higher dose loads and deep-lung pulmonary
delivery. The first FDA approved product
incorporating the NanoCrystal technology,
a formulation of Wyeth's Rapamune, was
launched by Wyeth during 2001,

MEDIPAD is a lightweight, disposable,
patch-like device that contains a micro-
infusor and needle assembly to deliver
drugs subcutaneously, An adhesive backing
enables this patient-friendly device to

be worn similarly ta a transdermal patch.
This technology provides controlled
programmable delivery. The benefits

of using MEDIPAD include improved
delivery of drugs with a short half-life
and convenient delivery of biotechnology
products such as proteins, peptides and
oligonucleotides.

Elan is developing the Safe-T-Mix injector to
simplify patient administration of lyophilised
(powdered) drugs and minimise accidental
needlestick injuries. Many bio-engineered
medicines are lyophilised and require
patients to dissolve the drug with a liquid
prior to administration. The process,
however, is complex and patients often do
not complete the procedure correctly. The
Safe-T-Mix injector is designed to minimise
user error and enhance patieni acceptance.

Elan‘s oral controlled-release technologies
have been successfully utilised to develop
a range of marketed products. Some
examples of the type of controlled-release
products developed by Elan include
sustained-release, delayed-release and
pulsatile-release products.

Elan’s sustained-release technologies are
utilised in commercial products such as
Cardizem CD, Verelan, Herbesser and the
recently approved Avinza to be marketed in
the United States by Ligand and Novartis’
Ritalin LA for attention deficit/hyperactivity
disorder. Elan‘s drug delivery technology
can be tailored to release the drug after

a predetermined delay. Verefan PM is

a chronotherapeutic product, which
complements the circadian pattern of
blood pressure. Verelan PM is a produci
that incorporates delayed-release followed
by sustained-release. Pulsatile-release in
drug delivery technologies can imitate the
effect of administering the drug at discrete
intervals throughout the day, without

the inconvenience and non-compliance
associated with frequent dosing.

Elan has access, internally and through
established external collaborations, to a full
range of inhalation devices, formulation
expertise, clinical and regulatory expertise

and associated drug packaging and filling
technologies related to the development of
pulmonary products. Elan’s fully integrated
approach to developing pulmonary products
ensures simultaneous development of the
multiple aspects of pulmonary products
(drug and device combination).

Elan is developing technologies to optimise
drug permeability and cellular targeting.
Elan is addressing this delivery need, which
is common to drugs and genes alike, by
developing targeting ligand systems, new
particle systems and advanced excipients to
enhance delivery. In addition to the internal
research programmes in these key areas,
Elan has a number of business ventures
with companies, such as ISIS and Targeted
Genetics, 1o enhance development of novel
delivery systems for biotechnology products.
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This financial review discusses Elan’s financial performance as prepared under Irish GAAP with an overview of its results
presented in accordance with US GAAP on pages 50 to 52. The reconciliation of Elan’s performance under Irish GAAP and

US GAAP is set out on page 128.

This financial review primarily discusses:

Critical accounting policies;

Segmental analysis;

The results for the year ended 31 December 2001 compared to the year ended 31 December 2000;

The results for the year ended 31 December 2000 compared to the year ended 31 December 1998;

Risk-sharing arrangements; and

Elan’s financial position, including its capitalisation and liquidity.
Elan’s operating results can be affected by a number of factors, including those described under “Special Notice Regarding Forward-Looking
Statements” and “Risk Factors”.

In 2001, Elan acguired Delsys. In 2000, Eian acquired Dura, Liposome, Neuralab, Quadrant and other companies. In 1999, Elan acquired
Axogen. For additional information regarding these acquisitions, please refer to Note 22 to the Consolidated Financial Statements.

The Consolidated Financial Statements include certain amounts that are based on management’s best estimates and judgements. Estimates
and judgements are used in determining items such as the carrying value of intangible assets, the carrying value of financial assets and the
accounting for contingencies amongst other items. Because of the judgements and uncertainties inherent in such estimates, actual results

may differ from these estimates.

In December 2001, the SEC released a statement regarding the disclosure by public companies of critical accounting policies and practices. This
statement encourages companies 1o provide further details on their accounting policies, the judgements and uncertainties affecting the application
of those policies and the likelihood that materially different amounts would be reported under different conditions or using different assumptions.

The estimates and judgements used oy Elan in accounting for intangible assets and financial assets are significant given the carrying value

of these assets in Elan’s financial statements. For example, a 10% decrease in the carrying value of intangible assets or financial assets as at
31 December 2001 would have resulted in an impairment charge of $452.6 million or $210.2 million, respectively. Intangible assets amounted
to $4,526.2 million and $4,746.2 million as at 31 December 2001 and 31 December 2000, respectively. Fixed and current financial assets
amounted to $2,102.0 million and $1,526.1 million as at 31 December 2001 and 31 December 2000, respectively.

The principal judgements and uncertainties affecting Elan’s accounting for intangible assets relate to carrying values,
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The carrying values of intangible assets are assessed annually generally using discounted cash flows. The estimates and judgements

used to assess carrying value imclude those relating to research and development risk, commercial risk, revenue and cost projections, the
intention of the Company with respect to the intangible asset, such as the sales and marketing support for a product or the continued
focus or level of resources for a particular development project or technology, the impact of competition, including generic competition,
and the impact of any reorganisation or change of business focus of the Company. If Elan were to use different estimates or judgements,
particularly with respect to the likelihood of research and development success, the likelihood and date of commencement of generic
competition or the impact of any reorganisation or change of business focus, a material impairment charge to the profit and loss account
could arise. For example, a reorganisation or change in business focus of the Company could arise from a decision to exit a particular
therapeutic area, field of research and development or technology. This could resuit in a material impairment charge to the carrying values
of intangible assets relating to that activity. On 10 June 2002, Elan announced a recovery plan aimed at focusing its business on core areas.
This may result in material impairment charges in Flan's profit and loss account. For additional information on the recovery plan, please refer
to “Financial Review—Prospective Information” on pages 49 and 50. It is Elan’s current intention to dispose of its diagnostics businesses. Elan
believes that it has used reasonable estimates and judgements in assessing the carrying values of its intangible assets.

The principal judgements and uncertainties affecting Elan‘s accounting for financial assets relate to carrying values. In general, Elan’s
accounting policy for financial assets is 1o carry such assets at cost less provision for impairment in value. The carrying vaiues of financial
assets are assessed using established financial methodologies, including quoted market prices for guoted equity securities. Unguoted equity
investments and non-traded securities of public entities are assessed using valuation methodologies including the Black-Scholes option-pricing
medel, the valuation achieved in the most recent private placement by an investee and discounted projected future cash flow models.

An internationally recognised US investment bank appraised the values of the Company’s financial assets at 31 December 2001. The factors
affecting carrying vaiues include both general financial market conditions for pharmaceutical and biotechnology companies and factors
specific to a particular company. Different market conditions or negative developments or news affecting a specific investee could result

in @ material impairment charge for the applicable investment. Additionally, many of Elan’s investments are in emerging drug delivery,
pharmaceutical and biotechnology companies. In assessing the carrying values of these investments, Elan has assumed that it holds the
investments for the medium to fong-term and that no liuidity discount is required. !f Elan were to dispose of investments in a forced sale
or in an accelerated manner, it is likely that material impairment charges would arise. The general US financial market conditions for
emerging drug delivery, pharmaceutical and bictechnology companies have been poor in the period from 1 January 2002 to 30 June 2002.
Elan will incur a material non-cash impairment charge, arising from its investment portfolio, in its profit and {oss account in 2002. in addition,
EPIL 1l disposed of investments in June 2002 in connection with the maturity of debt. This will result in a material impairment charge given
current market conditions. Elan has not yet determined the required amount of the impairment charges. For additional information, please
refer to “"Financial Review-—Prospective Information” on pages 49 and 50 and Note 27 to the Consolidated Financial Statements. Elan
believes that it has used reasonable estimates and judgements in assessing the carrying values of its financial assets.

The principal judgements used by Elan in accounting for contingencies include the likelihood of the contingency coming to fruition and the
ability to estimate the financial impact of such outcome. Elan’s primary contingencies include shareholder litigation and the investigation by
the SEC. For additional information on these and other contingencies and litigation, please refer to Notes 23 and 24 to the Consolidated
Financial Statements. As discussed in Note 24 of the Consolidated Financial Statements, the Company is unable to ascertain the ultimate
aggregate amount of monetary liability or financial impact, if any, of the shareholder litigation which seeks damages of material or indeterminate
amounts or of any possible SEC action. The principal judgement and estimates in accounting for the litigation contingency relate to the
Company's assessment of the outcome of the litigation and enforcement action which can evolve over time.

31

3/




32

elan corporation, plc &4

Elan accounts for investments using the equity method when it both exercises significant influence and holds voting stock in the
investee. Elan does not equity account for most of its business ventures as it holds non-voting stock in these entities and as it does not
believe that it exercises significant influence over these entities. However, Elan typically provides funding for the ongoing operations

of the business ventures and Elan expenses the funding it provides directly to the business venture. Such amounts are included in interest
and other expense.

For additional information regarding Elan's significant accounting policies, please refer to Note 1 to the Consolidated Financial Statements.

Elan utilises irish GAAP for the purposes of preparing its financial statements. Irish GAAP differs in certain significant respects from

US GAAP. For additional information regarding the material differences between Irish GAAP and US GAAP, please refer to "Additional
US Information—Differences Between Irish and United States Accounting Principles”. The more significant differences for Elan between
Irish and US GAAP are described under “(a) Business combinations”, “(b) Impairment of acquired inteflectual property”, “(h) Revenue
recognition” and "(i) Non-consolidated subsidiaries”. The US GAAP financial results are discussed on pages 50 to 52.

Begmanial Snaivels

Elan’s business is currently conducted through two business units, Biopharmaceuticals and Drug Delivery. Biopharmaceuticals is composed
of pharmaceutical commercial activities and biopharmaceutical research and development activities. On 10 June 2002, Elan announced a
recovery plan aimed at focusing its business on core areas and at continued growth of the Company. This will restructure the manner in
which Elan’s business is organised. Please refer to “Financial Review—Prospective Information” for further details.

Biopharmaceuticals’ revenue increased by 74% to $1,412.7 million in 2001 from $810.9 million in 2000 due to increased product revenue,
mainly arising from product revenue from product rationalisations, which consisted of the disposition of non-core products through outright
sale or pursuant to distribution and royalty arrangements, the inclusion for a full year in 2001 of revenue from corporate acquisitions made
during 2000, increased revenue from product co-promotion and marketing activities and organic growth. Biopharmaceuticals incurred an
operating foss of $560.5 million in 2001, compared with an operating profit of $88.8 million in 2000, primarily due to exceptional charges

in 2001 for the impairment of acquired intellectual property (“acquired IP*) arising on the acquisition of Neurex Corporation ("Neurex”),
for the impairment of product intangibles relating to Naprefan and Ceclor CD and for the rationalisation of Biopharmaceuticals’ activities.
Biopharmaceuticals’ operating profit before exceptional items decreased by 57% to $66.4 million in 2001 from $155.6 million in 2000,
reflecting increased operating expenses offset, in part, by higher product revenue.

Drug Delivery revenue decreased by 33% to $328.0 million in 2001 from $491.1 million in 2000 mainly due to lower contract revenue
from business ventures. Contract revenue from business ventures has decreased due 1o a reduction in the amount of fees received. Drug
Delivery incurred an operating loss of $261.9 million in 2001, compared with an operating profit of $212.6 million in 2000, primarily due to
exceptional charges in 2001 for the impairment of acquired IP arising on the acquisition of Sano Corporation {“Sano”) and lower revenue
from business ventures. Drug Delivery's operating profit before exceptional items decreased by 70% to $67.7 million in 2001 from $225.1
million in 2000, primarily reflecting lower revenues.

For additional information regarding Elan’s reportable segments, please refer to Note 2 to the Consolidated Financial Statements.
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Results of Operations for the Years Ended 31 December 2001, 2000 and 1999

it 2000 1999
$m $m
refore Fxoe Exg Hams Total Total
Product revenue 1,181.2 . 225.8 1,407.0 825.6 566.2
Contract revenue 331.7 e 20 333.7 476.4 441.6
Total revenue ’ 1,512.9 ' 2278 1,740.7 1,302.0 ©1,007.8
Cost of sales 364.0 . 228 386.8 315.5 2112
Gross profit 1,148.9 2060 1,353.9 9865 7966 |
Selling, general and administrative expenses » 6975 1,084.2 1,781.7 3849 2569
Research and development expenses 3233 78.6 401.9 305.3 230.2
Operating profit/(loss) 1281 (957.8) (829.7) 296.3 309.5
Share of profits of associates 103 — ' 10.3 0.1 .02
Loss on fixed assets —_ —_— — (33.9) : —
Profit/(loss) on ordinary activities before : :
interest and tax 138.4 R (957.8) (819.4) 262.5 - 309.7.
Net interest and other (expense)/income (43.6) {6.8) - {50.4) - 88.6 335
Profit/(loss) on ordinary activities before tax 94.8 CrL e (964.6) (869.8) <3511 3432
Tax on profit/(loss) on ordinary activities (174) - ) L — (17.4) - {9.0) R vsc)IE
Retained profit/(loss) for the year . 774 (964.6)> . (887.2) 3421 3359
Basic earnings/(loss) per Ordinary Share $023 $ (2.87) $ . (2.64) $ 119 $ 126
Diluted earnings/(loss) per Ordinary Share $ 022 ) $  (2:87) § (2.64) $°1.10 . % 119

A reconciliation between Elan‘s Irish GAAP financial results and Elan’s financial results prepared in accordance with US GAAP has been provided
under “Additional US Information—Differences Between Irish and United States Accounting Principles”.

2001 Compared to 2000

T gt
INEVIE

Total revenue for 2001 increased by 34% to $1,740.7 million from $1,302.0 million for 2000.

Product revenue, after exceptional items in 2001, increased by 70% to $1,407.0 miliion for 2001 from $825.6 million for 2000, primarily resutting
from product revenue from product rationalisations, the inclusion for a full year in 2001 of product revenue from corporate acquisitions
made during 2000, primarily Dura and Liposome, increased revenue from product co-promation and marketing activities and organic growth.
Product rationalisation revenue is included as exceptional product revenue in 2001. The increase was 43% before exceptional product revenue
of $225.8 million in 2001. Product rationalisations, which consisted of the disposition of non-core products through outright sale or pursuant
to distribution and royalty arrangements, contributed $231.4 million to product revenue in 2001. This amount has been included in
exceptional items. Product revenue arising from the acquisitions of Dura and Liposome increased by 775% and 30% to $279.1 million and
$87.2 million, respectively, for 2001 as compared to 2000. Product revenue from Zanaflex and Skefaxin increased by 78% and 45% to
$161.7 million and $117.9 million, respectively, for 2001 as compared to 2000. Product revenue from product co-promotion and marketing
activities, which resuited from Elan’s risk-sharing arrangements with Pharma Marketing Limited (together with its subsidiary, “Pharma
Marketing”) and Autoimmune Research and Development Corp., Lid. (together with its subsidiary, "Autoimmune™), increased by 158% to
$157.7 million in 2001 from $61.1 million in 2000. The increase in product revenue for 2001 was offset, in part, by reduced revenue on the
products rationalised during 2001 and by reduced revenue from Naprelan and Ceclor CD. Revenue from products rationalised in 2001 was
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$101.2 million for 2000, compared with $69.4 million, prior to rationalisation, in 2001. Revenue from Naprelan declined by $33.6 million

in 2001, from $41.8 million in 2000 to $8.2 million in 2001, reflecting factors including competition and less promotional focus by Elan.

Revenue from Ceclor CD declined by $26.0 million in 2001, from $39.4 million in 2000 to $13.4 million in 2001, reflecting generic competition.

Product revenue from Elan’s top ten marketed product lines in the United States increased by 133% to $617.1 million in 2001 from
$264.5 million in 2000. US revenue from these product lines for 2001 and 2000 are listed in the table below, together with other sources
of product revenue for these periods.

Neurology/Pain
Zanaflex 1617 . 910
Skelaxin ' 117.9 - 815
Zonegrantl) 378 126
Roxane products® 15.4 -
Myobloc® 105 L=
Sonata'®) 237 —.
3456 - 185.1
Infectious Disease/Oncology - S
Maxipime® 86.3 76"
Abelcet(®) 77.0 - 60.2
Azactam®® 464 45
2097 723
Dermatology products® : 6187 7.1
Total top ten US marketed product lines 6171 2645
Europe/Rest of World 86.6 627"
Contract manufacturing 1220 1601
Diagnostics 57.3 702
Other (including non-core product lines) 6547 1058
Co-promotion/risk-sharing revenue 1577 61.1
Product rationalisations 231.4 -
Product sales of rationalised products 7 69.4 101.2
Total product revenue 1,407.0 ~ 825.6

1. Launched in the United States in May 2000

2. Acquired from Roxane i Septeynber 2001.

3. Launclied in the United States in Decesnber 2000.

4. Assumed responsibility for US marketing in December 2001.

5. Acquired pursuant to the acquisition of Dura in Noveinber 2000.

6. Acquired pursuant to the acquisition of Liposome in May 2000,

In both 2001 and 2000, Zanaflex accounted for 11% of product revenue. No other product accounted for more than 10% of product revenue

in either 2001 or 2000. Elan’s remaining product revenue was generated from a mix of other products and services.
For additional information regarding product revenue, please refer to “Operating Review—Biopharmaceuticals”.

Contract revenue decreased by 30% to $333.7 million for 2001 from $476.4 million for 2000, primarily reflecting a reduction in licence fees
of $188.3 million mainly due to fewer new business venture agreements entered into during 2001, offset, in part, by an increase in research
revenue of $45.6 million. Aggregate contract revenue from Pharma Marketing and Autoimmune increased by 113% to $58.7 million in 2001

from $27.6 million in 2000.
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Fee revenue from the business venture programme decreased by 46% to $172.5 million for 2001, compared to $321.2 million for 2000.
Research revenue from the business venture programme was approximately $15.0 million and $15.4 million in 2001 and 2000, respectively.

Cardinal Health, Inc. and Pharma Marketing accounted for approximately 14% and 11%, respectively, of Elan’s total revenue for 2001.
No other customer accounted for more than 10% of revenue in 2001. No customer accounted for more than 10% of revenue in 2000.

Procuch Sationalisations

During 2001, Elan reorganised its sales force into five groups, consisting of primary care, hospital, neurology, specialty/dermatology and
clinical sales consultants. Sales force activity was redirected to promote Zanaflex, Skelaxin, Abelcet, Azactam, Maxipime, Myobloc, Zonegran
and Cutivate. Elan also commenced a product acquisition and marketing alliance strategy to access brands meeting certain commerciat
criteria established by Elan. Conversely, pursuant to its rationalisation programme, Elan rationalised certain of its products that did not
meet its commercial criteria. This rationalisation programme generated product revenue and profits for Elan. The commercial criteria on
which the promoted products were chosen, and against which product acquisitions or marketing alliances were evaluated, included potential
future revenue from the product; whether the product was in a therapeutic area in which Elan currently markets products or has pipeline
products; whether the product was a niche product; and whether Elan’s drug delivery technologies could be utilised to enhance the
value of the product. For example, Elan assumed responsibility for the US marketing rights of Sonata in December 2001 pursuant to its
marketing alliance with Wyeth and acquired the Roxane pain management products from Roxane in September 2001.

in 2001, Elan rationalised Diastat™, Entex™, Furadantin™, Midrin™, Mysoline™, Nasarel™, Nasalide™ and Permax™. These rationalisations
were accomplished through outright sales or pursuant to distribution and royalty arrangements. The rationalised products did not fit with
Elan's commercial criteria. Some of these products would also have suffered over time from the withdrawal of promotional support by Elan.
In certain cases, the products were also facing other challenges such as the potential for generic competition.

Revenue generated from product rationalisations is recorded as product revenue. Elan recorded net product revenue of $231.4 million from
product rationalisations in 2001. This is recorded as exceptional product revenue. The rationalised products generated revenue of $101.2
million in 2000 and $69.4 million, prior to rationalisation, in 2001. Elan may receive future revenue from Entex, Midrin, Mysoline, Nasarel,
Nasalide and Permax in the form of royalties or option payments.

The following table lists each product rationalised in 2001, the company to which the product was rationalised and the net revenue recorded
by Elan in 2001 from the rationalisation. Net income from product rationalisations in 2001 amounted to $215.8 million.

O —

Net R_évenue' :

Product Rationalised Company $m -
Diastat Xcel Pharmaceuticals, Inc. (“Xcel”) 97.0
Mysoline Xcel 235
Nasarel/Nasalide IVAX Corporation (“IVAX”) . 62.6.
Permax Amarin Corporation, ple (“Amarin”) 10.7
Entex Andrx Laboratories, Inc. ("Andrx") : 128 o
Midrin Women First Healthcare, Inc. (“WFHC") . 136"
Furadantin First Horizon Pharmaceutical Corporation (“First Horizon”) 11.2

2314

Pastoy Myesoling

Xcel was formed in January 2001. Xcel is a specialty pharmaceutical company that acquires and markets prescription pharmaceutical products in
focused therapeutic markets in the United States, with an initial focus on neurclogy. As of 31 December 2001, Xcel had 99 employees including
83 sales and marketing personnel. Mr Cam Garner, a founder and chairman of Xcel, Mr Michael Borer, a founder and chief executive officer of
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Xcel and Mr John Cook, a founder and senior vice president of Xcel, were previously employed by Dura, a company Elan acquired in November
2000. Mr James Fares, a founder and senior vice president of Xcel, was previously employed by Elan.

Elan rationalised the product rights and related inventory of Diastat to Xcel on 31 March 2001. Elan subsequently rationalised the product
rights and related inventory of Mysoline to Xcel. Both these products fall within Xcel's focus on neurology. Diastat and Mysoline are products
used for the treatment of epilepsy. Under the product agreements, Xcel acquired worldwide rights to Diastat and exclusive rights to Mysoline
in the United States. Elan received aggregate cash consideration of approximately $160.0 million for Diastat and Mysoline. Elan has a royalty
right of between 5% and 20% on net sales of Mysoline by Xcel. After reducing the carrying value of the related intangible assets, Elan
recorded net revenue of $97.0 million and $23.5 million on the rationalisation of Diastat and Mysoline, respectively, in 2001.

On 30 March 2001, Xcel raised net proceeds of $69.6 million from issuing convertible preferred stock. Elan purchased $15.0 million of this
convertible preferred stock, representing approximately 16% of Xcel's equity on a fully diluted basis. On this date, two venture capital funds
and their affillates purchased 54% of Xcels equity on a fully diluted basis.

On 31 March 2001, Elan provided a loan of $39.0 million to Xcel. Xcel is obligated to make quarterly payments of interest at an annual

rate of 7% on the outstanding balance of the loan through 31 March 2004. interest and principal payments are then due quarterly through
the final maturity date of the loan on 31 March 2008. $60.1 million of the principal amount of the loan is prepayable, at the option of Xcel,
beginning in 2007. Elan also provided a $10.0 million line of credit to Xcel, available for draw down through june 2002, on broadly similar
terms. Xcel has drawn down this amount since 31 December 2001. The loan is secured by the rationalised products and also includes other
customary financial and operating covenants to which Xcel is subject. Elan expects that Xcel will generate sufficient revenues from its
commercial activities to enable it to repay the loan note. Elan has committed to maintain its fully diluted percentage holding in Xcel through
and including the date of Xcel’s initial public offering.

Mr Erle Mast, an Elan employee, joined Xcel's board of directors in February 2002.

Nagarel/Nasalide

IVAX is engaged in the research, development, manufacturing and marketing of branded and brand equivalent (generic) pharmaceuticals
and veterinary products in the United States and international markets. In September 2001, Elan rationalised the product rights and related
inventory of Nasarel and Nasalide to IVAX. Elan received cash consideration of approximately $120.0 million for Nasarel and Nasalide and
retained a royalty right of between 5% and 10% on net sales of Nasarel and Nasalide by IVAX. After reducing the carrying value of the
related intangible assets, Elan recorded net revenue of $62.6 million on the rationalisation of Nasarel and Nasalide in 2001.

Periax

Amarin is a specialty pharmaceutical company focused on neurology and pain management. Amarin is a United Kingdom public limited company
and is also quoted on The Nasdaq Stock Market's National Market (“Nasdaq*) in the United States. Amarin revenue and net profit for 2001 were
$57.0 million and $14.4 million, before exceptional charges of $18.1 million, respectively. As of 31 December 2001, Amarin had 93 employees,
including 34 sales and marketing personnel. Mr Thomas Lynch, executive vice chairman of Elan, and Mr John Groom, a director of Elan, serve on
Amarin’s board of directors. Mr Lynch is non-executive chairman of Amarin. Mr Michael Coffee, a director and chief operating officer of Amarin;
Mr Nigel Bell, chief financial officer of Amarin; and Mr Donald Joseph, an executive vice president of Amarin, were previously employed by Elan.

In May 2001, Elan and Amarin entered into a distribution and option agreement, whereby Amarin agreed to market and distribute Permax
in the United States, and was granted an option to acquire rights to the product from Elan. Permax is used for the treatment of Parkinson's
disease and falls within Amarin’s focus on neurology. In September 2001, this agreement was amended, whereby Amarin was appointed
the sole distributor of Permax in the United States until August 2002. Elan recorded consideration of $45.0 million under the terms of the
amended distribution and option agreement and retained a royalty right of 3.5% on net sales of Permax by Amarin from 1 January 2002
through the date on which Amarin exercises or terminates its option to acquire Permax. In 2001, Elan also recorded a net amount of
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$6.2 million from Amarin for distribution fees and royalties on sales of Permax. After reducing the carrying value of the Permax intangible
and equity accounting, Elan recorded net revenue from Amarin of $16.9 million in 2001 which includes the distribution revenue. Amarin’s
option to purchase Permax was exercisable between September 2001 and May 2002 for an exercise price of $37.5 million, payable $7.5 million
on exercise of the option and $2.5 million in quarterly instaliments thereafter, and a royalty of between 7% and 10% on future net sales

of Permax by Amarin. The royalty on future net sales may be reduced by up to $8.0 million if Permax revenues in 2003 and 2004 are less
than $26.0 million and $16.0 million, respectively. If Permax revenues in 2003 and 2004 are greater than $26.0 million and $16.0 million,
respectively, Amarin will make additional royalty payments to Elan of up to $8.0 million. Amarin exercised its option to purchase Permax

in March 2002 and paid Elan the first installment of the exercise price of $7.5 million.

In connection with the amended distribution and option agreement, Elan provided a loan of $45.0 million to Amarin. The loan bears interest at
a rate equal to the London Interbank Offered Rate (“LIBOR") plus a margin of 2%. The loan matures on 28 September 2002. At 31 December
2001, Elan held approximately 7% of the outstanding ordinary shares of Amarin and also held preferred shares convertible into an additional
34% of Amarin's equity on a fully diluted basis. in March 2002, Elan converted a portion of the Amarin preferred shares into Amarin ordinary
shares. Following this conversion, Elan owned approximately 27% of Amarin’s outstanding ordinary shares.

During 2001, Elan granted Amarin a purchase option to acquire Zelapar. Zelapar is a fast melt formulation of selegiline for the treatment
of Parkinson’s disease. An NDA for Zelapar was filed with the FDA in 2002.

Under Irish GAAP Elan accounted for Amarin using the equity method, based on Elan’s fully diluted equity investment in Amarin in 2001.
For US GAAP purposes, Elan accounted for Amarin using the equity method based on Elan’s voting equity interest at 31 December 2001.
Amarin is a related party to Elan. Elan‘s total investment in Amarin at 31 December 2001 amounted to $67.9 million, consisting of loans
including interest, of $45.5 million and $6.5 million and a net equity investment of $15.9 million. For additional information regarding Elan’s
relationship with Amarin, please refer to Note 25 to the Consolidated Financial Statements.

Iafionabisations

in June 2001, Elan rationalised the product rights and related inventory of Entex to Andrx. Andrx is a corporation that commercialises
controlled-release oral pharmaceuticals using its proprietary drug delivery technologies. Elan received cash consideration of $14.7 million and
retained a royalty of 10% on sales of Entex for 10 years from 2002. if annual sales of Entex exceed $10.0 million, Andrx wilt make additional
royalty payments to Elan of 5% on sales in excess of $8.0 million. Elan recorded net revenue of $12.8 million on the rationalisation of Entex
in 2001. The royalties are subject to a cap of $0.8 million per annum if Andrx reformulates the product.

A T SO 5 IV 4 i
Loy Fraand

In June 2001, Elan rationalised the product rights and related inventory of Midrin to WFHC. WFHC is a specialty pharmaceutical company dedicated
to improving the health and well-being of midlife women. WFHC's revenue and net loss for 2001 were $28.0 million and $3.0 million, respectively.
Elan received cash consideration of $15.0 million and retained a royalty right of 10% on net sales of Midrin by WFHC for 10 years from 2002.
Elan recorded net revenue of $13.6 million on the rationalisation of Midrin in 2001. The maximum annual royalty receivable is $0.5 million from
2003. Elan provided a loan to WFHC in the form of an $11.0 million convertible promissory note. Elan will earn interest on the note at a rate
of 7% per annum. The note matures in June 2008. in addition, Elan purchased 400,000 shares of WFHC common stock for $4.0 million.

in December 2001, Elan rationalised the product rights and related inventory of Furadantin to First Horizon for cash consideration of $16.0
million. First Horizon is a specialty pharmaceutical company that markets and sells brand name prescription products. After reducing the
carrying value of the Furadantin intangible, Elan recorded net revenue of $11.2 million on the rationalisation of Furadantin in 2001.

ioni of Sales

Cost of sales, after exceptional items, increased by 23% to $386.8 million for 2001 from $315.5 million for 2000. The increase was 33%
before exceptional items of $22.8 million in 2001 and $42.0 million in 2000. The increase, before exceptional items, primarily reflects the
inclusion in 2001 of a full year's product cost of sales from the acquisitions of Dura and Liposome and the increased sales volume on other
products such as Zanaflex and Skelaxin. The gross margin on total revenue, before exceptional items, was approximately 76% for 2001
and 79% for 2000. Gross margin on total revenue, after exceptional items, was 78% in 2001 and 76% in 2000. Gross margin on product
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revenue, before exceptional items, increased to 69% in 2001 from 67% in 2000, primarily reflecting higher revenue from directly marketed
products with above average gross margins such as Zanaflex, Skelaxin, Maxipime and Abelcet.

Selling, Ceneral and Admininunlive Dyvenses

Selling, general and administrative expenses, after exceptional items, increased by 363% to $1,781.7 mitlion for 2001 from $384.9 miltion for
2000. The increase was 84% before exceptional items of $1,084.2 million in 2001 and $5.3 million in 2000. The increase, before exceptional
items, primarily reflects the inclusion of Dura and Liposome for a full year in 2001 (including a full year's amortisation charges for the related
goodwill and intangibles), the expansion of Elan's existing US activities and the building of Elan’s European infrastructure. The increases in selling,
general and administrative expenses in 2001 that arose from the inclusion of Dura for a full year, the inclusion of Liposome for a full year,
the expansion of Elan’s existing US activities and the building of Elan‘s European infrastructure were $167.3 million, $26.9 million, $55.2 million
and $19.2 million, respectively.

Fesenoh and Dovele e DxpaNes

Research and development expenses, after exceptional items, increased by 32% to $401.9 million for 2001 from $305.3 million for 2000.
The increase was 18% before exceptional items of $78.6 million in 2001 and $32.0 mitlion in 2000. The increase, before exceptional items,
primarily reflects a higher level of research and development activities in Biopharmaceuticals, principally for Antegren, AN-1792 and Myobloc,
and in Drug Delivery. )

Brceplionst {tems
Exceptional product revenue in 2001 primarily relates to product rationalisation revenue of $231.4 million. The exceptional cost of sales
related to product rationalisation revenue was $15.6 million.

$1,009.8 million of the exceptional charges relate to impairment charges arising on write-downs of intangible assets. Impairment charges
to acquired IP arising from the acquisitions of Neurex and Sano were $500.0 million and $285.2 million, respectively. Impairment charges to
patents and licences arising on write-downs of the product intangibles for Naprelan, Ceclor CD and Myambutol were $81.0 million, $94.2
million and $44.4 million, respectively. Other impairments amounted to $5.0 million. The remaining $170.6 million of exceptional charges
primarily relate to severance, integration and similar charges and other asset write-downs.

Elan acquired Neurex in August 1998 for approximately $810.0 million. At the time of acquisition, Neurex was developing Prialt (ziconotide).
The purchase price was primarily allocated to acquired IP. In 2001, Elan wrote-down acquired IP arising from the acquisition of Neurex by
$500.0 million. This write-down for Priaft was due to delays in the product launch schedule and reduced revenue projections for Priaft. Elan
received an approvable letter from the FDA in June 2000. Fallowing discussions with the FDA, Elan received a second approvable letter for
Priaft in July 2001. Following further discussions with the FDA, Elan announced in February 2002 that it would conduct additional Phase 1l
clinical trials for Prialt. These studies have commenced. Revenue projections for Priaft were reduced in 2001, following the FDA discussions
and clinical results, due to a reduction in the projected size of the target patient population for Prialt. The estimated peak sales of Prialt are
projected to be in excess of $150 million.

Elan acquired Sano in February 1938 for approximately $434.6 million. At the time of the acquisition, Sano was developing transdermal drug
delivery products. The purchase price was primarily allocated to acquired IP. In 2001, Elan wrote-down acquired IP arising from the acquisition
of Sano by $285.2 million. The write-down was due to reduced revenue projections from products under development and to Elan’s decision
to focus its research and development efforts in other areas. This has adversely impacted the carrying value of the acquired IP arising on the
Sano acquisition. The residual value for acquired IP is mainly supported by development of nicotine/mecamylamine ("Nic/Mec”). Phase I
clinical trial supplies for Nic/Mec are currently being manufactured and Phase Il} clinical work is expected to commence later in 2002.

Ceclor CD and Myambutol have been written down due to the impact of generic competition on these products during 2001. Generic
versions of each of these products were approved and launched in 2001, which has reduced projected revenues and profitability from these
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products, Revenue from Cecfor CD declined by $26.0 million in 2001, from $39.4 million in 2000 to $13.4 million in 2001, Naprelan has
been written down due to lower than forecast revenues in 2001 and reduced projected revenue and profitability from this product. The level
of promotional support for a product can have a significant impact on the level of revenue generated from that product. Elan does not expect
to provide any significant promotional support for Naprefan in the future and this has been reflected in the projections for this product.
Revenue from Naprelan declined by $33.6 million in 2001, from $41.8 million in 2000 to $8.2 million in 2001,

The product and acquired IP intangible write-downs discussed above are included in excepticnal selling, general and administrative costs.

Other exceptional selling, general and administrative costs were $74.4 million. These primarily relate to severance, integration, relocation and
similar costs and asset write-downs arising from the integration of Elan’s US Biopharmaceuticals business.

Exceptional research and development costs were $78.6 million. These mainly relate to severance, integration and similar costs and asset
write-downs arising from the closure or scaling back of various drug delivery programmes and sites. Elan’s pulmonary drug delivery assets are
being reorganised. Also included were costs of certain research programmes that Elan does not intend to complete. These were the costs
incurred pending closure or sale.

Exceptional net interest costs were $6.8 million. These mainly relate to costs associated with the redemp‘non in March 2001 of the 4.75%
Exchangeable Notes issued by Athena Neurosciences, Inc. ("Athena”).

In 2000, Elan incurred exceptional charges of $113.6 million. in November 2000, the FDA requested that the pharmaceutical industry voluntarily
cease the distribution and marketing of products containing phenylpropanolamine ("PPA"). The Company ceased shipment of the products
and withdrew them from customers’ warehouses and retail shelves. in connection with the termination of this activity, Elan incurred an
exceptional charge of $35.6 million, primarily for product returns and the write-off of inventory and product intangible assets. Elan incurred
charges of $0.6 million arising from the acquisition of Dura. Elan incurred charges of $10.4 million arising from the termination of certain
research and development projects and charges of $21.4 million relating to the write-down of certain intangible assets arising from a change
in focus of Elan’s business. Elan incurred charges of $22.2 million arising from a rationalisation of its Biopharmaceuticals business unit, primarily
relating to severance costs and the transfer of most pharmaceutical distribution activities and certain inventory to one location in the United
States, resuiting in exceptional inventory write-offs. The remaining exceptional charges primarily related to asset write-downs.

For additional information regarding exceptional charges, please refer to Note 3 to the Consclidated Financial Statements.

Net Interest ami £ \“’%‘\ CERe

Net interest and other expense was $50 4 million for 2001 as compared with net interest and other income of $88.6 million for 2000. Interest
payable and other charges increased by 110% to $291.9 million for 2001 from $138.8 million for 2000, primarity reflecting interest payable of
$40.3 million on the 7.25% senior notes due 2008 (the "7.25% Senior Notes”), issued by Athena Neurosciences Finance, LLC ("Athena
Finance”), an indirect wholly owned subsidiary of Elan, in February 2001, interest payable of $35.4 million on the Series A, B and C senior
guaranteed notes issued by EPIL Il in March 2001, an increase of $21.1 million due to the inclusion for 2001 of a full year of interest payable
on the 9.56% senior guaranteed notes due 2004 (the “9.56% Guaranteed Notes”) issued by EPIL il in June 2000 and increased financing

and other fees. Elan expenses the subsequent funding it provides directly to business ventures. This is expensed within the interest and other
expense line. Elan expensed approximately $24.6 million and $10.0 million for this subsequent funding, in 2001 and 2000, respectively.
Income from financial assets increased by 6% to $241.5 million for 2001 from $227.4 million for 2000. Interest and other income increased
to $159.2 million for 2001 from $112.5 million in 2000. Gain on financial assets decreased to $80.5 million in 2001 from $109.3 million
in 2000. Gain on financial assets in 2001 includes $31.5 million for the sale of approximately 20% of Athena Diagnostics, Inc. ("Athena

Diagnostics”) in December 2001. Foreign exchange gains amounted to $1.8 million in 2001 and $5.6 million in 2000.

For additional information regarding indebtedness, please refer to Note 15 to the Consolidated Financial Statements and to “Debt Facilities” in
this Financial Review
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Tax on profit on ordinary activities increased by 93% to $17.4 million for 2001 from $9.0 million for 2000. The tax charges reflected tax at
standard rates in the jurisdictions in which Elan operates, income derived from Irish patents which is exempt from tax, foreign withholding
tax and the availability of tax losses. Elan’s Irish patent derived income was exempt from taxation pursuant to Irish legislation, which exempts
from Irish taxation income derived from qualifying patents. Currently, there is no termination date in effect for such exempticn.

For additional information regarding taxation, please refer to Note 7 to the Consolidated Financial Statements.

Feidined i

Retained profit for the year, before exceptional items, decreased by 83% to $77.4 million for 2001 from $455.7 million for 2000. After
exceptional items, retained profit decreased to a loss of $887.2 million for 2001 from a profit of $342.1 million for 2000. Basic earnings per
share, before exceptional items, decreased by 86% to $0.23 for 2001 from $1.59 for 2000. The percentage decrease in basic earnings per
share, before exceptional items, was greater than the percentage decrease in retained profit, before exceptional items, primarily due to the
higher number of Ordinary Shares in issue. Elan issued an aggregate of approximately 18 million Ordinary Shares for the exercise of warrants
and options during 2001, including 10 million Ordinary Shares on the exercise of the Series A warrants issued by Axogen. Elan also issued
approximately nine million Ordinary Shares in exchange for the 4.75% Exchangeable Notes issued by Athena in November 1897, which were
redeemed in March 2001, Basic loss per share, after exceptional items, was $2.64 for 2001, compared with basic earnings per share of
$1.19 for 2000. Diluted earnings per share, before exceptional items, decreased by 85% to $0.22 for 2001 from $1.46 for 2000. Diluted loss
per share, after exceptional items, was $2.64 for 2001, compared with diluted earnings per share of $1.10 for 2000.

2000 Compared to 1999

EY it Ey by
aovenge

Total revenue for 2000 increased by 29% to $1,302.0 million from $1,007.8 million for 1999,

Product revenue for 2000 increased by 46% to $825.6 million from $566.2 million for 1999, reflecting corporate acquisitions, primarily
Dura and Liposome, made during 2000, and increased revenue on products in the existing portfolio, particularly Zanaffex and Skefaxin.
Dura and Liposome contributed $31.9 million and $67.3 million, respectively, to product revenue in 2000. Revenue from Zanaflex and
Skelaxin increased by 132% and 49% to $91.0 million and $81.5 miliion, respectively, for 2000 as compared to 1999.

Abelcet, Naprelan, Permax, Skelaxin and Zanaflex accounted for an aggregate of 40% of product revenue and 25% of total revenue in
2000. Cardizem CD, Naprelan, Permax, Skelaxin, Verelan and Zanaflex accounted for an aggregate of 51% of product revenue and 29%
of total revenue in 1999.

in 2000, Zanaflex accounted for 11% of product revenue. In 1999, Verelan and Naprelan accounted for 13% and 11%, respectively, of
product revenue. No other product accounted for more than 10% of product revenue in either 2000 or 1999. Elan’s remaining revenues
were generated from a mix of other products and services.

For additional information regarding product revenue, please refer to “Operating Review—Biopharmaceuticals”.

Contract revenue increased by 8% to $476.4 million for 2000 from $441.6 million for 1999, primarily reflecting an increase in licence fees
due to the achievement of milestones on existing development agreements and new product development and technology access agreements:
entered into during 2000, offset, in part, by a decrease in revenue from Axogen and Neuralab. Axogen and Neuralab were acquired by Elan in
December 1999 and January 2000, respectively. Elan received contract revenue of $1.8 million from Neuralab in 2000. Elan received contract
revenue of $128.8 million from Axogen and Neuralab in 1999,

Fee revenue from the business venture programme was $321.2 million and $226.1 million in 2000 and 1999, respectively. Research revenue
from the business venture programme was $15.4 million and $8.8 million in 2000 and 1999, respectively.
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Axogen accounted for approximately 10% of Elan's total revenue for 19938, No other customer accounted for more than 10% of revenue in
either 2000 or 1999,

L8] OF Doy

Cost of sales, after exceptional items in 2000, increased by 49% to $315.5 million for 2000 from $211.2 million for 1999. The increase was
29% before exceptional items of $42.0 million in 2000. The increase, before exceptional iterns, primarily reflects the inclusion in 2000 of the
product cost of sales arising from the acquisitions of Dura and Liposome and the increased sales volume on other products such as Zanaflex
and Skelaxin. The gross margin on total revenue, before exceptional items, was approximately 79% for both 2000 and 1999. Gross margin on
total revenue, after exceptional items, was 76% in 2000. Gross margin on product revenue, before exceptional items, increased to 67% in 2000
from 63% in 1999, primarily reflecting the higher revenue from directly marketed products with above average gross margins such as Zanafiex,
Skelaxin and Abelcet.

Sellng Generad aod Adiminislralive Bxpenses
Selling, general and administrative expenses, after exceptional items in 2000, increased by 50% to $384.9 million for 2000 from $256.9 million
for 1998, The increase was 48% before exceptional items of $5.3 million in 2000. The increase, before exceptional items, primarily reflects
the inclusion of Dura and Liposome in 2000 from their respective dates of acquisition (including amortisation charges for the related goodwill
and intangibles), the expansion of Elan’s existing US activities and the building of Elan’s European infrastructure. The increase in selling, general
and administrative expenses in 2000 that arose from the acquisition of Dura, the acquisition of Liposome, the expansion of Elan‘s existing US

activities and the building of Elan’s European infrastructure were $33.2 million, $24.5 million, $22.1 million and $17.4 million, respectively.

yand Development & 2

Research and development expenses, after exceptional items in 2000, increased by 33% to $305.3 million for 2000 from $230.2 miflion for
1999. The increase was 19% before exceptional items of $32.0 million in 2000. The increase, before exceptional items, primarily reflects a
higher level of research and development activities in Biopharmaceuticals, including the clinical trials on Antegren and AN-1792, and the
impact of the acquisitions made in 2000. Research and development costs incurred in respect of Axogen and Neuralab were $115.5 million
for 1999. The margin on research and development activities undertaken on behalf of Axogen and Neuralab was 10% for 1999.

Faeepil T

In 2000, Elan incurred exceptional charges of $113.6 million. In November 2000, the FDA requested that the pharmaceutical industry
voluntarily cease the distribution and marketing of products containing PPA. The Company ceased shipment of such products and withdrew
them from customers’ warehouses and retail shelves. In connection with the termination of this activity, Elan incurred an exceptional charge
of $35.6 million, primarily for product returns and the write-off of inventory and product intangible assets. Elan incurred charges of $0.6
million arising from the acquisition of Dura. Elan incurred charges of $10.4 million arising from the termination of certain research and
development projects and charges of $21.4 million relating to the write-down of certain intangible assets arising from a change in focus of
Elan’s business. Elan incurred charges of $22.2 million arising from a rationalisation of its Biopharmaceuticals business unit, primarily relating
to severance costs and a transfer of most pharmaceutical distribution activities and certain inventory to one location in the United States,
resulting in exceptional inventory write-offs. The remaining exceptional charges primarily relate to asset write-downs.

For additional information regarding exceptional charges, please refer to Note 3 to the Consolidated Financial Statements.

: o Ulthor (8w Snoornn

Net interest and other income increased by 164% to $88.6 million for 2000 from $33.5 million for 1999. Interest payable and other charges
increased by 57% to $138.8 million for 2000 from $88.6 million for 1998, primarily reflecting interest payable of $21.9 million on the
9.56% Guaranteed Notes issued by EPIL [f in June 2000 and from the inclusion for 2000 of a full year of interest payable on the 8.43%

Guaranteed Notes issued by EPIL, @ wholly owned subsidiary of Elan, in June 1999, and increased financing and other fees. Elan expenses
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the subsequent funding it provides directly to the business ventures. This is expensed within the interest and other expense line. Elan
expensed approximately $10.0 million and $8.5 million in 2000 and 1999, respectively, for this subsequent funding. Income from financial
assets increased by 86% to $227.4 million for 2000 from $122.1 million for 1999, primarily reflecting an increase of $107.7 million in
realised portfolio gains and interest earned in 2000. ‘

PaRalion

Tax on profit on ordinary activities increased by 23% to $9.0 million for 2000 from $7.3 million for 1999. The tax charges reflected tax at standard
rates in the jurisdictions in which Elan operates, income derived from Irish patents which is exempt from tax, foreign withholding tax and the
availability of tax losses. Elan’s Irish patent derived income was exempt from taxation pursuant to Irish legislation, which exempts from Irish
taxation income derived from qualifying patents. Currently, there is no termination date in effect for such exemption.

For additional information regarding taxation, please refer to Note 7 to the Consolidated Financial Statements.
Retainod Prodi

Retained profit for the year, before exceptional items, increased by 36% to $455.7 million for 2000 from $335.9 million for 1999. After
exceptional items, retained profit increased to $342.1 million for 2000 from $335.9 million for 1999, Basic earnings per share, before exceptional
items, increased by 26% to $1.59 for 2000 from $1.26 for 1999. The percentage increase in basic earnings per share, before exceptional items,
was less than the percentage increase in retained profit, before exceptional items, primarily due to the higher number of Ordinary Shares in
issue. Elan issued an aggregate of approximately 46 million Ordinary Shares for the acquisitions of Dura and Liposome during 2000, together with
an aggregate of approximately seven million Ordinary Shares issued for the exercise of stock options and warrants, Basic earnings per share, after
exceptional items, decreased to $1.19 for 2000 from $1.26 for 1999. Diluted earnings per share, before exceptional items, increased by 23% to
$1.46 for 2000 from $1.19 for 1999. Diluted earnings per share, after exceptional items, decreased to $1.10 for 2000 from $1.19 for 1999.

Risk-Shaving Ar mienty

in June 2000, Elan disposed of royalty rights on certain products and development projects to Pharma Marketing. Pharma Marketing completed
a private placement of its common shares to a group of institutional investors, resulting in gross proceeds of $275.0 million. Elan holds no
investment in Pharma Marketing and has no representative on its board of directors. Concurrently with the private placement, Pharma
Marketing entered into a Program Agreement with Elan. The Program Agreement, which substantially regulates the relationship between
Elan and Pharma Marketing, represents a risk-sharing arrangement between Elan and Pharma Marketing. Under the terms of the Program
Agreement, Pharma Marketing acquired certain royalty rights to each of the following products for the designated indications (including any
other product which contains the active ingredient included in such product for any cther designation): (i) Frove, for the treatment of migraine;
(i) Myobloc, for the treatment of cervical dystonia; (iii) Prialt, for the treatment of acute pain and severe chronic pain; (iv) Zanaffex, for the
treatment of spasticity and painful spasm; and (v} Zonegran, for the treatment of epilepsy. Pharma Marketing agreed to make payments

to Elan in amounts equal to expenditures made by Elan in connection with the commercialisation and development of these products,
subject to certain limitations. These payments are made on a quarterly basis based on the actual costs incurred by Elan. Elan does not
receive a margin on these payments. Elan’s revenue from Pharma Marketing was $189.8 million in 2001, consisting of $141.8 million for
commercialisation expenditures, which has been recorded as product revenue, and $48.0 million for development expenditures, which has
been recorded as contract revenue. Elan’s revenue from Pharma Marketing was approximately $88.7 million in 2000, consisting of $61.1
million for commercialisation expenditures and $27.6 million for development expenditures. In 2001, the royalty rate on net sales of Zanaflex
was 8.44% on the first $38.0 million of net sales and 1.88% for net sales of Zanaflex above $38.0 million. No royalties were payable on the
other products in 2001. Elan paid aggregate royalties of $5.6 million in 2001. Pursuant to the Program Agreement, Pharma Marketing will
have utilised all of its available funding by mid-2002.

in December 2001, the Program Agreement was amended such that Elan re-acquired from Pharma Marketing the royalty rights to Myobloc
and disposed of royalty rights on Sonata to Pharma Marketing. The amendment was transacted at estimated fair value. The board of
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directors and shareholders of Pharma Marketing approved this amendment. The estimated difference in relative fair value between the
royalty rights on Sonata and the royalty rights on Myobloc was $60.0 million. This amount was paid to Pharma Marketing by Elan in cash
and was capitalised by Elan in intangible assets.

Efan may, at its option at any time prior to June 2003, acquire the royalty rights by initiating an auction process. In addition, the holders of
Pharma Marketing common shares may initiate the auction process earlier upon the occurrence of certain events. Pursuant to the auction
process, the parties will negotiate in good faith to agree on a purchase price, subject to Elan's right to re-acquire the royalty rights at a
maximum purchase price. The maximum purchase price was approximately $385 million on 31 December 2001 and increases by 25%
annually. If the parties are unable to agree on a purchase price and Elan elects not to exercise its right to re-acquire the royalty rights at the
maximum purchase price, or if Elan elects not to initiate the auction process prior to June 2003, Pharma Marketing can dispose of the royalty
rights in an auction to the highest bidder or may retain the royalty rights. if Elan does not acquire the royalty rights, the royalty rates increase
annually from 2001 up to a blended effective royalty rate of 23.4% on aggregate net sales of the products by 2005.

In December 2001, Autoimmune, in an initial tranche, completed a private placement of its common shares to a group of institutional
investors, resulting in gross proceeds to Autoimmune of $95.0 million. In the same initial tranche, Elan purchased non-voting preferred
shares of Autoimmune’s subsidiary for an aggregate purchase price of $37.5 million. The existing group of institutional investors and Elan
have committed to a second investment tranche in the same amounts to be completed in April 2003, subject to certain conditions, afthough
Elan has the right to invest its second tranche at any time before Aprit 2003. Autoimmune has entered into a Program Agreement with Elan.
The Program Agreement, which substantially regulates the relationship between Elan and Autoimmune, represents a risk-sharing arrangement
among the companies. Under the terms of the Program Agreement, Autoimmune acquired royalty rights to each of the following products
and development projects for the designated indications: (i) Antegren, for the treatment of relapsing forms of multiple sclerosis, moderate-to-
severe inflammatory bowel disease, including Crohn's disease and ulcerative colitis, and moderate-to-severe rheumnatoid arthritis; (i) Maxipime,
for the treatment of infection; (iii} Azactam, for the treatment of infection; and (iv) Abelcet, for the treatment of severe fungal infection.
Autoimmune also acquired royalty rights on certain development projects, as well as any other product subsequently developed or acquired
by Elan that has an indication substantially the same as Maxipime, Azactam or Abelcet and that would be in direct competition with Maxipime,
Azactam or Abelcet. Autoimmune agreed to make payments to Elan in amounts equal to expenditures made by Elan in connection with the
commercialisation and development of these products, subject to certain limitations. These payments are made on a quarterly basis based
on actual costs incurred by Elan. Elan does not receive a margin on these payments. Elan‘s revenue from Autoimmune was $26.6 million in
2001, consisting of $15.9 million for commercialisation expenditures, which has been recorded as product revenue, and $10.7 million for
development expenditures, which has been recorded as contract revenue. There are expected to be no royaities due to Autoimmune by Elan
prior to October 2004. Thereafter, royalty rates are typically between 15% and 45% of Elan’s net sales of the products.

Elan may, at its option at any time prior to April 2005, acquire the royalty rights by initiating an auction process. In addition, the holders
of the Autoimmune common shares may initiate the auction process earlier upon the occurrence of certain events. If the auction process
has not been initiated prior to October 2004, it will automatically commence. Pursuant to the auction process, Elan and Autoimmune will
negotiate in good faith 1o agree on a purchase price, subject to Elan’s right to re-acquire the royalty rights at a maximum purchase price.
Assuming that no portion of the second investment tranche has occurred, the maximum purchase price is expected to be approximately
$165 million in December 2002. Assuming that all of the second investment tranche occurs as of April 2003, the maximum purchase price
is expected to be approximately $411 million in December 2003. This maximum purchase price increases at various rates, approximately 25%
annually, subject to certain conditions. Elan expects that the second investment tranche will occur and does not expect to consider any
potential acquisition of the royalty rights until 2004. If the parties are unable to agree on a purchase price and Elan elects not to exercise
its right to acquire the royalty rights at the maximum price, from and after April 2005, Autoimmune can dispose of the royalty rights in an
auction process to the highest bidder. Alternatively, Autoimmune may retain the royaity rights. in the event Elan does not acquire the royalty
rights, if any product has not been sold, exclusively licenced or otherwise disposed of to one or more third parties and if such product has
not been approved by the FDA or recommended for approval in the European Union by the Committee for Proprietary Medicinal Products
("CPMP"), Elan in certain conditions may grant to Autoimmune an exclusive, royalty-free licence to such product.
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Assuming that no portion of the second investment tranche has occurred, it is expected that Autoimmune will have utilised all of its available
funding by late 2002/early 2003. Assuming that all of the second investment tranche occurs as of April 2003, it is expected that Autoimmune
will have utilised all of its available funding, including the proceeds from the second investment tranche, by mid-2004.

Elan has no representative on the board of directors of Autoimmune.

Autoimmune has the ability to sell preferred shares with a maximum aggregate liquidation preference of $60.0 million until 28 June 2002,
unless extended. These preferred shares would be effectively junior in liquidation preference to Elan's non-voting preferred shares in
Autoimmune’s subsidiary.

Elan does not expect to receive any further revenue or cash from Pharma Marketing or Autoimmune once they have utilised their available
funding. In addition, upon the affirmative vote of the holders of not less than 90% of the common shares of either Pharma Marketing or
Autoimmune, such holders have the right to cease making programme payments to Elan. In that event, the royalty rates and the maximum
purchase price applicable to Pharma Marketing or Autoimmune, as the case may be, would be reduced in proportion to the reduction in
the size of the applicable programme. Upon the utilisation of all available funding by Pharma Marketing or Autoimmune, or upon a
determination by the holders of the common shares of Pharma Marketing or Autoimmune to cease making programme payments, if new
risk-sharing arrangements are not established, Elan will be required to fund commercialisation and development expenditures relating to
the applicable products through operating cash flow or other sources. In addition, Elan’s results of operations could be adversely affected.

NET Y

Cavitalivaiion and Liguidity
Elan had net debt of $1,250.8 million at 31 December 2001, consisting of outstanding debt of $3,070.3 million, less cash and liquid resources,
excluding managed funds, of $1,819.5 million. For additional information regarding Elan’s net debt, please refer to Note 28¢ to the Consolidated
Financial Statements.

ash Fhny

Cash flow from operating activities amounted to $524.6 million for 2001 compared to $272.2 million for 2000. Included in cash flow from
operating activities for 2001 was $360.9 million from product rationalisations. Cash expended to acquire tangible and intangible fixed assets
amounted to $407.5 million for 2001 compared to $143.9 million for 2000, primarily reflecting $80.9 million on the acquisition of the Roxane
product line and other product acquisition payments of $127.4 million. Cash expended to acquire financial assets amounted to $772.5 miliion
for 2001 compared to $466.5 million for 2000, primarily reflecting investments in Elan's business ventures, $114.0 miilion in Xcel and a loan of
$45.0 million to Amarin. Cash paid for acquisitions was $9.5 million in 2001, primarily reflecting cash paid in connection with the acquisition of
Delsys, compared to $8.0 million in 2000. Cash received for disposal of approximately 20% of Athena Diagnostics in 2001 was $41.9 million.

Elan’s initial investment in business ventures and business venture parents, arising from the formation of business ventures, was $229.2 million
and $435.7 million in 2001 and 2000, respectively. Elan invested amounts of $92.2 million and $41.3 million in 2001 and 2000, respectively,
arising from its business venture programme, apart from such initial investment.

During 2001, Elan had cash inflows from financing activities of $1,277.6 million, primarily reflecting proceeds of $650.0 million from the
issuance of the 7.25% Senior Notes and $550.0 million from the issuance of the Series A, B and C Guaranteed Notes, net proceeds of
$125.0 million from additional borrowings under Elan’s revolving credit facility and proceeds of $304.8 million from the issuance of share
capital, offset, in part, by the repayment of the 8.43% Guaranteed Notes in the amount of $350.0 million.

During 2000, Efan had cash inflows from financing activities of $225.0 million, primarily reflecting $450.0 million from the issuance of the
9.56% Guaranteed Notes, proceeds of $200.0 million from additional borrowings under Elan‘s revolving credit facility and proceeds of
$76.9 million from the issuance of share capital, offset, in part, by the repayment of short term loans in the amount of $496.0 miliion.

in 2002, Elan expects to spend additional amounts on research and development and capital expenditures. For additional information regarding
anticipated capital expenditures, please refer to "Financial Review—Capital Expenditure and Investment”.
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Cash and liquid resources, excluding managed funds, at 31 December 2001 amounted to $1,819.5 million. This includes restricted cash of $120.9
million, consisting of some of the cash held by EPIL il and EPIL Ill. Elan also holds other financial assets of $2,102.0 million, consisting primarily
of $900.3 million in unguoted investments and loans, $675.2 million in securitised investments and $284.8 million in quoted investments.

et Fac 2
At 31 December 2001, Elan had the following amounts outstanding under borrowing facilities, excluding financing costs, that are unsecured
and exchangeable or convertible into Ordinary Shares:

« 3.25% Zero Coupon Subordinated Exchangeable Notes due 2018—$862.5 million;
~ 3.5% Convertible Subordinated Notes due 2002—$62.6 million.

Holders of the 3.25% Zero Coupon Subordinated Exchangeable Notes may require Elan to purchase all or a portion of their notes on

14 December 2003, 14 December 2008 and 14 December 2013 at a purchase price equal to the issue price plus all accrued original issued
discount through the purchase date, Elan may, at its option, elect to pay the purchase price for the notes in cash, by the delivery of
American Depositary Shares (“ADSs") representing Ordinary Shares, at the then existing market price, or any combination of cash and ADSs.

At 31 December 2001, Elan had the foliowing principal amounts outstanding under other borrowing facilities:

+ Revolving Credit Facility Due 2004—$325.0 million;
= EPIL 11 9.56% Guaranteed Notes Due 2004—%$450.0 milion;
» EPIL lll Guaranteed Notes:
Series A Guaranteed Notes Due 2002—$160.0 million;
Series B and C Guaranteed Notes Due 2005—$390.0 million; and
= Athena Finance 7.25% Senior Notes Due 2008—$650.0 million.

$325.0 million was outstanding under the Revoiving Credit Facility on 31 December 2001. Amounts outstanding under this facility are
repaid on predetermined dates and may be re-borrowed in accordance with the terms of the facility. The next such date is 29 July 2002.
Elan expects to re-borrow amounts under this fadility on this date. The amounts may be re-borrowed, subject to the satisfaction of certain
conditions, including the accuracy of representations and warranties included in the agreement governing the facility and the absence of
any default or event of default under the facility. $5.0 million of the lending commitments under the Revolving Credit Facility expire in
February 2003 and $320.0 million of lending commitments expire in February 2004.

In March 2001, Elan transferred a portfolio of equity and debt securities to a special purpose entity, EPIL lli, a wholly owned subsidiary of Elan.
EPIL lll issued $200.0 million in aggregate principal amount of Series C senior guaranteed notes due March 2005 (the “Series C Guaranteed
Notes”) in a private placement to a group of financial institutions. In addition, EPIL IIl issued $160.0 million in aggregate principal amount
of Series A senior guaranteed notes due June 2002 (the "Series A Guaranteed Notes”) and $190.0 million of Series B senior guaranteed
notes due March 2005 (the "Series B Guaranteed Notes”), in exchange for all outstanding 8.43% Guaranteed Notes due June 2002 issued
in June 1999 by EPIL. The Series A, B and C Guaranteed Notes are fully and unconditionally guaranteed on a subordinated basis by Elan. The
Series A and C Guaranteed Notes bear interest at the rate of 8.43% per annum and 7.62% per annum, respectively. The Series B Guaranteed
Notes bear interest at the rate of 8.43% per annum through June 2002 and 7.72% per annum thereafter. EFIL lll disposed of investments in
June 2002 in connection with the maturity of the Series A Guaranteed Notes. For additional information, please refer to “Financial Review
—Prospective Information” and Note 27 to the Consolidated Financial Statements.

In February 2001, Athena Finance issued $650.0 million in aggregate principal amount of 7.25% Senior Notes. The senior notes are senior
unsecured obligations of Athena Finance and are fully and unconditionally guaranteed on a senior unsecured basis by Elan.

Elan’s debt facilities contain customary financial and operating covenants that require, among other things, the maintenance of certain
financial ratios.

For additional information regarding Elan‘s outstanding debt, please refer to Notes 15 and 16 to the Consolidated Financial Statements.
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As at 31 December 2001, Elan included in creditors $900.4 million relating to future payments and/or future potential payments on products.
Of the $900.4 million, $267.2 million is owing at 31 December 2001 and $633.2 million is contractually or potentially payable, contingent
on future events. Many product acquisition or alliance agreements to which Elan is a party have staged or option payments which may be
uncertain in amount, which may be paid at Elan’s discretion, such as upon the exercise of an option to acquire the product, or which must
be paid upon the occurrence of future events, such as the attainment of pre-determined product revenue targets or other milestones. Elan
has accrued $297.7 million within creditors (within one year), including $126.5 million for Sonata and $71.5 million for Maxipime/Azactam, and
$602.7 million within creditors (after one year), including $193.9 million for Sonata, $180.1 million for the dermatology product line and
$119.7 million for Maxipime/Azactam.

rrodisel A0

In 2001, Elan entered into arrangements relating to Roxane for which $101.6 million has been included in creditors at 31 December 2001.

For additional information regarding future payments and potential future payments on the acquisition of products, please refer to Note
16 to the Consolidated Financial Statements.

Cowanitmeniy and Dontingoncies

Elan can acquire certain royalty rights from Pharma Marketing by initiating an auction process subject to a maximum purchase price in cash.
The maximum purchase price was approximately $385 million on 31 December 2001. This maximum purchase price of approximately $385
million increases by 25% annually.

Elan can acquire certain royalty rights from Autoimmune by initiating an auction process (or earlier upon the occurrence of certain events)
subject to a maximum purchase price in cash. Assuming that no portion of the second Autoimmune investment tranche has occurred, the
maximum purchase price is expected to be approximately $165 million in December 2002. Assuming that all of the second investment tranche
occurs as of April 2003, the maximum purchase price is expected to be approximately $411 million in December 2003. This maximum purchase
price increases at various rates, approximately 25% annually, subject to certain conditions. Elan expects the second investment tranche to
occur and does not expect to consider any potential acquisition of the royalty rights until 2004.

At 31 December 2001, Elan had commitments to invest $25.6 million in healthcare managed funds, compared to $15.3 miflion in 2000,
and $Nil in certain emerging pharmaceutical and biotechnology companies, compared to $28.5 million in 2000.

The Company has deferred purchase arrangements for certain products, which amount to $24.5 million. The payments are dependent on
various approvals and milestones being met.

Beginning 1 January 1998, employees of certain US subsidiaries of Elan were offered ADSs representing Ordinary Shares as one of several
investment options under one of Elan’s 401(k) plans. As of that date, the ADSs that participants in the 401(k) pian could purchase (and the
corresponding plan interests) were required to be registered under the US federal securities laws. Elan has discovered that the ADSs (and
the corresponding plan interests) were not registered. Therefore, Elan plans to enable applicable participants in the 401(k) plan to obtain
reimbursement from Elan for certain amounts related to their purchase of ADSs. Assuming that all applicable participants in the 401(k) plan
elect to seek reimbursement and based upon the closing price of Elan's ADSs on 18 June 2002, Elan estimates that its costs should not
exceed approximately $18 million.

Elan provided a guarantee and cash collateral to a bank to support an unaffiliated third party purchase of financial assets from EPIL Il in
June 2002. For additional information, please refer to Note 27 of the Consolidated Financial Statements.

For additional information regarding commitments and contingencies, including those related to Pharma Marketing and Autoimmune and
litigation, please refer to Note 23 and Note 24 to the Consolidated Financial Statements.
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The following table sets out, as at 31 December 2001, the main contracted and potential future payments due by period for debt repayments,
contracted and potential product acquisition and alliance payments and the potential payments relating to the purchase of royalty rights
from Pharma Marketing and Autoimmune. These represent the major contracted and potential future payments that may be made by Elan.
The table does not include items such as expected capital expenditures on plant and equipment or lease payments or future investments in
financial assets such as investments in business ventures. For additional information regarding commitments and contingencies, such as
capital expenditure and lease commitments, please refer to Note 23 to the Consolidated Financial Statements.

Less than 1-3 4-5 After 5

Contractual and Total 1Year Years Years ~  Years
Potential Future Payments $m $m . $m $m $m
Contractual fixed future payments (composed of: $650 million relating to the 7.25%

Senior Notes in after 5 years; $325 million relating to the Revolving Credit Facility and

$62.4 million relating to the 3.5% Convertible Subordinated Notes in less than 1 year;

remaining amounts are payments for product acquisitions and alliances of $267.2 million) 1,304.6 514.6 117.1 229 650.0
Securitised debt (EPIL II and EPIL III notes) 1,000.0 160.0 450.0 390.0 —
Contractual contingent future payments on product acquisitions and alliances of $406.3 million 406.3 166.7 209.4 302 —
Potential future payments (composed of: $550 million relating to the Pharma Marketing ) ’ ' o

and Autoimmune risk-sharing arrangements in less than 1 year; $1,013.4 million relating

to the 3.25% Zero Coupon Subordinated Exchangeable Notes in 1-3 years; the remaining . . i P S

amounts are payments for product acquisitions and alliances of $226.9 million) 1,7903 - 5538 . 11935 43.0 i—
Totals 4,501.2 1,395.1 1,970.0 - 486.1 650.0

The 3.25% Zero Coupon Subordinated Exchangeable Notes due 2018 have been included in potential future payments for 2003. Holders of
the 3.25% Zero Coupon Exchangeable Notes may require Elan to purchase all or a portion of their notes on 14 December 2003, 14 December
2008 and 14 December 2013 at a purchase price equal to the issue price plus all accrued original issued discount through the purchase date.
The maturity date for the notes is 2018. Because the 3.25% Zero Coupon Subordinated Exchangeable Notes are exchangeable by the holders
into ADSs representing Ordinary Shares, the probability of holders requiring Elan to purchase all or a portion of their notes on 14 December
2003 is dependent upon the trading price of Elan’s ADSs on that date. If such price does not increase sufficiently prior to 14 December 2003
or if Elan does not amend, subject to the acceptance of such amendment by the holders of the notes, the terms of the notes, the holders of
the notes are likely to require Elan to repurchase their notes, In that event, Elan may, at its option, elect to pay the purchase price for the notes
in cash, by the delivery of ADSs representing Ordinary Shares, at the then existing market price, or any combination of cash and ADSs.

Because $325.0 million, representing all outstanding borrowings under the Revolving Credit Facility, must be repaid in full on 29 July 2002,
such amount has been included in contractual payments for 2002. However, all amounts may be re-borrowed, subject to the satisfaction of
certain conditions, including the accuracy of representations and warranties included in the agreement governing the facility and the absence
of any default or event of default under the facility. In the event that Elan is not able to satisfy one or more of such conditions, Elan would
not be able to re-borrow any amounts under the Revolving Credit Facility. $5.0 million of the lending commitments under the Revolving
Credit Facility mature in February 2003 and $320.0 million of lending commitments mature in February 2004,

The table above includes potential future payments of $550.0 million falling due within one year relating to risk-sharing arrangements with
Pharma Marketing and Autoimmune. Elan can acquire certain royalty rights from Pharma Marketing by initiating an auction process and paying
a maximum purchase price in cash. The maximum purchase price was approximately $385 million on 31 December 2001. This maximum
purchase price of approximately $385 million increases by 25% annually. Elan has the option, pursuant to the initiation of an auction process,
to re-acquire from Autoimmune the royalty rights it disposed of in December 2001 for @ maximum purchase price of approximately $165 million.
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Assuming that the second Autoimmune investment tranche occurs in April 2003, the maximum purchase price is expected to be approximately
$411 million in December 2003. The holders of the Autoimmune common shares may also initiate the auction process upon the occurrence
of certain events. The maximum purchase price increases at various rates, approximately 25% annually. The amount included in potential
payments for 2002 assumes the second Autoimmune investment tranche does not occur. Elan expects the second investment tranche to
occur and does not expect to consider any potential acquisition until 2004.

In March 2002, the two major rating agencies covering Elan’s debt downgraded Elan’s debt rating. One of the ratings agencies has maintained
Elan‘s debt as investment grade debt while the other rates it as sub-investment grade debt. None of Elan’s debt has a rating trigger that would
accelerate the repayment date upon a change in rating. Elan’s debt facilities have customary covenants, including financial cperating covenants
such as total shareholders’ equity to total debt, and earnings before interest, taxation, depreciation and amortisation to interest payable.

Elan did not have commercial paper or similar short term sources of debt finance outstanding as at 31 May 2002.

Elan believes that it has sufficient current cash, liquid resources and realisable investments to meet its liquidity requirements through December
2003. On 14 December 2003, the holders of the 3.25% Zero Coupon Exchangeable Notes may require Elan to purchase all or a portion of
their notes. In that event, Elan may at its option, elect to pay the purchase price for the notes in cash, by the delivery of ADSs representing
Ordinary Shares, at the then existing market price, or any combination of cash and ADSs. Elan is evaluating various options with respect to
investment and asset dispcsals, the 3.25% Zero Coupon Exchangeable Notes and the risk-sharing arrangements.

Longer-term liquidity requirements will need to be met out of future operating cash flows, financial and other asset realisations and future
financing. Elan‘s financing capability has been adversely impacted by the decline in the Company’s stock price, the downgrades in Elan‘s
debt rating, shareholder litigation and the ongoing SEC investigation. These items raise the cost of, and reduce Elan’s flexibility in, raising
new funds. These events may have a material adverse impact on Elan’s business, results of operations, liquidity and financial condition. For
additional information on the shareholder litigation and SEC investigation, please refer to Note 24 to the Consolidated Financial Statements.

Elan continually evaluates its liquidity requirements, capital needs and availability of resources in view of, among other things, its alternative

uses of capital, its debt service requirements, the cost of debt and equity capital and estimated future operating cash flow. As a result of this

process, Elan has in the past and may in the future seek to raise additional capital, restructure or refinance its outstanding debt, repurchase
Ordinary Shares or ADSs, repurchase its outstanding debt in the open market or pursuant to privately negotiated transactions, consider the
sale of interests in subsidiaries, marketable investment securities or other assets or the rationalisation of products, or take a combination of
such steps or other steps to increase or manage its liquidity and capital resources. In the norma! course of business, Elan may investigate,

evaluate, discuss and engage in future company or product acquisitions, capital expenditure, investments and other business opportunities.

" In the event of any future acquisitions, capital expenditure, investments or other business opportunities, Elan may consider using available

cash or raising additional capital, including pursuant to the issuance of additional debt.

; o holoers” Uangls

Shareholders’ funds at 31 December 2001 decreased to $5,054.5 million from $5,315.5 million at 31 December ZOOO,V a decrease of $261.0
million. This decrease was comprised principally of $887.2 million in retained loss for the year, offset, in part, by $324.6 million arising from the
redemption of 4.75% Exchangeable Notes for equity in February 2001 and $309.0 million arising from the exercise of share options and warrants.

Capital Bvpenditure rvoRtment
The decrease in intangible fixed assets to $4,526.2 million at 31 December 2001 from $4,746.2 million at 31 December 2000 primarily reflects
the impairment charges for acquired IP relating to the Neurex and Sano acquisitions of $500.0 million and $285.2 million, respectively, offset
by product acquisitions and alliance payments. Patents and licences acquired as part of the Sonata product alliance and Roxane acquisition
amounted to $326.3 million and $181.5 million, respectively. The increase in tangible fixed assets to $401.1 million at 31 December 2001

from $353.5 million at 31 December 2000 primarily reflects the growth in assets employed in Elan’s development, manufacturing, selling and
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marketing infrastructure. The increase in non-current financial fixed assets to $1,957.1 million at 31 December 2001 from $1,432.3 million at
31 December 2000 primarily reflects new investments in emerging drug delivery, pharmaceutical and biotechnology companies, including
$114.0 million in Xcel and a loan of $45.0 million to Amarin.

Elan’s capital expenditures during 2001 amounted to $120.8 million. During 2002, Elan expects to spend approximately $140 million in
capital expenditures.

During 2001, Elan incurred research and development expenditures of $323.3 million, excluding exceptional items of $78.6 million. Elan
anticipates that its research and development expenditures for 2002 will exceed the amount incurred in 2001 before exceptional items.

Elan believes that its current and planned manufacturing, research, product development and corporate facilities are adequate for its current
and projected needs. Elan will use its resources to make such capital expenditures as are necessary from time to time and also to make
investments in the purchase or licencing of products and technologies and in marketing and other alliances with third parties to support
Elan‘s long term strategic objectives.

ctive Information

On 10 June 2002, Elan announced a recovery plan aimed at focusing its business on core areas and at continued growth of the Company.
The objectives of the recovery plan include the focusing of the Company on its pharmaceutical cperations and the core therapeutic areas
of neurology, pain management and autoimmune diseases, the simplification of operations through divestitures and a reduction in the
complexity of its balance sheet.

Py

This Annual Report and Form 20-F describes the Biopharmaceuticals and Drug Delivery business units. As part of its recovery plan, Elan is
eliminating the divisions or business units through which it previously conducted its business, and will focus on becoming a fully integrated
biopharmaceutical company.’

Elan will focus on three core therapeutic areas where it is both fully integrated and has research capabilities. Elan's fully integrated activities
in neurology and pain management will include the discovery, development, manufacturing and marketing of therapies for the treatment

of pain management and of disease modifying therapies for disorders of the nervous system, inciuding diseases such as AD, Parkinson’s disease
and epilepsy. In the autoimmune area, Elan will pursue treatments for disorders of the immune system such as MS, Crohn’s disease and
rheumatoid arthritis. Elan‘s Biopharmaceutical pipeline currently includes five products in clinical trials for seven indications, including Antegren
in Phase il clinical trials for MS and Crohn’s disease. The Company is also pursuing product enhancement activities and the application of

its drug delivery technologies to Zonegran, Zanaflex, Skelaxin and Sonata. The Company is also committed to the advancement of its broad
Alzheimer's disease programmes with Wyeth and Pharmacia, its cell trafficking programme with Wyeth and its internal discovery programmes
in the core therapeutic areas of neurology, pain management and autcimmune diseases.

Drug Delivery will be a stand alone discrete business operating from a single site in Pennsylvania, United States, focused primarily on the
provision of NanoCrystal and complementary drug delivery technologies to its client base. Those drug delivery activities that are integral to
Elan’s own development and product enhancement activities will be integrated into Elan's global research and development organisation
based primarily in Ireland; Georgia, United States; and California, United States.

Elan has created a discrete business unit, Elan Enterprises. This unit will focus on optimising the value of Elan’s business venture programme.
Elan Enterprises will also be responsible for the divestiture of Elan’s non-strategic businesses and assets.

The recovery plan that was announced on 10 June 2002 will result in the focusing of resources on core therapeutic areas, the concentration
of research and development resources and the divestiture of non-strategic businesses and assets. The details of the restructuring plan are
not yet finalised and it is not possible, at this stage, to determine the costs of this plan. However, implementation of the plan may result in
material impairment charges or other charges to the profit and loss account for intangible and tangible asset write-downs, asset impairments
and similar restructuring charges.
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A generic form of Myambutol was launched in 2001. This was expected to result in reduced revenue and profitability from this product.
Therefore Elan recorded an impairment charge of $44.4 million under Irish GAAP for Myambuto! in 2001. No impairment charge arose
under US GAAP. irish GAAP uses discounted cash flows to assess whether an impairment charge is required. US GAAP uses undiscounted cash
flows to assess whether an impairment charge is required. For this reason, in 2001, an impairment charge arose under Irish GAAP but no
impairment charge arose under US GAAP. The carrying value of the Myambuto! intangible asset was $32.6 million under Irish GAAP and
$60.1 million under US GAAP at the end of 2001, As the impact of generic competition on revenue and profitability has been greater than
originally expected, a write-down of the Myambutol intangible asset is likely under both Irish and US GAAP in 2002.

Elan recorded an impairment charge of $81.0 million for Naprelan in 2001 under both Irish and US GAAP. This was due to lower than
forecast revenues in 2001 and reduced projected future revenue and profitability from this product. Elan does not expect to provide any
significant promotional support for Naprelan in the future. The carrying value of the Naprelan intangible asset was $44.9 million under
both Irish and US GAAP at the end of 2001, if revenue declines more quickly than expected, a further write-down will be required.

Zanaflex had revenues of $161.7 million in 2001. Zanaflex represented approximately 9% and 11% of our total revenue and product revenue,
respectively, in 2001. Zanaflex is not currently protected by patents or regulatory exclusivity. In June 2002, Elan announced that Eon Labs,
Inc. received FDA approval to market a generic alternative for the Zanaflex 4 mg dosage form. Approximately 75% of prescriptions written
for Zanafiex are for the 4 mg dose. Arising from the approval of a generic alternative for Zanaffex, Elan expects a significant decline in the
sales and profitability of this product. The carrying amount of the intangible asset for Zanaflex was $12.1 million at the end of 2001.

The finandial markets for emerging drug delivery, pharmaceutical and biotechnology companies have been poor in the period from 1 January
2002 to 30 June 2002. Stock prices for public emerging drug delivery, pharmaceutical and biotechnology stocks have declined in this period.
Under Irish GAAP, Elan had financial assets of $2,102.0 million as at 31 December 2001. For example, based on the carrying value of Elan’s
financial assets as at 31 December 2001, a 20% or 30% reduction in the carrying value of the investment portfolio would have resulted in
an impairment charge under irish GAAP of $420.4 million or $630.6 million, respectively. Under US GAAP, the impairment charge required
for such a decline would be similar. Elan expects to incur a material non-cash impairment charge to its profit and loss account for financial
assets, including those held by EPIL 1l and EPIL 1, under both irish GAAP and US GAAP in 2002. Elan expects to incur the impairment charge
under US GAAP in the second quarter of 2002. In addition, EPIL Il disposed of investments in June 2002 in connection with the maturity

of the Series A Guaranteed Notes. For additional information on the disposal of investments by EPIL [tl, please refer to Note 27 to the
Consolidated Financial Statements. This will result in a material impairment charge given current market conditions. Elan has not yet determined
the required amount of the impairment charges, but it is expected that they will be significant. For example, the impact of a 20% or 30%
reduction in the carrying value of the investment portfolio is provided above.

Dhyeas B0y 1 IS T .
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For information regarding post balance sheet events, please refer to Note 27 to the Consolidated Financial Statements.

For additional information regarding the material differences between Irish GAAP and US GAAP, please refer to "Additional US Information—
Differences Between lIrish and United States Accounting Principles”.

Elan’s financial statements have been prepared under trish GAAP, which differs in certain significant respects from US GAAP. The principal
differences in Elan’s financial statements under Irish and US GAAP arise due to differences in accounting treatments for business combinations,
the implementation under US GAAP of SAB 101 addressing revenue recognition, the treatment of acquired IP and the consolidation of EPIL i

elan corporation, plc 2801 fnnual apoet & Foaent 300

§6




BT

and EPIL Il under lrish GAAP. Under US GAAP, EPIL Il and EPIL il have not been consolidated, as they are qualifying special purpose entities
within the meaning of SFAS No. 125, "Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities” (“SFAS No.
125"). EPIL was a qualifying special purpose entity prior to March 2001 at which point it was terminated and effective ownership reverted to Elan.

Net loss under Irish GAAP was $887.2 million in 2001, compared with net income of $342.8 million under US GAAP. This difference primarily
reflects impairment charges of $785.2 million in respect of acquired IP under Irish GAAP, $165.1 million related to the consolidation under
Irish GAAP of entities that qualify as special purpose entities (EPIL Il and EPIL lil, and prior to 15 March 2001, EPIL) under US GAAP and $98.6
million related to revenue recognition under SAB 101. The acquired IP that was written-off under Irish GAAP in 2001 was previously expensed
as acquired in-process research and development costs (“IPR&D"), in 1998, under US GAAP.

Comparest to 2000 U8 GIA AR

e, k8

Total revenue for 2001 increased by 22% to $1,862.5 million from $1,521.4 million for 2000.

Product revenue for 2001 increased by 37% to $1,432.3 million from $1,046.6 million for 2000. This increase in product revenue primarily
resulted from organic growth, revenue from product rationalisations and increased revenue from product co-promotion and marketing
activities. Product rationalisations, which consisted of the disposition of non-core products through outright sale or pursuant to distribution
and royalty arrangements, contributed $251.1 million to product revenue in 2001. Product revenue from rationalisations in 2001 under
Irish GAAP was $231.4 million. The difference between US and Irish GAAP relates to equity accounting for Amarin. Under Irish GAAP,
Amarin was required to be equity accounted for on a fully diluted basis in 2001, whereas under US GAAP Amarin was required to be equity
accounted for on a common stock basis in 2001, Zanaflex, the dermatology products, Skelaxin and Maxipime contributed increased revenue for
2001 of $70.7 million, $46.3 million, $36.4 million and $35.5 million, respectively, compared to 2000. Product revenue from co-promotion
and marketing activities increased by $96.6 million for 2001 as compared to 2000. The increase in product revenue was offset, in part, by
reduced revenue on the products rationalised during 2001 and by reduced revenue from Naprefan. Revenue from products rationalised

in 2001 was $145.8 million for 2000 compared with $69.4 million, prior to rationalisation, in 2001. Revenue from Naprelan declined by
$33.6 million in 2001, reflecting competition and less promotional focus by Elan.

Product sales from Elan’s top ten product lines in the United States increased by 78% to $617.1 miliion in 2001 from $347.0 million in 2000,
Excluding product acquisitions in 2000 and 2001, the increase was 63%.

Contract revenue decreased by 9% to $430.2 million for 2001 from $474.8 million for 2000. Elan recorded contract revenue of $287.2 million
in 2001 under SAB 101, compared with $286.2 million in 2000. SAB 101 requires the deferral and amortisation of up-front licence fees
where there is a continuing involvement with the licenced asset through the provision of research and development services, manufacturing
services or other such activities. Elan implemented SAB 101 in the fourth quarter of 2000. For the year ended 31 December 2000, Eian
recorded a non-cash charge of $344.0 million, under US GAAP, for the cumulative effect of this accounting change, relating to revenue
recognised in pericds up to 31 December 1998,

Net income, before the cumulative effect (pre 2000) of the impact of SAB 101 in 2000, the cumulative effect of the accounting change for
SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS No. 133"), and other charges of $362.9 million and
$445.7 million for 2001 and 2000, respectively, increased by 41% to $697.9 million for 2001 compared to $495.2 million in 2000. This
increase reflects increased revenue, offset, in part, by a decrease in interest and other income and by higher operating expenses.

Other charges of $362.9 million for 2001 were principally comprised of asset write-downs of $210.4 million and rationalisation, integration
and similar costs of $120.5 million. Asset write-downs primarily related to Ceclor CD and Naprelan.

Other charges of $445.7 million for 2000 were principally comprised of IPR&D of $246.0 million, Dura merger costs of $35.5 million,
product withdrawal costs of $35.6 millicn and rationalisation, integration and similar costs of $128.6 million.

Net income after other charges and the cumulative effect of the accounting changes in 2001 and 2000 was $342.8 million in 2001 compared
to a net loss of $294.5 million in 2000.
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Total revenue for 2000 increased by 16% to $1,521.4 million from $1,312.5 million for 1999.

Product revenue for 2000 increased by 31% to $1,046.6 million from $798.0 million for 1999, reflecting corporate acquisitions, primarily
Dura and Liposome, and increased revenue on products in the existing portfolio, particularly Skelaxin and Zanaflex. Contract revenue
decreased by 8% to $474.8 million for 2000 from $514.5 million for 1999, primarily reflecting the acquisitions of Axogen and Neuralab,
and the impact of SAB 101.

Net income, before the cumulative effect of the impact of SAB 101 of $344.0 million in 2000, and other charges of $445.7 million and
$88.6 million for 2000 and 1939, respectively, increased by 26% to $435.2 miliion for 2000 compared to 1999. This increase reflects
increased revenue and interest and other income, offset in part by higher operating expenses.

Other charges of $445.7 million for 2000 were principally comprised of IPR&D of $246.0 million, Dura merger costs of $35.5 million, product
withdrawal costs of $35.6 million and rationalisation, integration and similar costs of $128.6 million. IPR&D arose on the acquisitions of
Liposome, Spiros It and Quadrant.

Cash v U L AALT

Cash and cash equivalents increased by $770.0 million in 2001. Net cash of $542.6 million was generated by operating activities. Included

in cash flow from operating activities for 2001 was $360.9 million for product rationalisations. Cash outflows in respect of investing activities
were $864.0 million, principally comprised of $1,164.9 million to purchase investments and marketable investment securities and $295.0
million in additions to intangible assets, offset, in part, by $671.1 million in disposals of investments and marketable securities. Financing
cash inflows amounted to $1,092.1 million, principally due to the issuance of $650.0 million of Athena Finance 7.25% Senior Notes and
proceeds of $304.8 million from the issuance of share capital.

Cash and cash equivalents decreased by $184.5 million in 2000. Net cash of $406.3 million was generated by operating activities. Cash
outflows in respect of investing activities were $386.0 million, principally comprised of $537.1 million to purchase investments and marketable
investment securities, $131.8 million in additions to intangible assets and $112.1 million on the acquisition of subsidiaries, offset by $449.0
million in disposals of investments and marketable securities. Financing cash outflows amounted to $204.0 million, principally due to cash
outflows of $495.4 miliion on repayment of bank loans offset by proceeds of $200.0 million in bank loans drawn down and $91.4 million
from the issuance of share capital.

Under US GAAP, EPIL !l and EPIL Il are not consolidated as subsidiaries of Elan. Elan has provided direct guarantees to the holders of the loan
notes of each of EPIL Il and EPIL Il for the repayment of the loan notes and the payment of any unpaid interest. In the event that EPIL Il or
EPIL il do not meet their respective obligations to pay amounts due to the noteholders, the noteholders may call upon the Eian guarantees.
On 31 December 2001, the estimated fair value of Elan’s retained interest in EPIL Il and EPIL lii were $9.9 million and $4.0 million, respectively.

For additional information on the guarantees provided by Elan to the noteholders of EPIL Il and EPIL lll, please refer to note “(i) Non-consolidated
subsidiaries” under “Additional US tnformation”.

s

Inflation had no material impact on Elan's operations during the year.

reasury Folioy

Elan uses derivative financial instruments primarily to reduce exposures to market fluctuations in foreign exchange rates. Elan does not enter
into derivative financial instruments for trading or speculative purposes. The treasury function operates within strict terms of reference which
have been approved by Elan’s board of directors.
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Elan is a multinational business operating in many countries. The US dollar is the primary currency in which Elan conducts its business. The
US dollar is used for planning and budgetary purposes and as the currency for financial reporting. Elan has revenues, costs, assets and
liabilities denominated in currencies other than US dollars. The Group manages its non-US dollar foreign exchange risk through derivative

financial instruments.

The US dollar is the base currency against which all identified transactional foreign exchange exposures are managed and hedged. The principal
risks to which Elan is exposed are movements in the exchange rates of the US dollar against the Euro, Sterling, Swiss Franc and Japanese Yen.

The main exposures are net costs in Euro arising from a manufacturing and research presence in Ireland and the sourcing of raw materials in
European markets.

During 2001, average exchange rates were EURT.1187=US$1. Elan sells US dollars to buy Euro for costs incurred in Euro. The expected
strengthening of the Euro against the US doliar will result in a higher reported cost related to Elan’s Eurc cost base in 2002 compared to 2001.
However, Elan does not expect this to be material.

All derivative contracts entered into are in liquid markets with credit approved counterparties.

For additional information regarding foreign exchange risk, please refer to Note 21 to the Consolidated Financial Statements.

Inforest Bate b
Elan’s liquid funds are invested primarily in US dollars except for the working capital balances of subsidiaries operating outside of the
United States. Interest rate risk is mainly confined to the variability of returns on investment funds as the majority of Elan‘s debt is fixed
rate. The Group's exposure to interest rate risk is actively monitored and managed with an average duration of less than three months.
By calculating an overall exposure to interest rate risk rather than a series of individual instrument cash flow exposures, the Company can
more readily monitor and hedge these risks. Duration analysis recognises the time value of money and in particular, prevailing interest
rates by discounting future cash flows,

For additional information regarding interest rate risk, please refer to Note 21 to the Consolidated Financial Statements.

Crodit Risk
Elan's treasury function transacts business with counterparties that are considered to be low investment risk. Credit limits are established
commensurate with the credit rating of the financial institution that business is being transacted with. Elan does not believe that it has

a significant exposure to any one financial counterparty.

Elan does not currently transact significant business in countries that are subject to political and economic uncertainty. As a result, Elan is
not materially exposed to any sovereign risk or payment difficulties.

Livpuiclity Risk

For additional information regarding liquidity risk and for sensitivity analysis information, please refer to Note 21 to the Consolidated
Financial Statements.

bowity Price Risk (UR Gane

Elan is exposed to equity price risks primarily on its available for sale securities which consist of equity investments in quoted companies. At
31 December 2001, available for sale securities had a fair value of $305.3 million and had a cost of $282.1 million. These investments are
primarily in emerging pharmaceutical and bictechnology companies. A 10% adverse change in equity prices would result in an approximate

$30.5 million decrease in the fair value of Elan’s available for sale equity securities.
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Elan is a leading worldwide, fully integrated biopharmaceutical company, headquartered in Dublin, Ireland, with its principal research,
development, manufacturing and marketing facilities located in Ireland and the United States.

A review of the operations and development of the business and the background to its results and position at 31 December 2001 is set out
in the Operating and Financial Reviews on pages 4 to 53 of this report.

Information on legal proceedings pending and ongoing against Elan is contained in Note 24 to the Consolidated Financial Statements.

Frst pabaneg Bhost Feoenis

For additional information on post balance sheet events, please refer to Note 27 to the Consolidated Financial Statements.

Resoarvel and Llovels vt

During the year ended 31 December 2001, the Company’s expenditure on research and development, after exceptional items, amounted to
$401.8 million compared to $305.3 million for the year ended 31 December 2000, reflecting the continued commitment of the Company
to developing its technologies and product candidates.

Fiaancial Rosuls nnd § devichs

The results for the year are set out beginning on page 68 of this report. The directors do not propose the payment of a dividend.

Sratonrents

Fresentation of Fina : 1o
This Annual Report on Form 20-F is a requirement for foreign companies with securities registered with the SEC. For the year ended
31 December 2001, the Company has continued to prepare one Annual Report meeting the reporting requirements of the Company
pursuant to Irish company law and the rules and regulations of the SEC.

8T

The well being of the Company's employees is safeguarded through the strict adherence to health and safety standards. The Safety, Health
and Welfare at Work Act, 1983, imposes certain requirements on employers and the Company has taken the necessary action to ensure

compliance with the Act, including the adoption of a safety statement.

1
In accordance with Elan’s articles of association, Dr Gillespie, Mr McGowan, Dr Selkoe, Mr Thornburgh and Mr Tully hereby retire, and being
eligible, offer themselves for re-election.
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Dreciors intoronis
The beneficial interests of those persons who were directors and secretary of Elan at the year end, including their spouses and children under
eighteen years of age, in the Ordinary Shares of the Company were as follows:

Ordinary Shares; Par Value 5 Euro Cents Each

Options and Warrants to Purchase
Ordinary Shares; Par Value 5 Euro Cents Each

At date of
appointment or
31 December 2000

At date of
appointment or
31 December 2000

Garo Armen 20,000 20,000 37,000 32,000
Brendan Boushel 803,698 953,698 47,000 42,000
Laurence Crowley — — 37,000 . '32,000
William Daniel* 15,000 15,000 162,000 162,000
Donal Geaney 1,143,971 1,248,971 2,584,393 2,639,393
Alan Gillespie — — 37,000 32,000
Ann Maynard Gray 500 e 5,000 —
John Groom 435,000 420,000 343,720 592,000
Thomas Lynch 800,000 500,000 1,312,000 1,212,000
Kieran McGowan L 200 200 15,000 10,000 -
Kevin McIntyre 179,356 C 171,356 42,000 45,000
Kyran McLaughlin — — 15,000 10,000
Dennis Selkoe 163,221 163,407 - 114,150 131,950
Richard Thomburgh 200 200 37,000 32,000
Daniel Tully 22,548 17,548 15,000 10,000 -
*Secretary

The following changes in directors’ interests occurred between 31 December 2001 and 31 May 2002. Dr Armen and Armen Partners LP
purchased a total of 150,000 shares, Mr Boushel purchased 35,000 shares, Mr Groom purchased a total of 75,000 shares, Mr McGowan
purchased 1,000 shares, Ms Gray purchased 3,000 shares and Mr Tully and the Tully Family Investment LP purchased a total of 115,000
shares. Dr Selkoe gifted 46 shares. Mr Daniel was issued 30,000 options with an exercise price of $14.09 on 1 March 2002.
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Granted Exercised

Garo Armen 32,000 5,000 — 37,000 2491
Brendan Boushel 32,000 5,000 — 37,000 2491
Laurence Crowley 32,000 5,000 — 37,000 26.31
William Daniel* 161,000 — — 161,000 31.94
Donal Geaney 2,631,893 — 55,000 2,576,893 17.65
Alan Gillespie 32,000 5,000 —_ 37,000 26.31
Ann Maynard Gray —_ 5,600 — 5,000 '54.85
John Groom 550,000 — 233,280 316,720 17.87
Thomas Lynch 1,210,000 400,000 300,000 1,310,000 30.77
Kieran McGowan 10,000 5,000 — 15,000 35.49
Kevin Mclntyre 32,000 5,000 — 37,000 2491
Kyran McLaughlin 10,000 - 5,000 — 15,000 3549
Dennis Selkoe 131,950 5,000 22,800 114,150 ; - 1646
Richard Thornburgh 32,000 . 5,000 — © 37,000 2631
Daniel Tully 10,000 5,000 - 15,000 3549
*Secretary

The options exercised during the year ended 31 December 2001 were exercised at prices ranging between $7.615 and $14.25 (the
market price at date of grant). The closing market prices at the dates of exercise were between $43.60 and $55.40. Options outstanding
at 31 December 2001 are exercisable at various dates between January 2002 and March 2011. The closing market price at 31 December
2001, on the New York Stock Exchange ("NYSE"), of the Company’s ADSs was $45.06. During the year ended 31 December 2001, the
closing market price ranged from $39.80 to $65.00 per ADS. No directors’ options lapsed during the year ended 31 December 2001.

Warrants held by directors are exercisable at $32.51.
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Year Ended 31 December

204y Y BERYE 2000
ey ot Total
Pancualive Doy LIRE LSk US$
Donal Geaney
In respect of 2001 1,037,500 360,000 80,450 8,664 1,486,614 —_
In respect of 2000 —_ 1,200,000 —_ —_ 1,200,000 ) 1,467,000
in respect of prior years —_ 300,000 — —_ 300,000 =
1,037,500 . 1,860,000 - 80,450 8,664 2,986,614 1,467,000
John Groom* © 487,500 450,000 — — 937,500 724,000
Thomas Lynch* 687,500 825,000 113,603 — 1,626,103 1,038,000
2,212,500 3,135,000 194,053 8,664 5,550,217 3,229,000
Average number of executive directors 3 3
*Bounses paid are in respect of perfornumce in fiscal 2000.
Nen-iker 552
Garo Armen - 48,750 - — — 48,750 . ..38,000-
Brendan Boushel 56,250 _ = — 56,250 ©.36,000 -
Laurence Crowley 60,000 — —_ — 60,000 35,000
Alan Gillespie ©:48,750 —_ _— — 48,750 130,000
Ann Maynard Gray 35,000 - - —_ + 35,000 —
Kieran McGowan 48,750 — —_ — 48,750 30,000
Kevin McIntyre 63,750 — — — 63,750 53,000
Kyran McLaughlin 48,750 —_ — —_ 48,750 30,000
Dennis Selkoe 107,500 — — —_— 107,500 88,000
Richard Thomburgh 48,750 — — — 48,750 38,000
Daniel Tully 48,750 — —_ — -48,750 38,000
615,000 - — — 615,000 416,000
Average number of non-executive directors 11 10
Dr Selkoe received $62,500 and $50,000 from Elan in 2001 and 2000, respectively, for consulting work.
- 2000
Total
Payeprniy fo et Direciors -~ US$
Donald Panoz 160,000 160,600
Nancy Panoz 25,000 25,000
James Balog 20,000 15,000
200,000

205,000
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Board of Directors and Senior Management of the Company

! holds the positions of chairman and chief executive officer of Elan. Mr Geaney was appointed chairman in January 1997
and chief executlve officer in January 1995. In April 1992, Mr Geaney was elected to Elan's board of directors and subsequently assumed the
positions of president and chief operating officer. Mr Geaney is chairman of the Irish Aviation Authority, is a director of the Bank of Irefand
and is chairman of the irish National Pensions Reserve Fund Commission.

frornas ety 1451 was appointed executive vice chairman in July 2001 having joined Elan in May 1993 as executive vice president and chief
fmanoal offucer In June 1997, Mr Lynch was appointed a director. Prior to joining Elan, Mr Lynch was a partner in the international accounting
firm of KPMG, where he specialised in the provision of international corporate financial services. Mr Lynch became non-executive chairman of

Amarin in March 2000 and is also a director of ICON, plc and IDA Ireland.

G drvnon, PRI LEGE was appointed a director of Elan in February 1994. He has been chairman and chief executive officer of Antigenics,
Inc. ("Antigenics”) since its initial public offering in February 2000 and held the same positions in its predecessor, Antigenics, LLC since its
formation in 1994. Previously, Dr Armen was with Dean Witter Reynolds as a senior vice president of research and with E.F. Hutton &
Company as first vice president, research.

Sroncies Boushel (U2 was appointed a director of Elan in January 1980, From 1966 until his retirement in 1994, Mr Boushel was a partner
in the lnsh law ﬂrm of T.T.L. Overend McCarron & Gibbons. Mr Boushel also holds a number of private company directorships.

LGuren i “was appointed a director of Elan in March 1996. He is governor (chairman) of the Bank of Ireland. He is presently
chalrman of PJ Carroll & Co. and is a director of a number of private companies.

Az Gilflesse 7, was appointed a director of Elan in March 1996. Since November 1999, he has been chief executive officer of
cbC Group plc and was previously a managing director of Goldman Sachs International. He is chairman of Ulster Bank Limited.

/'\.,

et Gy (545 was appointed a director of Elan in February 2001. She was formerly president of Diversified Publishing Group
of Capltal C|t|es/ABC Inc. Ms Gray is a director of Duke Energy Corporation and The Phoenix Companies, Inc., and is a trustee of
J.P. Morgan Funds.

i« +, joined Elan in July 1996 and served as president and chief operating officer until his retirement in January 2001.
Mr Groom was president, chief executive officer and director of Athena prior to its acquisition by Elan in 1996. Mr Groom serves on the

boards of Ribozyme, Ligand, CV Therapeutics and Amarin and continues to serve Elan in an advisory capacity.

s MGovvan {520 was appointed a director of Elan in December 1998. From 1930 until his retirement in December 1998, he was chief
executive of IDA Ireland. He is a director of CRH, plc, lrish Life and Permanent, plc, United Drug, plc, Enterprise Ireland, An Post National
Lottery Company Ltd., and a number of private companies.

K it

Kt Vi e was appointed a director of Elan in February 1984, He is an associate clinical professor of medicine at Harvard
Medlcal School and has served as a consultant to the National Academy of Sciences.

Ve 7% was appointed a director of Elan in January 1998. Since 1985, he has been head of equities and corporate finance
at Davy Stockbrokers, Ireland’s largest stockbroker firm. He is a director of Riverdeep Group, pic and Ryanair Holdings, plc.
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“32: joined the board of directors of Elan in fuly 1996, following Elan’s acquisition of Athena where he served as a director
since July 1995. Dr Selkoe was a founder of, and consultant to, Athena. Dr Selkoe, a neurologist, is a professor of neurology and neuroscience
at Harvard Medical School. He also serves as co-director of the Center for Neurologic Disease at The Brigham and Women's Hospital.

i Yheer » % was appointed a director of Elan in March 1996. He served as governor of Pennsylvania for two
terms and as attorney general of the United States from 1988 to 1991. He is presently of counsel to the law firm of Kirkpatrick & Lockhart
LLP in Washington, D.C. The board has appointed the Honorable Richard Thornburgh as lead independent director of the Company.

74:; was appointed a director of Elan in February 1999, He is a chairman emeritus of Merrill Lynch & Co., Inc., where he served
as chairman of the board from 1993 to 1997, and was its chief executive officer from 1992 to 1996. He served as vice chairman of the
NYSE from 1994 to 1995, vice chairman of the American Stock Exchange from 1984 to 1986 and chairman of the board of governors of
the National Association of Securities Dealers,

One third of the directors (exciuding the chairman) retire annually by rotation. Directors serve until they or their successors have been elected
and qualified. Officers serve at the discretion of the board of directors. Directors of Elan are compensated with fee payments (with additional
payments where directors are members of board committees) and are reimbursed for travel expenses to and from board meetings.

Y Jomed Elan as president, Operations in January 1998, He has over thirty years of experience in manufacturing, engineering
and operatronal functions within the pharmaceutical industry. Prior to joining Elan, he held senior management positions with Fisons, plc as
director, worldwide technical operations, and as international vice president and vice president, technical operations, for G.D. Searle.

441 joined Elan as executive vice president and chief financial officer in july 2001. Prior to joining Elan, Mr Cooke was chief
executive of Pembroke Capital Limited, an aviation leasing company, and prior to that held a number of senior positions in finance in the
banking and aviation industries. Mr Cooke is a chartered accountant and a graduate of University College Dublin.

s 30 {31 was appointed as company secretary in December 2001 having joined Elan in March 1994 as group financial controller.
in July 1996, he was appointed group vice president, finance, group controlier and principal accounting officer. From 1990 to 1992, Mr Daniel
was financial director of Xtravision, plc.

Lars S £ %71 was appointed as president, research and development, Biopharmaceuticals in January 2001, Prior to joining
Elan he was responsrble for research and development at Schwarz Pharma AG since 1997. He is a board certified surgeon with a PhD
in experimental bioclogy and has held several clinical and academic positions in both the United States and Europe. From 1984 to 19397,
Dr Ekman was employed in a variety of senior scientific and dinical functions in Pharmacia.

Lot f {3270 joined Elan as executive vice president, corporate compliance in May 2001. Dr Falk has 30 years experience in analytical
research quahty and compliance within the pharmaceutical industry. Prior to joining Elan, he was the vice president, corporate quality, safety
and environmental affairs and managing compliance officer for the world-wide operations of the Warner-Lambert Company.

L irch (430 joined Elan as vice president, human resources in April 1999, having spent the previous fifteen years with Schiumberger
errted Mr Fltch is a fellow of the Chartered Institute of Personnel and Development.
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; feparbory A PRD TR is executive vice president, chief scientific and medical officer of Elan, where he has held a number of
posmons over the Iast thirteen years, most recently senior vice president of research, tlan Pharmaceuticals. Prior to joining Athena in
1987, Dr Lieberburg held faculty positions at the Albert Einstein Schoo! of Medicine and Mt. Sinai School of Medicine.

: 5 Al 5t was appointed as executive vice president, business and corporate development in October 1999, having held the
position of execunve vice president, corporate development from April 1999. Prior thereto, he was president, Elan Pharmaceutical Technologies
from July 1996. Mr Mulligan joined Elan in 1984,

was appointed as executive vice president, intellectual property and tegal affairs in January 1999. Ms Murphy joined
Elan as vice president and general counsel in July 1996 following Elan’s acquisition of Athena where she served as vice president, Iegal
affairs, general counsel and secretary since May 1991,

Lasabwin B4 2

G ‘i joined Elan in January 1998 as executive vice president, government affairs. Prior to joining Elan, Ms Pendergast was
the deputy commissioner and senior advisor to the Commissioner of the FDA, where she had previously served as associate chief counsel for
enforcement. Ms Pendergast is on the boards of the Regulatory Affairs Professional Society and Child Trends.

researcher and for the last 17 years in various executive management positions in the pharmaceutical industry. Immediately prior to joining
Elan in 1998, he was founder and chief executive officer of NanoSystems LLC ("NancSystems”).

Ly Siernnosy Pl (R0 s president, Drug Delivery. He has worked in drug development for over 30 years, first as a university professor and

» 144 joined Elan as president, Biopharmaceuticals in October 2000. Before joining Elan, Mr Welch spent over 22 years in

the pharmaceutrcal industry. His areas of experience are sales and marketing, business development, international marketing and general
management. Most recently he spent seven years with Sanofi-Synthelabo, Inc. On 12 June 2002, Elan announced that Mr Welch had elected
to leave Elan.

No director or officer has a family refationship with any other director or officer.

Hsr:"“"? ahion o 02 i

For the year ended 31 December 2001, all executive officers and directors as a group (20 persons) received total compensation of $8.9 million.

Elan reimburses officers and directors for their actual business-related expenses. For the year ended 31 December 2001, an aggregate of $0.3
million was set aside or accrued by Elan to provide pension, retirement and other similar benefits for directors and officers. Elan maintains
certain heaith and medical benefit plans for its employees in which Elan’s officers participate along with other employees generally.

There were no transactions with directors during the year ended 31 December 2001 other than as outlined in Note 25 to the Consolidated
Financial Statements.

elan corporation, plc io? Anmued Beoort & for 30
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Sinniticant Sharcholdings

As of 31 December 2001, Capital Research and Management Company and Fidelity Management and Research Company owned
30,675,992 and 16,772,000 Elan ADSs, respectively, representing approximately 9% and 5% of the issued share capital of the Company,
respectively. Capital Research and Management Company held approximately 8% of the share capital of the Company as at 31 December
2000 and 1999. Fidelity Management and Research Company held approximately 6% and approximately 4% of the share capital of

the Company as at 31 December 2000 and 1999, respectively. Save for these interests, the Company is not aware of any person who,
directly cr indirectly, holds 3% or more of the issued share capital. Between 31 December 2001 and 31 May 2002, Capital Research and
Management increased its shareholding by a net 3,384,070 ADSs to 34,060,062 ADSs, representing 9.7% of the issued share capital, and
Fidelity Management and Research Company increased its shareholding by a net 14,420,304 ADSs to 31,192,304 ADSs, representing 8.9% of
the issued share capital. in May 2002, Franklin Resources Inc. and affiliates (“Franklin”) informed the Company that it held 21,027,189
ADSs, representing 6% of the issued share capital. The Company is not aware of any other changes between 31 December 2001 and

31 May 2002 in these shareholdings. None of Capital Research and Management Company, Fidelity Management and Research Company
or Franklin have voting rights different from other shareholders.

The following table sets forth certain information regarding the beneficial ownership of Elan’s Ordinary Shares at 31 May 2002 by al! directors
and officers of Elan as a group (either directly or by virtue of ownership of Elan ADSs):

Name of Owner or Identity of Group No. of Shares Percent of Class®

All directors and officers as a group (20 persons)@ 8.6 million 24%

1. Based on 350.4 million Elan Ordinary Shares outstanding on 31 May 2002 and 4.1 million Elan Ordinary Shares issuable upou the exercise of currently exercisable options held by directors and

officers as a group as of 31 May 2002.
2. Iucudes 4.1 million Elan Ordinary Shares issuable upon exercise of currently exercisable options lield by directors and officers of Elan as a group as of 31 May 2002.

The options exercised by executive officers during the year ended 31 December 2001 were exercised at prices ranging from $8.31 to $9.63
(the market price at the date of grant). The closing market prices at the dates of exercise were between $40.10 and $54.96. Options
outstanding at 31 December 20017 are exercisable at various dates between lanuary 2002 and March 2011.

There were no options exercised by executive officers to acguire Elan ADSs in the period from 31 December 2001 to 31 May 2002.

Elan, to its knowledge, is not directly cr indirectly owned or controlled by another entity or by any government. Elan does not know of any
arrangements, the operaticn of which might result in a change of control of Elan.

- B dpang vy [ R TIR IS B T v fyiia,
Statemiont of Divecinrs’ Rosponsibibitios

The following statement, which should be read in conjunction with the Auditors’ Report set out on pages 66 and 67, is made with a view to
distinguishing for shareholders the respective responsibilities of the directors and of the auditors in relation to the financial statements.

Irish company law requires the directors to ensure that financial statements are prepared for each financial year which give a true and fair
view of the state of affairs of the Company and of the Group and of the profit or less for that year.
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With regard to the financial statements on pages 68 to 137, the directors have determined that it is appropriate that they continue to be
prepared on a going concern basis and consider that in their preparation:

« suitable accounting policies have been selected and applied consistently;
« judgements and estimates that are reasonable and prudent have been made; and
«~ applicable accounting standards have been followed.

The directors have a responsibility for ensuring that proper books of account are kept which disclose with reasonable accuracy at any time
the financial position of the Company and of the Group and which enable them to ensure that the financial statements comply with the
Companies Acts, 1963 to 2001, and all Regulations to be construed as one with those Acts. They also have general responsibility for taking
such steps as are reasonably open to them to safeguard the assets of the Group and to prevent and detect fraud and other irregularities.

Gorvtee ©ralracia

There are no service contracts in existence between any of the directors and the Company.

ARy Medoms
The directors believe that they have complied with Section 202 of the Companies Act, 1990 with regard to books of account by employing
financial personnel with appropriate expertise and by providing adequate resources to the financial function. The books of account of the

Company are maintained at its office in Monksland, Athlone, Co. Westmeath, Ireland.

R TR TN i Lz
Podiicns lions

There were no political contributions which require disclosure under the Electoral Act, 1997.

subsiciary « Qe
For additional information regarding significant subsidiary and associated undertakings, please refer to Note 30 to the Consolidated
Financial Statements.

Eiten

Fhegdisls

in accordance with Section 160(2) of the Companies Act, 1963, the auditors, KPMG, Chartered Accountants, will continue in office.

On behalf of the board, 30 June 2002

Donal Geaney, Chairman Thomas Lynch, Vice Chairman
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Policius

Elan is committed to the highest standards of corporate governance and compliance. The Company complies with the provisions of The
Combired Code, save that in accordance with Elan's articles of association, the chairman does not retire by rotation. A resolution to amend
the articles of association in this respect will be put to the 2002 annua! general meeting and, if passed, the chairman will retire by rotation

at the 2003 annual general meeting and thereafter on a similar basis to all other directors.

In 1998, the Hempel Committee on Corporate Governance reviewed and brought together the guidelines and codes which had been developed
by the Cadbury and Greenbury Committees and produced The Combined Code—Principles of Good Governance and Code of Best Practice.
This Combined Code was adopted by the London Stock Exchange in June 1998 and by the Irish Stock Exchange in December 1998. One

of the requirements of this Combined Code is that listed companies make a statement in relation to how they have complied with this code.

The directors reviewed the Company’s systems of internal control and alsc examined the full range of risks affecting the Company and the
appropriateness of the internal control structures in place to manage and monitor them. This process involved a confirmation that appropriate
systems of internal control were in place throughout the financial year and up to the date of signing of these financial statements. It also
involved an assessment of the ongoing process for the identification, management and control of individual risks and of the role of the
various Group risk management functions and the extent to which various significant challenges facing the Group are understood and are
being addressed. No material unaddressed issues emerged from this assessment. The directors confirm that they have reviewed, in accordance
with the Turnbull Guidance, the effectiveness of the Company's systems of internal control for the year ended 31 December 2001.

In early 2002, a review of the Company’s corporate governance structures and procedures was undertaken by the Company’s and the directors’
external legal advisors, Shearman & Sterling and Wachtell Lipton Rosen & Katz, respectively. Resulting from this review, on 31 May 2002 the
board of directors adopted a set of corporate governance guidelines and established four board committees, as set out below, to replace
the previous three board committees. The corporate governance guidelines include a definition of director independence based on the
standards proposed by the NYSE.
Fhe Board
The roles of chairman and chief executive officer are not separated. However, the board includes 11 independent non-executive directors
who constitute a clear majority of the board. In addition, the board has appointed the Honorable Richard L Thornburgh as lead independent
director, in accerdance with the provisions of The Combined Code and best corporate governance practice in the United States and Ireland.
As a matter of policy and good corporate governance, the majority of the board shall comprise non-executive directors who are independent
. of management and free of any relationship that, in the view of the board, could interfere with the exercise of independent judgement as a
director. The board regularly reviews its responsibilities and those of its committees and management. The board meets regularly throughout
the year, and all of the directors have full and timely access to the information necessary to enable them to discharge their duties. The board
has reserved certain matters to its exclusive jurisdiction, thereby maintaining control of the Company and its future direction. All directors are
appointed by the board, as nominated by its nominating committee, and subsequently elected by the shareholders. Procedures are in place
where directors and committees, in furtherance of their duties, may take independent professional advice, if necessary, at the Company’s
expense. The board has delegated authority over certain areas of the Company’s activities to four committees, as more fully described below.

Executive Commities
The executive committee exercises the management authority of the board during the interval between board meetings. The members of
the committee are Mr Geaney, chairman, Dr Armen, Mr Crowley, Dr Gillespie, Mr Groom and Mr Lynch.

Sadii Comunitios
The audit committee, composed entirely of non-executive directors, helps the board oversee the Company’s accounting and reporting practices.
The audit committee periodically reviews the effectiveness of the system of internal financial control. It monitors the adequacy of internal
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accounting practices, procedures and controls, and reviews all significant changes in accounting policies. The committee meets regularly with
the internal and external auditors and addresses all issues raised and recommendations made by them. The members of the committee are
Mr McLaughlin, chairman, Dr Armen and Mr McGowan.

Grganisstion and Uompensstion Comndites

The crganisation and compensation committee, composed entirely of non-executive directors, reviews the compensation philosophy and
policies of the Company with respect 1o executive compensation, fringe benefits and other compensation matters. The committee determines
the compensation of the chief executive officer and other executive directors and reviews the compensation of the other members of the
executive management. The committee also administers the Company’s share option plans. (See page 65 for the report of the organisation
and compensation committee on behalf of the board.) The members of the committee are Dr Mcintyre, chairman, Mr Crowley and Ms Gray.

Meinating Commilise

The nominating committee, which was established by the board of directors on 31 May 2002, will review on an ongoing basis the membership

of the board of directors and of the board committees and the performance of the directors. It will recommend new appointments to fill any
vacancy that is anticipated or arises on the board of directors. it will review and recommend changes in respect of the functions of the various
committees of the board. The members of the committee are Mr Thornburgh, chairman, Ms Gray, Mr McGowan, Mr McLaughlin and Mr Tully.

Redutions with Shareholders
Elan communicates regularly with its shareholders throughout the year, including following the release of quarterty and annual results, and
after major developments. All shareholders are given adequate notice of the annual general meeting.

Dvernat Financial Contrel

The board of directors has overall responsibility for the Company’s system of internat financial control and for monitoring its effectiveness.

Management is responsible for the planning and implementation of the system of internal financial control and ensuring that these controls
apply throughout the Company. The audit committee reviews the quarterly and annual financial statements and the nature and scope of the
external audit. Any significant findings, audit or accounting issues or other business risks are reported by the committee to the board of directors.

The system of internal financial control is designed to provide reasonable, but not absolute, assurance against material misstatement or loss.
The Company’s system of internal financial control is designed to provide the directors with reasonable assurance that physical and financial
assets are safeguarded, transactions are authorised and recorded properly and material irregularities are either prevented or will be detected
with the minimum of delay.

The organisational structure of the Company under the day to day direction of its chief executive officer is clear. Defined lines of responsibility
and delegation of authority have been established within which the Company’s activities can be planned, executed, controlled and monitored
to achieve the strategic objectives which the board has adopted for the Company.

The Company has a comprehensive system for reporting financial results to the board. This includes a budgeting system with an annual
budget approved by the board. The board compares actual results with budgeted resuits regularly. Management accounts are prepared on a
timely basis. They include a profit and loss account, balance sheet, cash flow and capital expenditure report, together with an analysis of the
performance of key operating divisions and subsidiaries.

The board, through the audit committee, has reviewed the effectiveness of the Company’s system of internal financial control.

Coing Concevn
The directors, having made inguiries, believe that the Company has-adequate resources to continue in operational existence for the foreseeable
future and that it is appropriate to continue to adopt the going concern basis in preparing the financial statements.

tan corporation, plc 240t
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Report of the Organisation and Compensation Committee

Caorppnsition of O i gt Conmp SE e
The terms of reference for the committee are to determine the compensation, terms and conditions of employment of the chief executive
officer and other executive directors and to review the recommendations of the chief executive officer with respect to the remuneration and
terms and conditions of employment of the Company’s senior management. The committee also exercises all the powers of the board of

directors to issue Ordinary Shares on the exercise of share options and to generally administer the Company’s share option plans.

The chief executive officer attends meetings of the committee except when his own remuneration is being considered.
Each member of the committee is nominated to serve for a three year term subject to a maximum of two terms of continuous service,

For additional information regarding directors’ remuneration, shareholdings and share options, please refer 1o Note 6 to the Consofidated
Financial Statements and “Directors’ Interests”, “Directors’ Options” and “Directors” Remuneration” in the Directors’ Report.
Remunorstion Mo
The Company’s policy on executive directors’ remuneration is to set remuneration levels which are appropriate for its senior executives having
regard to their substantial responsibilities, their individual performance and the performance of the Company as a whole. It is the policy of the
committee to set remuneration levels after a review of remuneration packages of executives in the pharmaceutical industry. During 2001, the
committee took external advice from independent benefit consultants on executive remuneration. In framing remuneration policy, consideration
has been given to Section B of the Code of Best Practice of the Combined Code as issued by the London and lrish Stock Exchanges.

The typical elements of the remuneration package for executive directors include basic salary and benefits, annua! cash incentive bonus,
pensions and participation in share aption plans.

It is the policy of the committee to grant options to management to encourage identification with shareholders’ interests and to link
performance to the long term share price performance of the Company.

S Hve Droctorsy” Basie Salar
The basic salaries of executive directors are reviewed annually having regard to personal performance, company performance and
market practice.

Arnual Uash Iacentive Bonus
An annual cash incentive bonus, which is not pensionable, is paid on the recommendation of the committee to executive directors. Bonus
determination is not based on specific financial or operational targets, but on individual and company performance.

R 3
H

It is the policy of the committee, in common with other companies operating in the pharmaceutical industry, to award share options to
management and employees. The options generally vest between one and five years. These plans do not contain any performance conditions.

rectors” Service Uontrn

No director has a service contract.
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o the Mombors of Elan Sorporation, plc
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We have audited the financial statements on pages 68 to 137.

Fespeat socpsibiiifies of Direciors and Andilors in Uon o the Arnual Reporl and Foop 20-8

The directors are responsible for having the Annual Report and Form 20-F prepared. As described on pages 61 and 62, this includes
responsibility for preparing the financial statements in accordance with applicable irish Law and accounting standards; the directors have
also presented additional information under United States requirements. Our responsibilities, as independent auditors, are established in

Irefand by statute, the Auditing Practices Board, the Listing Rules of the lrish Stock Exchange and by our profession’s ethical guidance.

We report to you our cpinion as to whether the financial statements give a true and fair view and are properly prepared in accordance with
the Companies Acts. As also required by the Acts, we state whether we have obtained all the information and explanations we require for
our audit, whether the Company’s balance sheet agrees with the books of account and report to you our cpinion as to whether:

- the Company has kept proper books of account;

« the directors’ report is consistent with the financial statements; and

« at the balance sheet date, a financial situation existed that may require the Company to hold an extraordinary general meeting on the
grounds that the net assets of the Company, as shown in the financial statements, are less than half of its share capital.

We also report to you if, in our opinion, information specified by law or by the Listing Rules regarding directors’ remuneration and transactions
with the Group is not disclosed.

We review whether the statement on page 63 reflects the Company's compliance with the seven provisions of the Combined Code specified
for our review by the Irish Stock Exchange, and we report if it does not. We are not required to consider whether the board’s statements on
internal control cover all risks and controls, or form an opinion on the effectiveness of the Group's corporate governance procedures or its
risk and control procedures.

We read the other information contained in the Annual Report and Form 20-F, including the corporate governance statement, and consider
whether it is consistent with the audited financial statements. We consider the implications for our report if we become aware of any apparent
misstatements or material inconsistencies with the financial statements.

Hasis of / Creinion ,

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices Board. An audit includes examination, on a
test basis, of evidence relevant to the amounts and disclosures in the financial statements. It also includes an assessment of the significant
estimates and judgements made by the directors in the preparation of the financial statements and of whether the accounting policies are
appropriate to the Group's circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide
us with sufficient evidence to give reasonable assurance that the financial statements are free from material misstatement, whether caused
by fraud or other irregularity or error. in forming our opinion, we also evaluated the overall adeguacy of the presentation of information in
the financial statements.

S B, Bepryy TiLLT
fofppeert B Peryg 20
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Opinion
In our opinion, the financial statements give a true and fair view of the state of affairs of the Company and the Group as at 31 December
2001 and of the loss of the Group for the year then ended, and have been properly prepared in accordance with the Companies Acts, 1963

to 2001, and ali regulations to be construed as one with those Acts.

Generally accepted accounting principles in Ireland vary in certain significant respects from accounting principles generally accepted in the
United States. Application of generally accepted accounting principles in the United States would have affected results of operations for
each of the years in the three year period ended 31 December 2001, and shareholders’ equity as at 31 December 2001 and 2000, to the
extent summarised on pages 119 to 137 of the financial statements.

We have obtained all the information and explanations we considered necessary for the purposes of our audit. In our opinion, proper books
of account have been kept by the Company. The balance sheet of the Company is in agreement with the books of account.

In our opinion, the information given in the Directors’ Report on pages 54 to 62 is consistent with the financial statements.

The net assets of the Company, as stated in the balance sheet on page 73, are more than haif of the amount of its called-up share capital and,
in our opinion, on that basis there did not exist at 31 December 2001 a financial situation which, under Section 40(1) of the Companies
(Amendment) Act, 1983, would require the convening of an extraordinary general meeting of the Company.

KPMG

Chartered Accountants
Registered Auditors
Dublin, Ireland

30 June 2002

The abave opinion is provided in compliance with Irish requirements. Opinions complying with auditing standards generally accepted in the United States will be included in
the Annual Report and Form 20-F filed with the United States Securities and Exchange Commissfon.
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Year Ended 31 December

2l 2000 1999
g - $m $m
Notes B 5 Total Total Total
Revenue-—continuing operations 3 1,512.9 227.8 . 1,740.7 1,180.5 1,007.8
Revenue—acquisitions —_ —_ — 121.5 —
Total Revenue 1,512.9 278 17407 123020 1,007.8
Cost of sales 364.0 22.8 386.8 315.5 . 2112
Gross profit 1,148.9 2050 . 1,353.9 986.5 796.6
Selling, general and administrative expenses 3 697.5 1,084.2 1,781.7 384.9 256.9
Research and development expenses 34 3233 78.6 401.9 305.3 230.2
Operating profit/(loss)-—continuing operations 1314 (957.8) (826.4) 360.1 309.5
Operating (loss)-—acquisitions (3.3) — (3.3) (63.8) —
Operating profit/(loss) 2 128.1 . (957.8) (829.7) 296.3 309.5
Share of profits of assaciates 12 103 —_ 103 0.1 w020
Loss on fixed assets 3 —_— — T e (33.9) —_
Profit/(loss) on ordinary activities ) . s
before interest and tax 1384 {957.8). (819.4) 262:5 ©309.7¢
Net interest and other (expense)/income 3,5 (43.6) (6.8)" . (50.4) 88.6 335
Profit/(loss) on ordinary activities before tax 6 94.8 (964.6) ) (869.8) 3511 343.2 .
Tax on protit/(loss} on ordinary activities 7 (17.4) — ) (17.4) (9.0) 73)
Retained profit/(loss) for the year 77.4 (964.6) (887.2) 342.1 3359 -
Basic earnings/(loss) per Ordinary Share 8 $ 023 $ (2.87) $ (2.64) 119 " 1.26
Diluted earnings/(loss) per Ordinary Share 8 $ 022 $ (2.87) $: (2.64) 1.10 1.19
Weighted average number of ’
Ordinary Shares outstanding (millions) 336.0 336.0 336.0 287.1 266.6

The acconpanying notes are an integral part of these finaiicial statemnents.

Donal Geaney, Chairman

Thomas Lynch, Vice Chairman
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KR At 31 December
2000
Notes Sy $m

Fixed Assets
Intangible assets 10 4,526.2 4,746.2
Tangible assets 11 4011 3535.
Financial assets 12 1,957.1 1,432.3

6,884.4 6,532.0
Current Assets
Stocks 13 183.6 155.2
Debtors 14 407.2 3319
Financial assets 12 144.9 93.8
Cash and liquid resources 28(c) 1,819.5 9839

2,5585.2 1,564.8
Creditors, convertible debt and guaranteed notes (amounts falling due within one year) 15,16 {1,331.7) (624.1)
Net current assets 1,2235 9407
Total assets less current liabilities 8;107.9 B 7,475.7, ‘
Convertible debt and guaranteed notes (amounts falling due after one year) 15 »(2,407.1) (2}Q74.6) :
Creditors (amounts falling due after one year) 16 (641.1) (83.0)
Net assets 2 5,059.7 5,315.1
Capital and Reserves
Called-up share capital 17 19.9 18.7
Share premium account .5,386.3 4,750.9
Shares issuable 18.6 259
Capital conversion reserve fund 0.1 01
Equity adjustment from foreign currency translation (39.9) (36.8)
Profit and loss account 18 - (330.5) 1556.7
Shareholders’ funds—equity ~5,054.5 5,315:5
Minority equity interests 19 5.2 04)
Capital employed 5,059.7 ©5,315.1

The accompanying notes are an integral part of these financial statements.

Donal Geaney, Chairman

Thomas Lynch, Vice Chairman
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Year Ended 31 December

2000 1999
Notes Einye $m $m

Cash Flow from Operating Activities 28(a)  524.6 272.2 364.5
Returns on Investments and Servicing of Finance :
Interest received 80.3 111.8 76.6°
Interest paid (124.1) (76.4) (519
Cash (outflow)/inflow from returns on investments and servicing of finance {43.8) 35.4 24.7:.
Taxation 7 (65) G.6) ©.8
Capital Expenditure and Financial Investment ] » )
Additions to property, plant and equipment (120.8) (64.4) 76.7)
Receipts from disposal of property, plant and equipment 2.0 9.8 11.7
Payments to acquire intangible assets (286.7) - (79.5) (122.2)
Receipts from disposal of intangible assets 11.2 Lol e -
Payments to acquire financial current assets (148.2) - (54.6) (110:1) .
Sale and maturity of financial current assets ‘1433 - 1001 .. 389,
Payments to acquire financial fixed assets (624.3) 411.9) == _(446.5) :
Receipts from disposal of financial fixed assets 72t ‘:6‘.7_ B ©41.0 -
Cash outflow from capital expenditure and financial investment (947.3) . .(493.8) ‘ (663.9)";
Acquisitions and Disposals . . ’
Cash paid on acquisitions - 28(d) . (9.5) o) (1783)..
Receipts from part disposal of subsidiary 419 — Be—
Cash inflow/(outflow) from acquisitions and disposals 324 S (8.0). 7 (178.3)
Cash outflow before use of liquid resources and financing (440.6) ..~ (197.8) {453.8)
Management of Liquid Resources 28(b) 106.8 3991, - - 2034

(continned)




Year Ended 31 December

2000 1999
Notes S $m $m

Financing
Proceeds from issue of share capital 3048 76.9 37.8
Purchase of treasury shares —_ — (17.4)
Issue of loan notes 1,185.7 ‘4441 344.0
Repayment of loans (555.7) (496.0) (111.7)
Bank borrowing 342.8 200.0 125.2
Cash inflow from financing 12776 225.0 377.9
Net increase in cash 943.8 426.3 127.5
Reconciliation of Net Cash Flow to Movement in Net Debt
Increase in cash for the period 943.8 426.3 127.5
Cash inflow from movement in liquid resources (106.8) (399.1) (203.4)

8370 272 - (759
Other borrowing (347.4) "(200.0) (125.8) .
Repayment of loans 557.6 . 5124 1128
Issue of loan notes (1,185.7) (444.1) . (345.0)
Change in net debt resulting from cash flows (138.5) . (104.5) v (433.9)_
Liquid resources acquired with subsidiary undertaking —_ 2142 L =
Loans acquired with subsidiary undertaking S (03)-: (3637 j‘(80.2) i
Non-cash movement—translation differences (1.4) (L) 0.3
Non-cash movement—notes 255.3 (54.4) (29.8)
Non-cash movement—other 1.1 (1.3) Y —
Decrease/(increase) in net debt 28(c) 1162 (310.8)  (544.2)

The accompanying notes are an integral part of these fnancial statements.
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Profit
Number Share Share Shares Capital and Loss  Translation Total
of Shares  Capital Premium - Issuable Conversion Account Adjustment Amount !
m $m $m $m $m §m $m $m
Balance at 31 December 1998 264.1 163 2,440.2 199 — (110.4) (33.9) 2,332.1
Exercise of stock options and warrants 5.0 0.2 38.4 - — — - 38.6
Stock issued as a result of acquisitions — — 1.3 (1.3) — — — =
Issue costs — — 0.3) — — — — (0.3)
Equity adjustment from foreign currency translation — - — —_ —_ — 1.3) 1.3)
Repurchase of shares — — — — — (17.4) — (17.4)
Capital conversion reserve fund — 0.2) 0.1 — 0.1 — — -
Retained profit — — — — — - 3359 — 335.9
Balance at 31 December 1999 269.1 16.3 2,479.7 18.6 0.1 208.1 (35.2) 2,687.6
Exercise of stock options and warrants 7.2 04 97.7 — — — - 98.1"
Exchange of 4.75% Exchangeable Notes — - 0.3 — — — — 03 .
Stock issued as a result of acquisitions 46.2 20 2,194.2 7.3 — — — 2,203.5"
Issue costs — — L (21.0) — — — — (21.0)
Equity adjustment from foreign currency translation — — — — — — - {1.6) . (16
Goodwill on disposal — — - - = 6.5 - L85
Retained profit - — — — - 342.1 - <3421
Balance at 31 December 2000 322.5 187 4,750.9 259 0.1 556.7. Si(36.8) 5,315.'51
Exercise of stock options and warrants 18.0 0.8 308.2 — — D -— ©.309.0 *
Exchange of 4.75% Exchangeable Notes 9.1 04 3242 — — — — 3246
Stock issued as a result of acquisitions 02 — 7.3 (7.3) — — — —
Issue costs — — {4.3) — —_ — —_ “4.3):
Equity adjustment from foreign currency translation —_ —_ —_ — —_ — 3.1 : (3'1’)
Retained (loss) — — — — — (887.2) — (887.2) -
Balance at 31 December 2001 349.8 199 5,386.3 18.6 01 (330.5) (39.9) 5,054.5 -
Tong ot Totel Recounised Galns and Losses
Year Ended 31 December
2000 1999
$m $m
Retained (loss)/profit (887.2) . 3421 . 3359
Equity adjustment from foreign currency translation (3.1) (1.6) (1.3)
Total recognised (losses)/gains (890.3) 3405 1 3346

elan corporation, plc 2404 An

The accompanying notes are an integral part of these financial stateinents.

7




w AL I & TR Y

Ak 3 At 31 December
. 2000
“Notes S $m

Fixed Assets
Intangible assets 29 173.1 2737
Tangible assets 29 ~ 195 216
Financial assets 29 7,687.3 7,766.5

7,879.9 8,061.8
Current Assets
Debtors 29 45.2 127.5
Cash and liquid resources 122.6 -

167.8 127.5

Creditors (amounts falling due within one year) 29 (859.6) (759.4)
Net current liabilities {691.:8) (631.9)
Total assets less current liabilities 7,’188.1 7’429'9
Creditors (amounts falling due after one year) 29 ~(11.1) e (10.‘9)‘, .
Net assets 7177.0 74190 - "
Capital and Reserves : S o
Called-up share capital 17 199 . 187
Share premium account 5,386.3 . 44,750:9"
Shares issuable 18.6 259
Capital conversion reserve fund 0.1 0.1
Profit and loss account 18 1,752.1 2,623.4
Shareholders’ funds—equity 7,177.0 7,419.0 :

Donal Geaney, Chairman

The accompanying notes are an integral part of these financial statenients.

Thomas Lynch, Vice Chairman
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PooSlgnificant Accounting Policics
The financial statements are prepared in US dollars under the historical cost convention and in accordance with Irish generally accepted
accounting principles (“Irish GAAP*) and comply with the financial reporting standards of the Accounting Standards Board, as promulgated
by the Institute of Chartered Accountants in reland. Where there are significant differences to US generally accepted accounting principles

("US GAAP"), these have been described in the differences between Irish and US accounting principles section on pages 119 to 137.

o
SN

Baaty of conuchidation snd preventation of fnandial infarmation

The consclidated financial statements include the accounts of Elan Corporation, plc and all of its subsidiary undertakings and its share of
profits or losses of associated undertakings (the “Company”, “Elan” or the “Group”). Associated undertakings are accounted for under the
equity method of accounting. All significant intercompany profits, transactions and account balances have been eliminated.

RIS

Revenue recognised represents goods and services invoiced during the period excluding value added tax and other sales taxes, less trade
discounts and rebates.

Elan’s revenues are derived from (i) product revenue and (i) contract revenue arising from contracts, including research revenues and licence
fees, related to research and development activities on behalf of clients and/or technology licencing and business ventures. Product revenue
includes sales of products, royalties, sales of inventory and related product rights and revenue arising from product co-promotion, marketing and
similar activities. Product revenue in 2001 of $1,407.0 million consisted of $1,017.9 million in sales of products and royalties, $231.4 million in
sales of inventory and related product rights and $157.7 million in revenue arising from product co-promotion, marketing and similar activities.

Product revenue is recognised when title passes, net of applicable discounts and allowances. Contract revenue is recognised when earned
and non-refundable, and when the Company has no future obligation with respect to the revenue, in accordance with the terms prescribed
in the applicable contract. Refundable contract revenue is treated as deferred revenue until such time as it is no longer refundable.

Tangible fixed assets are stated at cost less accumulated depreciation. Depreciation of tangible fixed assets is computed using the straight-line
method based on estimated useful lives at the following annual rates:

%

Buildings 2.5-6.6
Leasehold improvements Lease term or 2.5% if higher
Plant and equipment 5-40

The average depreciation rate for buildings is 4% and for plant and equipment is 14%. All fixed assets are reviewed for impairment when
there are indications that the carrying value may not be recoverable and any impairment is charged to the profit and loss account.

G ipiangible frod neseis

Patents, licences, acquired IP and goodwill are stated at the lower of cost or valuation. Patents and licences are amortised over their expected
useful lives, which range between 2 years and 20 years, in line with the benefits accruing. The average amortisation period for patents and
licences is approximately 17 years. Goodwill arising on acquisitions since 1998 is capitalised and amortised to the profit and loss account
over the period during which the benefits are expected to accrue, but in no case greater than 20 years. The average amortisation pericd for
goodwill is 20 years. Prior to 1 January 1998, goodwill was written-off directly to consolidated reserves in the year of acquisition. Acquired IP
arising on acquisitions is capitalised and amortised to the profit and loss account over its useful economic life. The useful economic life
commences upon generation of product revenue relating to the acquired IP.
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Where events or circumstances are present which indicate that the carrying amount of an intangible asset may not be recoverable, the
Company estimates the net realisable value or the present value of future cash flows expected to result from use of the asset and its
eventual disposition. Where the net realisable value or the present value of future cash flows is less than the carrying amount of the asset,
the Company recognises an impairment loss which is charged to the profit and loss account. Otherwise, no loss is recognised.

N

Stocks are valued at the lower of cost or market value. Cost in the case of raw materials and supplies is calculated on a first-in, first-out basis
and comprises the purchase price, including import duties, transport and handling costs and any other directly attributable costs, less trade
discounts. Cost in the case of work-in-process and finished goods comprises direct labour, material costs and attributable overheads.

SO A GV aivnrianl

Research and development expenditure is charged to the profit and loss account in the period in which it is incurred.

Corporation tax is provided on the results for the year. Deferred taxation is provided under the liability method on timing differences
between tax and accounting treatments where these are likely to crystallise in the foreseeable future. Deferred taxation is not provided
on undistributed profits which have been retained overseas unless there is reasonable evidence that such deferred taxation will be
payable in the foreseeable future.

b Foreign currencies and transiation of subsidiary and associated nudertakings

Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction or at a contracted rate. The resulting monetary
assets and liabilities are translated into US dollars at exchange rates prevailing at the balance sheet date or at contracted rates. Profits and
losses are dealt with in the profit and loss account and, where material, they are separately disclosed.

The assets and liabilities of subsidiary undertakings are translated using year-end rates and income is translated at average rates. The cumulative
effect of exchange differences arising on consolidation of the net investment in overseas subsidiaries and associates are taken directly to reserves
via the Consolidated Statement of Total Recognised Gains and Losses.

Plerivatiy e nts

The Company enters into transactions in the normal course of business using a variety of financial instruments in order to hedge against
exposures to fluctuating exchange and interest rates,

Derivative financial instruments are utilised to mitigate interest rate and currency exposures. Forward currency contracts and options and
interest rate derivatives are marked to market at each balance sheet date and the resulting gains and losses are recagnised in the profit and
loss account. The carrying value of derivative financial instruments is generally reported within current assets or other current liabilities.

varnicias assel invesimenis

Financial asset investments, other than associated undertakings, are stated at cost less provision for impairment in value. Financial current
asset investments held for trading purposes are stated at market value with interest and similar income taken to the profit and loss account
on a receivable basis. Other financial current asset investments are accounted for on an amortised cost basis.

Debt finance costs are allocated to financial reporting periods over the term of the refated debt at a constant rate on the carrying amount.
The carrying amount of debt includes related financing costs.
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The regular cost of providing benefits under defined benefit plans is charged to the profit and loss account over the service lives of the
members of the schemes. The regular costs are determined by independent, external, gualified actuaries. Variations from regular costs,
where they arise, are allocated to operating profit/{loss) over the expected remaining service lives of the members. ‘

The costs of providing defined contribution benefit plans are expensed as incurred.

Tangible fixed assets, acquired under a lease which transfers substantially all of the risks and rewards of ownership to Elan, are capitalised as a
fixed asset. Amounts payable under such leases (finance leases), net of finance charges, are shown as short or medium term borrowings as
appropriate. Finance charges on finance leases are charged to the profit and loss account over the term of the lease to give a constant rate of
charge in proportion to the capital balances outstanding. Rentals on operating leases are charged to the profit and loss account as incurred.

Darean

Stock option compensation expense is the difference between the market value of shares at the date of the option grant and the amount
of the consideration, if any, that participants may be required to pay for the shares.

ob avvuisiiion aocruals

Fimance Jhagas ansd proao

Deferred and contingent payments on product acquisitions are recognised in creditors on a time-discounted basis. Elan accrues such amounts
where payment is probable. Such amounts include contingent payments based on future product revenues and future option payments that
Elan may make to acquire such products. A related finance charge is included annually in the profit and loss account

¢ Dresaription of business

Elan is a worldwide biopharmaceutical company headquartered in Dublin, ireland. Elan is engaged in the marketing of products in the therapeutic
areas of neurology, pain management, infectious diseases, dermatology and oncology, the discovery and development of products in the
therapeutic areas of neurology, pain management and autoimmune diseases and in the development, licencing and marketing of drug delivery
products, technologies and services. Elan’s principal research and development, manufacturing and marketing facilities are located in Ireland
and the United States. Elan’s shares trade on the Irish, London and New York Stock Exchanges.

€ Hisks avd uncerigintiex

The Company is subject to certain risks and uncertainties arising from a number of factors including competition, government regulation,
litigation, no assurance of continued successful licencing and marketing, uncertainty of third party reimbursement, pricing pressure,
unpredictability of patent protection, the value of its investments and other assets, unpredictability of product approvals, tax reform

and environmental liabilities.

P i g R
feond eslimates

v
E (S

The preparation of the consolidated financial statements in conformity with Irish GAAP requires management to make estimates and
assumptions that affect reported amounts and disclosures in these financial statements. Actual results could differ from those estimates.

The Company has implemented the disclosure requirements of Financial Reporting Standard 17, “Retirement Benefits” (“FRS 17"), which
specifies the accounting treatment for retirement benefits such as pensions and medical care during retirement, and the disclosures thereof.
This standard requires a phased introduction with disclosure requirements only for 2001 and full implementation of the standard by 2003. The
adoption of the disclosure requirements of FRS 17 did not have a material impact on the Company’s Consolidated Financial Statements.

elan corporation, plc 200t 4n Lot B Forsy B0




The Company has implemented Financial Reporting Standard 18, " Accounting Policies” (“FRS 18"), which deals primarily with the selection,
application and disclosure of accounting policies. The adoption of FRS 18 did not have a material impact on the Company’s Consolidated
Financial Statements.

The Company will be required to implement in 2002, Financial Reporting Standard 19, “Deferred Tax” ("FRS 19”). The Company is
currently assessing the impact of implementing FRS 19, but it is not expected to have a material effect on the Company's Consolidated
Financial Statements.

= Doz vr b L oe B
L SOEMenT e

The analysis of revenue reflects Elan’s most significant regional markets.

e tian

Elan conducted its operations through two primary business units: Biopharmaceuticals and Drug Delivery. Biopharmaceuticals is primarily
engaged in the discovery, development and marketing of products in the therapeutic areas of neurology, pain management, oncology,
infectious diseases and dermatology. Biopharmaceuticals incorporates the acquisitions of Dura and Liposome in 2000. Drug Delivery is
engaged in the development, licencing and marketing of drug delivery products, technologies and services to pharmaceutical industry
clients on a worldwide basis.

G The analysis of revenus vaphics fotlow
20t 2000 0 1999
$m o $m o $m
Geographical origin: . ) o L L
Ireland 673.0 1 567.0 i 4092
Rest of Europe -89.7 60.1 " .36.4 -
United States 928.4 599.3 546.8
Other 49.6 75.6 15.4
External revenue 1,740.7 1,302.0 1,007.8
Distribution of export revenues from Ireland: :
United States 256.6 1225 274.2
Other 411.8 435.9 - 112.0
668.4 558.4 386.2 -

External revenue

B Phe disteibution of oo ralisng {ox abarea was as followw
2000 1999
S $m $m
Ireland (636.2) . 2086 2040 .
Rest of Europe (29.7) (13.9) 05y
United States (187.9) 63.6 i 10127
Other : 314 43.1 93
(822.4) 301.4 314.0
Corporate costs (7.3) v 5.1 @.5)
(829.7) 2963 3095

Total operating (oss)/profit
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e diciribut Poonsoiid en vwas as fotiomws:
A3 emabder At 31 December

2000

$m
Ireland 3,7183 4,476.5
Rest of Europe 179.7 132.3
United States 194.3 331.0
Bermuda 960.3 365.6
Other 71 : 9.7
Net assets : 5,059.7 ’ >5,315.1

G Aalur costomers:

Cardinal Health, inc. and Pharma Marketing accounted for approximately 14% and 11%, respectively, of Elan’s total revenue for 2001.
Axogen accounted for approximately. 10% of Elan’s total revenue in 1999, No other customer accounted for more than 10% of revenue in
2001, 2000 or 1999.

Anakys DV ogiass Gb DUsiness;

Drug Delivery . HE R Biopharmaceuticals v Total
'2000. : 1999: 2 0 2000 1999 20 2000 - 1999 E
$m - $m 2 $m $m Sm $m ligm
Total sales 436.1 5104 541.7 1,418.7 811.0 565.9 1,854.8 1,321.4.‘ = 1,107:6
Intersegment sales (108.1) (19.3) (99.8) (6:0) 0.1) — . {1141) (19.4) - {99.8):
Sales to third parties 328.0 491.1 441.9 1,412.7 810.9 565.9 1,740.7 1,302.0 1,007.8
Operating (loss)/profit (253.9) 213.3 247.7 (556.8) 65.3 97.9 (810.7) 278.6 - 3456
Intersegment (profit)/loss (8.0) 0.7)- (57.4) 3.7) 235 25.8 (11.7) - 228 (31_".6)'
External operating (loss)/profit (261.9) 212.6 190.3 {560.5) 888 - 1237 (822.4) 3014 - 3140
External operating profit before . : s ‘
exceptional items 67.7 225.1 190.3 - 66.4 155.6 . 1237 134.1 380.7 .. 314.0
Depreciation and amortisation 69.9 57.9 50.2 197.2 79.4 312 2671 1373 . o 8147
Net assets 953.5 1,174.1 1,064.0 3,283.1 3,941.3 1,672.2 4,236.6 51154 2,736.2
Capital expenditure (including acquisitions) 142.5 144.8 1117 . 71,186.1 2,602.2 338.1 1,3286 - 2,747.0 . 449.8.;
(i) Reconciliation of operating profit
2000 1999
$m $m
Segmental operating (loss)/profit (822.4) 3014 . 3140
Corporate costs (7.3) (5.1) 4.5)
(829.7) 296.3 3095

elan corporation, plc 200t Snnuad Sepost & Foanm 365
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(ii) Reconciliation of operating profit before exceptional items

2000 1999
$m $m
Segmental operating profit before exceptional items 134.1 380.7 314.0
Corporate costs (6.0) (5.1) 4.5)
;1281 375.6 309.5
(iii) Reconciliation of net assets
2000 1999
$m-. . $m -
Segmental net assets 4,236.6 5,115.4 2,736.2
Corporate net assets 1,099.8 998.3 410.1
Interest bearing assets 2,846.7 1,591.0 1,343.3
Interest bearing liabilities (3,123.4) (2,389.6) (1,802.0)
5,059.7 5,315.1 2,687.6 -
(iv) Reconciliation of depreciation and amortisation
et 20000 . 1999
S oa $me '-”'$m
Segmental depreciation and amortisation 267.1 137.3 o '81'.4 .
Corporate depreciation and amortisation 33 33 2.6
270.4 140.6 84.0
(v) Reconciliation of capital expenditure
0] 2000 1999
$m $m
Segmental capital expenditure 1,328.6 2,747.0 449.8
Corporate capital expenditure 1.8 34 231
1,3304 2,750.4 4729 .
txceptional Hems
The costs incurred in 2001 and 2000 are included in the profit and loss account under the following statutory headings:
2000 1999° -
$m “$m
Revenue (227.8) — } —-
Cost of sales 22.8 42.0 o=
Selling, general and administrative expenses 1,084.2 5.3 =
Research and development expenses 78.6 32.0 —
Net interest and other expense 6.8 0.4 —
Loss on fixed assets — 339 . —
964.6 113.6 . —
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Exceptional product revenue in 2001 primarily relates to product rationalisation revenue of $231.4 million. The exceptional cost of sales
related to product rationalisation revenue was $15.6 million.

$1,009.8 million of the exceptional charges relate to impairment charges arising on write-downs of intangible assets. Impairment charges
to acquired IP arising from the acquisitions of Neurex and Sano were $500.0 million and $285.2 miltion, respectively. impairment charges to
patents and licences arising on write-downs of the product intangibles for Naprefan, Cecfor CD and Myambutol were $81.0 million, $34.2
million and $44.4 miilion, respectively. Other impairments to patents and licences amounted to $5.0 million. The remaining $170.6 million
of the exceptional charges primarily relate to severance, integration and similar charges and other asset write-downs.

Elan acquired Neurex in August 1998 for approximately $810.0 million. At the time of the acquisition, Neurex was developing Priaft
(ziconotide). The purchase price was primarily aliocated to acquired IP. In 2001, Elan wrote down acquired IP arising from the acquisition

of Neurex by $500.0 million. This write-down was due to delays in the product launch schedule and reduced revenue projections for

Priaft. Elan received an approvable letter from the FDA for Prialt in June 2000. Following discussions with the FDA, Elan received a second
approvable letter for Prialt in July 2001. Following further discussions with the FDA, Elan announced in February 2002 that it would conduct
additional Phase i clinical trials for Prialt. These studies have commenced. Revenue projections for Priaft were reduced in 2001, following the
FDA discussions and clinical results, due to a reduction in the projected size of the target patient population for Prialt. The estimated peak
sales of Prialt are projected to be in excess of $150 million,

Elan acquired Sano in February 1998 for approximately $434.6 million. At the time of the acquisition, Sano was developing transdermal
drug delivery products. The purchase price was primarily allocated to acquired IP. In 2001, Elan wrote-down acquired IP arising from the
acquisition of Sano by $285.2 million. The write-down was due to reduced revenue projections from products under development and by
Elan‘s decision to focus its research and development efforts in other areas. This has adversely impacted the carrying value of the acquired IP
arising on the Sano acquisition. The residual value for acquired IP is mainly supported by the development of Nic/Mec. Phase Il clinical trial
supplies for Nic/Mec are currently being manufactured and the Phase [ll clinical work is expected to commence later in 2002.

Ceclor CD and Myambuto!/ have been written down due to the impact of generic competition on these products during 2001. Generic versions
of each of these products were approved and launched in 2001 which has reduced projected revenues and profitability from these products.
Revenue from Ceclor CD declined by $26.0 million in 2001, from $39.4 million in 2000 to $13.4 million in 2001. Naprelan has been written
down due to lower than forecast revenues in 2001 and reduced projected revenue and profitability from this product. The level of promotional
support for a product can have a significant impact on the level of revenue generated from that product. Elan does not expect to provide any
significant premotional support for Naprelan in future and this has been reflected in the projections for this product. Revenue from Naprelan
declined by $33.6 miilion in 2001 from $41.8 million in 2000 to $8.2 million in 2001.

The product and acquired IP intangible write-downs described above are included in exceptional selling, general and administrative costs.

Other exceptional selling, general and administrative costs were $74.4 million. These mainly relate to severance, integration, relocation
and similar costs and asset write-downs arising from the integration of Elan's US Biopharmaceuticals business.

Exceptional research and development costs were $78.6 million. These mainly relate to severance, integration and similar costs and asset
write-downs arising from the closure or scaling back of various drug delivery programmes and sites. Elan’s pulmonary drug delivery
assets are being reorganised. Also included were costs of certain research programmes that £lan does not intend to complete. These
were the costs incurred pending closure or sale.

Exceptional net interest costs were $6.8 million. These mainly relate to costs associated with the redemption in March 2001 of the 4.75%
Exchangeable Notes of Athena, a wholly owned subsidiary of Elan.
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These costs have been included under the statutory format headings to which they refate analysed as follows:

Cost Selling, General Research and Net
Revenue ofSales  and Administrative Development Interest Total
$m $m $m ' $m $m $m
Product raticnalisations (231.4) 15.6- v — — — (215.8)
Rationalisation of research and development activities (2.0) - — ) 60.5 - 58.5
Pharmaceutical division reorganisation costs — 0.4 55.7 - — - 561
Acquired IP and product impairment - — 1,009.8 ’ — — 1,009.8
Asset write-down and other charges 5.6 6.8 18.7 18.1 : 6.8 56.0 -
Total (227.8) 22.8 1,084.2 78.6 6.8 964.6

In 2000, Elan incurred exceptional charges of $113.6 million. In November 2000, the FDA requested that the pharmaceutical industry
voluntarily cease the distribution and marketing of products containing PPA. The Company ceased shipment of the products and withdrew
them from customers’ warehouses and retail shelves. In connection with the termination of this activity, Elan incurred an exceptional charge
of $35.6 million, primarily for product returns and the write-off of inventory and product intangible assets. Elan incurred charges of $0.6 million
arising from the acquisition of Dura. Elan incurred charges of $10.4 million arising from the termination of certain research and development
projects and charges of $21.4 million relating to the write-down of certain intangible assets arising from a change in focus of Elan’s
business. Elan incurred charges of $22.2 million arising from a rationalisation of its Biopharmaceuticals business unit, primarily relating to
severance costs and the transfer of most pharmaceutical distribution activities and certain inventory to one location in the United States,
resulting in exceptional inventory write-offs. The remaining exceptional charges primarily relate to asset write-downs.

These costs have been included under the statutory format headings to which they relate analysed as follows:

hY

Cost Selling, General Research and Net = . Loss on o
of Sales and Administrative ~ Development  Interest Fixed Assets . Total !

$m $m _ $m $m $m - $m
PPA withdrawal 16.7 — — — 18.9 356
Dura acquisition — — ’ 0.2 0.4 — 0.6
Rationalisation of research and development activities — — 104 = — 104
Pharmaceutical division reorganisation costs 22.2 — - — —- 222
Asset write-down and other charges 3.1 53 214 — 15.0 44.8
Total 42.0 5.3 320 04 33.9 1136
£ Hesearch and Development Arvangements

A ANogen
From November 1996, Elan was a party to a development and licence agreement (the *Axogen Development Contract”) and a services agreement
{the "Axogen Services Agreement”) with Axogen to develop therapeutic products for the treatment of neurological disorders. In November
1996, a public offering of 5,290,000 Axogen units was completed. The proceeds of the offering were used primarily to make payments to
Elan under the Axogen Development Contract. The Axogen Development Contract provided for Elan to conduct clinical development and

final product development in respect of designated products. The Axogen Service Agreement provided for Elan to provide management and
administrative services to Axogen. Revenue received by Elan in 2001 pursuant to these agreements was $Nil (2000: $Nit; 1999: $103.0 miltion).

On 31 December 1999, Elan purchased all of the outstanding common shares of Axogen.
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From January 1998, Elan was a party to a development and licence agreement (the “Neuralab Development Contract”) and a services
agreement with Neuralab, to identify therapeutic compounds for use in the treatment of AD. in January 1998, a private placement of
1,250,000 units was completed. The net proceeds received by Neuralab from the sale of the units was $47.0 million, substantially all of
which was used to reimburse Elan under the Neuralab Development Contract. The Neuralab Development Contract provided for Elan to
conduct clinical development and fina! product development in respect of designated products. The Neuralab Services Agreement provided
for Elan to provide management and administrative services to Neuralab. Revenue received by Elan in 2001 pursuant to these agreements

was $Nil, compared to $1.8 million in 2000 and $25.8 million in 1999.

On 31 January 2000, Elan purchased all of the outstanding common shares of Neuralab.

For additional information regarding the acquisitions of Axogen and Neuralab, please refer to Note 22 to the Consolidated Financial Statements.

Research and development costs incurred in respect of Axogen and Neuralab were $115.5 million in 1998.

2000 1999

& $m .. $mo
Income from financial assets: - s
Interest and other income L1592 112570, 839
Gain on financial assets 80.5 109.3 0382
Foreign exchange gains 18 56 —

2415 274 1221
Interest payable and similar charges:
Bank charges and interest on loans repayable within five years 5.7 9.5 6.9
Foreign exchange losses 0.3 11 6.0
Original issue discount on 3.25% Zero Coupon Subordinated Exchangeable Notes 30.2 29.2 28.3
Interest on guaranteed and exchangeable notes 125.1 68.2 30.2
Amortisation of financing costs 145 6.2 4.0
Financing charges 228 — -
Loss cn sale of securities 2.7 09 16
Write-down of intangible assets .= 34 2.4
Write-down of investments 241 C— —
Share of funding of business ventures 24.6 10.0 8.5
Other financial charges 20.9 10.3 0.7

2919 1388 886
Net interest and other (expense)/income (50.4) 88.6 . 335"
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el 20000 1999
‘ Fnt $m $m
Auditors’ remuneration:
Audit 1.4 1.2 0.8
Non-audit 1.2 0.9 0.3
2.6 21 1.1
Directors’ emotuments:
Fees 0.7 04 0.4
Other emoluments and benefits in kind 5.3 3.0 28
Pension contributions 0.2 0.2 0.2
Payments to retired directors 0.2 0.2 0.2
6.4 3.8 3.6
Amortisation of intangible assets 215.2 99.6 544
Depreciation of tangible assets 552 410 . 296 .
Profit on disposal of fixed assets 031) -8 D"
Operating lease rentals: R
Premises 17.6 8.7 N
Plant and equipment 93 " 39 07
Grants amortised (0.2) (0.3) - H0.3)

For additional information regarding directors' shareholdings, share options and compensation, please refer to “Directors’ Interests”,
“Directors’ Options” and "Directors’ Remuneration” in the Directors’ Report.

7 Paxoon Vroatit/i{Lossr on Urdinayy Activitien

The cbmponents of the current tax expense for the years ended 31 December were as follows:

2000 1999

$m $m

Irish corporation tax 1.5 1.3 2.9
Foreign taxes 15.9 7.7 44
174 - 90 7.3




In the three years ended 31 December 2001, substantially all of Etan’s income in Ireland was exempt from taxation by virtue of relief granted
on income derived from patents or due to tax losses incurred. The tax charge of $17.4 million for 2001 reflected tax at standard rates in the
jurisdictions in which Elan operates, income derived from Irish patents which is exempt from tax, foreign withholding tax and the availability
of tax losses.

Reflecting the exempt nature of Irish income and the availability of tax losses in Ireland and foreign operations, there was no deferred tax
expense for the above years.

Irish and overseas taxation have been provided at current rates on the profits earned for the periods covered by the Consolidated Financial
Statements. No taxes have been provided for the unremitted earnings of the Group companies overseas as these are, primarily, considered
permanently employed in the business of these companies. Cumulative unremitted earnings of overseas subsidiaries and related undertakings
totalled approximately $850.0 million at 31 December 2001. Unremitied earnings may be liable to overseas taxes and/or rish taxation if they
were to be distributed as dividends.

A reconciliation of the expected tax expense {(computed by applying the statutory Irish tax rate to profit/(losses) before tax) to the actual tax
expense is as follows:

o 2000 . 1999 .
$m . $ml
Taxes at the Irish statutory rate of 20% in 2001, 24% in 2000 and 28% in 1999 (174.0) 843 96.1.
Irish income at reduced rates (33.7) (16.8) . (54:8)
Foreign income at reduced rates (1409)  (109.3) “(47.3)°
Losses creating no tax benefit 3654 493 9.1
Share of investments accounted for under the equity method including elimination of revenue 26 < .01
Other - {(2:0) 15 4
Actual provision for income taxes 174 90 73"
The distribution of (loss)/profit before taxes by geographical area was as follows:
T T ™
2000 - . 1999 ¢
$m $m.
(Loss)/profit before taxes: o N
Ireland (691.6) 2112 22708
Foreign (178.2) 139.9 72:4.
(869.8) 3511 7343.2 -
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Diefovrod Tavation
The full potential amounts of deferred taxation and amounts accounted for in the Group balance sheet comprised the following deferred tax
assets and liabilities:

At Rl At 31 December 2000
$m

Deferred taxation liabilities: ,
Accelerated capital allowances (16.1) (8.3)
Financial assets . — . 3.7)
Intangible assets on acquisition (145.2) - (161.7)
Other _ 3.9
Deferred interest ’ (4.7) . 4.7)

(166.0) (182.3)
Deferred taxation assets: .
Accelerated capital allowances — 1.2 -
Net operating losses 274.5 268.0
Tax credits 70.3 . _ 52.7
Deferred interest 89.1 : - 57.6
Capitalised items ‘ 69.2 i 332
Reserves/provisions ‘ © 603 i v G 28300
Other D46 : . 135

568.0° . e 4545 [

Valuation allowance 4020 R 2722 ¢
Deferred tax asset/(liability) —— =

Under Irish GAAP, the above deferred tax assets and liabilities have not been accounted for in the balance sheet as it is not probable that they

will crystallise. Under US GAAP, the Company applies SFAS No. 108, “Accounting for Income Taxes”, which requires the asset and liability
method of accounting for income taxes. Under this method, deferred tax assets and liabilities are recognised for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases
and operating {oss and tax credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets
and liabilities of a change in tax rates is recognised in income in the period that includes the enactment date. A valuation allowance has
been established in respect of those deferred tax assets where it is more likely than not that some portion will not be realised in the future.
The valuation allowance recorded against the deferred tax assets as of 31 December 2001 was $402.0 million. The net change in the valuation
allowance for 2001 was an increase of $129.8 million. Approximately $135.6 million of the valuation allowance at 31 December 2001, included
primarily under net operating losses, is expected to be applied directly to contributed capital under US GAAP when deferred tax assets associated
with certain stock option exercises are recognised. )

At 31 December 2001 and 31 December 2000, certain US subsidiaries had net operating loss carryovers for US federal income tax purposes
of approximately $659.4 miliion and $630.6 million, respectively, and for state income tax purposes of approximately $167.5 million and
$255.5 million, respectively. Both the federal and state net operating losses will expire from 2002 to 2021 to the extent they are not utilised.
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In addition, at 31 December 2001 and 31 December 2000, certain US subsidiaries had credit carryovers for federal and state income tax purposes
of $74.4 million and $52.0 million, respectively, which will expire from 2002 to 2021 to the extent they are not utilised, except for certain state

credits which can be carried to subsequent tax years indefinitely. The Company has had ‘changes in ownership’ as described in the US Internal
Revenue Code Section 382. Consequently, utilisation of federal and state net operating losses and credits are subject to certain annual limitations.

At 31 December 2001, certain non-US subsidiaries of Elan had net operating loss carryovers for income tax purposes of $147.8 million. These
combined loss carryovers have arisen in a number of different tax jurisdictions and as .such are subject to various local restrictions. The loss
carryovers are also subject to varying expiration dates beginning in 2002, with certain losses carrying forward indefinitely.

The years 1997 to 2000 of Dura and its subsidiaries are currently under examination by the US Internal Revenue Service. Substantially all the
periods under audit pre-date the Company's ownership of the subsidiaries. Management believes that adequate amounts of tax and related
interest and penalties, if any, have been provided for any adjustments that may arise as a resuit of this examination.

R RN 08 5t

A " At 31 December

2000

$m
Taxation and social security creditors comprise:
Corporation tax 53.9 . 37.2°
Value added tax 39 et (VA
Payroll taxes v 35 SR 2.8

Ciies . e

% vings Yer hhave

Basic earnings per share is computed by dividing the net profit or loss for the period available to ordinary shareholders by the sum of the
weighted average number of Ordinary Shares in issue and ranking for dividend during the period. Diluted earnings per share is computed
by dividing the net profit or loss for the period by the weighted average number of Ordinary Shares in issue, adjusted for the effect of all

dilutive potential Ordinary Shares that were outstanding during the period.

The following table sets forth the computation for basic and diluted earnings per share:

s ‘ oot 200001999

S Total Total Total .. .
Numerator {amounts in $m)
Numerator for basic and diluted EPS—retained profit 77.4 (964.6) (887.2) 342.1 335.9
Denominator (amounts in millions) ) . :
Denominator for basic EPS—weighted average shares 336.0 336.0 336.0 287.1 2666
Effect of dilutive securities—options and warrants 23.3 — —_ 225 - 146 -
Denominator for diluted EPS—weighted average shares 359.3 336.0 336.0 309.6 281.2
Basic EPS $.0.23 . $(2.87) $(264).. $119 " $.126
Diluted EPS $ 0.22 $ (2.87) $(2.64) $ 1.10 $ 1.19
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The average number of persons employed by the Company during the year was 4,528 and is analysed over the following categories:

4 Y
2000 1999
Research and development 1,125 872 792
Manufacturing 1,012 874 715
Sales 1,651 1,118 710
Administration 740 484 429
4,528 3,348 2,646
A
The aggregate payroll costs of these persons were as follows:
20 2000 1999
Sy $m $m
Wages and salaries 335.6 208.3 1562
Soctal security costs 344 18.6 131
Pension costs 12.7 9.6 -4.7
3827 2365 1740
18 Fixed Assels—Ind & Asge
) * Acquired’ :
Patents & Intellectual :
Licences .. Goodwill Property Total
$m $m $m $m
Cost: ‘ . :
At 1 January 2001 1,633.7 1,993.7 1,336.9 4,964.3
Acquisitions/additions 1,204.6 2.0 C— -1,206.9-
Disposals/adjustments (153.2) (77.2) — ©(230.4)
Impairment (226.2) — (785.2) (1,011.4)
At 31 December 2001 2,459.2 1,918.5 551.7 4,929.4
Accumulated amortisation: :
At 1 January 2001 154.6 63.5 - 2181
Amortised in year 108.2 98.6 8.4 215.2 -
Disposals/adjustments (20.2) (8.3) — (28:5)
Impairment (1.6) — — (1.6)
At 31 December 2001 241:.0 153.8 ‘8.4 403.2°
Net book value: 31 December 2001 2,218.2 1,764.7 543.3 4,526.2
Net book value: 31 December 2000 1,479.1 1,930.2 1,336.9 4,746.2 .
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As at 31 December 2001, the carrying value of acquired IP relating to the acquisitions of Neurex, Sano, Axogen and NanoSystems was $286.9
million, $96.7 million, $80.6 million and $79.1 million, respectively.

As at 31 December 2001, the main components of the carrying value of goodwill were $1,038.3 million for Dura and $335.9 million for Liposome.

As at 31 December 2001, the main components of the carrying value of patents and licences were $326.3 million for Sonata, $231.1 million for
the dermatology product line, $245.2 million for Abelcet, $374.2 million for Maxipime/Azactam and $181.5 million for the Roxane pain portfolio.

Elan acquires companies engaged in research and development activities as it expects that the intellectual properties created through the
acquired companies’ research and development processes may result in a future earnings stream. Acquired IP represents that portion of the
purchase price that Elan attributes to the value of the research and development activity undertaken by the acquired research and development
company prior to acquisition. it is not a payment for research and development but rather for the value created through previous research
and development.

In accordance with irish GAAP, acquired IP is capitalised as an intangible asset and is amortised over its useful economic life. The useful
economic life is the period over which Elan expects to derive economic benefits. Acquired IP rights of $383.6 million (relating to Neurex
and Sano) were not amortised in 2001, as the useful economic life of those rights had not commenced. Upon commencement of its
useful economic life, acquired IP will be amortised on a straight-line basis over the period that economic benefits are expected to accrue,
which is not expected to exceed 20 years. In the case of each acquisition, the useful economic life of acquired IP commences upon the
generation of product revenue from that acquired IP. Pharmaceutical products cannot be marketed until the successful completion of
research and development and the receipt of regulatory approval to market. Under US GAAF, the corresponding amounts were expensed
immediately upon acquisition as acquired in-process research and development costs.

In accordance with the requirements of Financial Reporting Standard 11, “Impairment of Fixed Assets and Goodwill” (“FRS 11”), Elan conducts
an impairment review on acquired IP rights at least annually, prior to the commencement of amertisation, to assess whether its carrying
value is supported.

Elan acquired Neurex in August 1998 for approximately $810.0 million. At the time of the acquisition, Neurex was developing Priaft
(ziconotide). The purchase price was primarily allocated to acquired IP. In 2001, Elan wrote down acquired IP arising from the acquisition of
Neurex by $500.0 million. This write-down was due to delays in the product launch schedule and reduced revenue projections for Prialt.

Elan received an approvable letter from the FDA for Prialt in June 2000. Following discussions with the FDA, Elan received a second
approvable letter for Prialt in July 2001. Following further discussions with the FDA, Elan announced in February 2002 that it would conduct
additional Phase Iif clinical trials for Priaft. These studies have commenced. Revenue projections for Prialt were reduced in 2001, following the
FDA discussions and clinical results, due to a reduction in the projected size of the target patient population for Prialt. The estimated peak
sales of Priaft are projected to be in excess of $150 mitlion.

Elan acquired Sano in February 1998 for approximately $434.6 million. At the time of the acquisition, Sano was developing transdermal drug
delivery products. The purchase price was primarily allocated to acquired IP. in 2001, Elan wrote-down acquired IP arising from the acquisition
of Sano by $285.2 million. This write-down was due to reduced revenue projections from products under development and by Elan’s decision
1o focus its research and development efforts in other areas. This has adversely impacted the carrying value of the acquired iP arising on the
Sano acquisition. The residual value for acquired IP is mainly supported by the development of Nic/Mec. Phase ilf clinical trial supplies for
Nic/Mec are currently being manufactured and the Phase fll clinical work is expected to commence later in 2002.

In accordance with the requirements of FRS 11, Elan reviews on an annual basis intangible assets where there is a change in circumstances or
events which indicate that the carrying amount of the intangible asset may not be recoverable. Following this impairment review at 31 December
2001, an impairment charge to patents and licences amounting to $224.6 million was expensed to the profit and loss account. This included
£81.0 million for Naprelan, $94.2 million for Ceclor CD and $44.4 million for Myambutol. For additional information regarding exceptional
charges, please refer to Note 3 to the Consolidated Financial Statements.
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Land & Plant &

Buildings Equipmenit Total

$m $m $m

Cost:
At 1 January 2001 189.2 282.7 471.9
Acquisitions -_— 2.7 2.7
Additions 26.9 93.9 120.8
Disposals Co(11) (10.5) (11.6)
Write-offs (12.3) (12.7) (25.0)
Translation adjustment 0.4) 0.6) (1.0)
At 31 December 2001 2023 3555 557.8
Accumulated depreciation: )
At 1 January 2001 220 96.4 1184
Charged in year 8.2 47.0 55.2
Disposals 0.5) (8.8) (9.3}
Wirite-offs (1.0) (62) 7.2)
Translation adjustment (0.1) ©0.3) 0.4
At 31 December 2001 286 128177 1567 .
Net book value: 31 December 2001 737 WT4 401
Net bock value: 31 December 2000 167.2 186.3 3535

Included in the carrying value of tangible fixed assets is $151.2 million relating to Elan’s Athlone facility.

The net bock value of tangible assets held under finance leasing arrangements at 31 December 2001 amounted to $79.7 million (2000: |
$70.5 million) and related depreciation for the period amounted to $15.8 million (2000: $15.3 million; 1999: $10.8 million).
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Other marketable securities
Investments in and loans to associates
Quoted investments

Ungquoted investments and loans
Securitised investments

Total

Less current financial assets

Financial assets

slivt -+ * At 31 December -
2000
fm $m-
1703 135.0
714 111
2848 260.3
- 9003 584.7
6752 535.0 ..
2,102.0 1,526.1°
(144.9) (93.8)
1,957.1 14323
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Other " Investments in Unquoted
Marketable and Loans to ‘Quoted Investments Securitised
Securities Associates Investments and Loans Investments Total.
$m $m $m $m $m $m

At 1 January 2001 41.2 1111 260.3 584.7 535.0 1,432.3
Additions 254 55.8 142.4 518.8 - 7424
Disposals — — (23.9) (117.1) (2.8) (143.8)-
Net transfers — 25.2 (87.1) (86.4) 1483 : —_
Transfer to current marketable securities (41.2) S — — —_ 41.2)
Elimination of associate revenues — (23.3) — — — (23.3)
Share of profits of associates — 103 — — — 10.3
Transfer to investments in group companies — (5.2) — {26.3) (10.9) (42.4) ;
Impairment = 3.0)° 6.9) (10.6) 17.1) (37.6) ..
Interest income — 0.5 — 37.2 227 '60.4
At 31 December 2001 254 714 284.8 9003 675.2

1,957

S

Quoted investments at 31 December 2001 carried at a cost of $284.8 million (2000: $260.3 milion) had a market value at that date of

$305.3 million (2000: $278.3 miliion).

Net revenues from associates amounted to $16.9 million from Amarin (see Note 25 “Related Parties”) and $2.6 million {2000: $7.1 miliion)
from other associates during 2001. These other associates are subsidiaries of unrelated companies. The revenues from associates that are

subsidiaries of unrelated companies arose under licence agreements whereby Elan has licenced rights to drug delivery technologies, products

and development-stage pharmaceutical compounds to these associates in return for licence fees, future milestone payments and royalties
on sales. In certain cases, Elan may provide contract research and development services billable on a cost-plus basis in line with normal
commercial terms and Elan may provide additional funding to associates. At 31 December 2001, balances owed to the Company from
associates amounted to $2.9 million (2000: $1.6 million) and balances owed by the Company amounted t¢ $2.7 million (2000: $Nil). Loans
owed by associates as per the above table includes a $45.0 million loan note and a $6.5 million convertible loan note due from Amarin,

Total additions to quoted and unguoted investments made in 2001 were $661.2 million. The most significant component of this amount
were additional investments in pharmaceutical and biotechnology companies including $114.0 million in Xcel.
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¢ Seouvitingd investmanis

The securitised investments at 31 December 20071, carried at a cost of $675.2 million, had a fair value at that date of $868.7 million. These
investments are held as security against guaranteed notes in an aggregate principal amount of $1.0 billion, issued in securitisation transactions.
For additional information regarding these guaranteed notes, please refer to Note 15 to the Consolidated Financial Statements.

5 wtbey At 31 December A
2000
G . $m
Raw materials 29.9 : 46.2
Work-in-process 48.1 20.2
Finished goods 105.6 88.8
183.6 155.2

The replacement cost of stock does not differ materially from its carrying value.

! Pebtors
‘x;‘ W Dedémber o AL3T D.éjc.embg;'}:'-
DHEYE i 2000
$m ) $m
Trade debtors 353.1 2713
Less amounts provided for doubtful debts . : (15.0) ©(9.1)
. 338.1 262.2
Other debtors 351 43.4
Prepayments 340 o 26.3
' 407.2 - _ 3319
y
Included in debtors is an amount of $26.2 million (2000: $31.9 million) due after one year.
2000
Provision for doubttul debts: CoEm $m
Balance at 1 January 9.1 62
Profit and loss account charge 10.3 5.7
Amounts utilised and other movements (44) - 28
Balance at 31 December $.15.0 .91 -

L i
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o At 31 December
Repayment 2000
Dates $m
Due within one year
3.5% Convertible Subordinated Notes 2002 62.4 —
Series A Guaranteed Notes 2002 160.0 . —
Interest accrued 27.6 3.9
Debt due within one year 250.0 » 39 °
Due after one year ‘
Series B and C Guaranteed Notes 2005 385.5 —
9.56% Guaranteed Notes 2004 447.1 445.1
8.43% Guaranteed Notes 2002 - —_ . 347.0
3.25% Zero Coupon Subordinated Exchangeable Notes 2003/2018 842.9 841.7
4.75% Exchangeable Notes 2001/2004 S - - 319.9
3.5% Convertible Subordinated Notes . 2002 — 62.0
7.25% Senior Notes 2008 ) 642.7 : L=
23182 " L2017
Interest accrued o j 88.9 i 5897
Debt due after more than one year : E 240710 . ‘2f074-6‘ '

Beriew A3 and O Cuaranived Notes

In March 2001, the Company transferred a portfolio of equity and debt securities to a special purpose entity, EPIL lil, a2 wholly owned
subsidiary of the Company. EPIL Ill issued $200.0 million in aggregate principal amount of Series C senior guaranteed notes due March 2005
(the “Series C Guaranteed Notes"), in a private placement to a group of financial institutions. In addition, EPIL lll issued $160.0 million in
aggregate principal amount of Series A senior guaranteed notes due June 2002 (the "Series A Guaranteed Notes”) and $190.0 million

in aggregate principal amount of Series B senior guaranteed notes due March 2005 (the “Series B Guaranteed Notes”) in exchange for all
outstanding 8.43% senior guaranteed notes due June 2002 (the "8.43% Guaranteed Notes”), issued in June 1999 by EPIL, a wholly owned
subsidiary of the Company. EPIL it paid cash of approximately $106.0 million to the Company and also exchanged the EPIL Il Series A and
Series B Guaranteed Notes for all outstanding EPIL senior guaranteed notes as consideration for the portfolio of investments transferred to it.
Other than this payment and a payment of $0.6 million (2000: $Nil) for administration services, there were no other cash flows between
EPIL Il and the Company in 2001. The investments and cash in EPIL Il are held as security against the EPIL lll senior guaranteed notes. These
assets are not available for distribution outside EPIL ill. The EPIL lll senior guaranteed notes are guaranteed on a subordinated basis by Elan
and, consequently, in accordance with the provisions of Financial Reporting Standard 5, “Reporting the Substance of Transactions” (“FRS 5”),
the EPIL JIl senior guaranteed notes, investments and cash are included separately on the Company's balance sheet. EPIL Ili disposed of
investments in June 2002 in connection with the maturity of the Series A Guaranteed Notes. For additional information on the disposal

of investments by EPIL 1l, please refer to Note 27 to the Consolidated Financial Statements.

Series A and Series C Guaranteed Notes bear interest at the rate of 8.43% per annum and 7.62% per annum, respectively. The Series B
Guaranteed Notes bear interest at the rate of 8.43% per annum through June 2002 and 7.72% per annum thereafter. Issue costs associated
with the financing amounted to $6.1 million.

Interest charged in 2001 amounted to $35.4 million. The liability outstanding as at 31 December 2001, net of financing costs, was
$545.5 million with interest accrued of $39.4 million.
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In June 2000, the Company transferred a portfolio of equity and debt securities to & special purpose entity, EPIL i, a wholly owned subsidiary
of the Company. On 28 June 2000, EPIL I} issued $450.0 million in aggregate principal amount of 9.56% senior guaranteed notes due

June 2004 (the “9.56% Guaranteed Notes”), in a private placement to a group of financial institutions. EPIL Il paid cash of $340.0 million

to the Company for the portfolio of investments transferred to it. Other than this payment and a payment of $0.8 million (2000: $0.4 million)
for administration services, there were no other cash flows between EPIL Il and the Company in 2001 or 2000. The investments and cash in
EPIL Il are held as security against the 9.56% Guaranteed Notes. These assets are not available for distribution outside EPIL Il. The 9.56%
Guaranteed Notes are guaranteed on a subordinated basis by Elan and, conseguently, in accordance with the provisions of FRS 5, the 9.56%
Guaranteed Notes and the investments are both included separately on the Company’s balance sheet. The 9.56% Guaranteed Notes bear
interest at the rate of 9.56% per annum, payable in cash. Issue costs associated with the financing amounted to $5.9 million.

Interest charged in 2001 amounted to $43.0 million (2000: $21.8 million). The liability outstanding at 31 December 2001, net of financing
costs, was $447.1 million (2000: $445.1 million) with interest accrued of $0.4 million (2000: $0.4 million).

$43% Cuaranieed Notes

In June 1999, the Company transferred a portfolio of equity and debt securities to a special purpose entity, EPIL, a wholly owned subsidiary of
the Company. On 28 June 1999, EPIL issued $350.0 million in aggregate principal amount of 8.43% senior guaranteed notes due June 2002
{the "8.43% Guaranteed Notes"), in a private placement to a group of finandcial institutions. EPIL paid cash of $285.0 million to the Company
for the portfolio of investments transferred to it. Other than this payment and a payment of $0.2 million (2000: $0.7 miliion) for administration
services, there were no other cash flows between EPIL and the Company in 2001 or 2000. The investments and cash in EPIL were held as
security against the 8.43% Guaranteed Notes. The 8.43% Guaranteed Notes were guaranteed on a subordinated basis by Elan. These
assets were not available for distribution outside EPIL. The 8.43% Guaranteed Notes bore interest at the rate of 8.43% per annum.

Interest charged in 2001 amounted to $6.1 miillion (2000: $29.7 million, 1999: $14.8 million).

In March 2001, the EPIL senior guaranteed notes were cancelled in connection with the establishment of EPIL Ill and as a result of the exchange
by EPIL Ill of its Series A and Series B Guaranteed Notes for all outstanding EPIL senior guaranteed notes. The restrictions on EPILs ability to
distribute its assets have been terminated.

32E% FZers Coupoen Subordinpied Excbangeabie Nofes

In December 1998, Elan Finance Corporation Limited, a wholly owned subsidiary of Elan, issued in a private placement, at a substantial discount,
Liquid Yield Option Notes due 2018 ("LYONs") in the principal amount of $1,643.5 million at maturity. The issue price of the LYONs was $524.78
per $1,000 principal amount at maturity and the gross proceeds to the Company amounted to $862.5 million. The expenses associated with
the transaction amounted to $23.1 million. The LYONSs are exchangeable at any time at the option of the holder into 13.75 Elan ADSs per
each $1,000 principal amount at maturity, representing an initial exchange price of $38.17. The securities are redeemable for cash at any time,
at the option of the Company, on or after 14 December 2003. The LYONs may be put to the Company on various dates, the earliest of which
is December 2003. If put, Elan can repay the LYONSs either for cash or ADSs, or a combination thereof, at the then market price, at Elan’s
option. The original issue discount charged to income in the year to 31 December 2001 amounted to $30.2 million (2000: $29.2 million,
1999: $28.3 million). At 31 December 2001, the liability represented a price of $578.90 per $1,000 principal amount at maturity.

The liability outstanding as at 31 December 2001, net of financing costs, was $842.9 million (2000: $841.7 million) with interest accrued of
$89.0 million (2000: $58.8 million).
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In November 1997, Athena issued 4.75% Exchangeable Notes due 2004 in the principal amount of $325.0 million. Expenses associated with
this transaction amounted to $8.6 million. Cn 8 March 2001, Athena redeemed, principally for Ordinary Shares, all of its outstanding notes
at a redemption price equal to 102.7% of their principal amount, together with accrued interest to the redemption date.

Convertibhie & fioed Diotes

As part of the acquisition of Dura, Elan assumed $287.5 million principal amount of 3.5% Convertible Subordinated Notes (the “Dura
Notes”) due 15 July 2002. The Dura Notes contained a change in control provision that became effective upon Elan's acquisition of Dura.
Under this provision, holders of the Dura Notes had the right, for a period of 40 days after the consummation of the acquisition, to require
Elan to repurchase their notes for their face value plus accrued interest through the date of purchase. in December 2000, Elan redeemed
$224.9 million principal amount of the Dura Notes under this provision. The remaining Dura Notes are convertible, at the option of the
holder, into Elan ADSs at any time prior to maturity or redemption at a conversion price of $75.41 per ADS.

Interest.charged in the year ending 31 December 2001 amounted to $2.2 million (2000: $1.2 million, 1999: $Nil). The liability outstanding
as at 31 December 2001, net of financing costs, was $62.4 million (2000: $62.0 million) with interest accrued of $1.0 million (2000: $Nil).
72BN Bentor Noes

In February 2001, Athena Finance, an indirect wholly owned subsidiary of Elan, raised $650.0 million of 7.25% Senior Notes due 2008 at a
discount of $2.5 million. The Senior Notes are senior, unsecured obligations of Athena Finance and are fully and unconditionally guaranteed
on a senior unsecured basis by Elan. Issue costs associated with the financing amounted to $8.3 million.

Interest is paid in cash semiannually. Interest charged in the year ending 31 December 2001 amounted to $40.3 million. The liability outstanding
as at 31 December 2001, net of financing costs, was $642.7 million with interest accrued of $16.7 million.

o

i : it Haciiity
$325.0 million in aggregate principal amount of indebtedness outstanding under the Company's senior unsecured revolving credit facility has
been included in short term creditors as detailed in Note 16 to the Consolidated Financial Statements.

H £ AR
il At 31 December |
©2000°
$m

Amounts falling due within one year: )
Trade creditors 75.6 75.0
Accrued liabilities 248.2 250.3 "
Bank loans and short term debt 324.9 199.3
Other creditors 371.7 '55.7
Taxation and social security (Note 7) 61.3 39.9.

1,081.7 ° 620.2
Amounts falling due after one year: ‘
Long term debt . _ ) 0.7
Other creditors - 6411 ‘823..

641.1 ) 83.0
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As at 31 December 2001, Elan included in creditors $900.4 million relating to future payments and/or future potential payments on products.
Of the $900.4 million, $267.2 million is owing at 31 December 2001 and $633.2 million is potentially payable, contingent on future events.
Many product acquisition or alliance agreements to which Elan is a party have staged or option payments which may be uncertain in amount,
which may be paid at Elan’s discretion, such as upon the exercise of an option to acquire the product, or which must be paid upon the
occurrence of future events, such as the attainment of pre-determined product revenue targets or other milestones. Elan has accrued
$297.7 million within creditors (within one year), including $126.5 million for Sonata and $71.5 million for Maxipime/Azactam, and $602.7
million within creditors (after one year), including $139.9 million for Sonata, $180.1 million for the dermatology product tine and $119.7
million for Maxipime/Azactam.

In 2001, Elan entered into arrangements relating to Roxane for which $101.6 million has been included in creditors at 31 December 2001.

The balance outstanding at 31 December is as follows:

Within one year:

Dermatology product line 414 —_
Sonata 1265 = -
Maxipime/Azactam 715 - —
Roxane pain products 130.0 O
Myambutol 214 e
Other 6.9 20.0"
2977 - 200
After one year:
Dermatology product line 1801 . —
Sonata 199.9 T )
Maxipime/Azactam 119.7 58.0
Roxane pain products 71.6 —
Frova 249 . —
Other 6.5 8.4
602.7 “66.4. .}

On 8 February 19939, Elan entered into an agreement with a syndicate of banks, mainly European lending institutions, for a $325.0 million senior
unsecured revolving credit facility. At 31 December 2001, $325.0 million of this facility was drawn down (31 December 2000: $200.0 million).
The interest rate on this facility is a floating rate based on LIBOR. The liability outstanding as at 31 December 2001, net of financing costs,
was $324.9 million.
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Authorised Share Capital - No. of Ordinary Shares
As at 31 December 2001 and 2000:
Ordinary Shares (par vatue 5 Euro cents) 600,000,000
Executive Shares (par value 1.25 Euro cents) 1.000
“B” Executive Shares (par value 5 Euro cents) 25,000

1 At 31 December 2000
Issued and Fully Paid Share Capital Number Number ~ '-$000s
Ordinary Shares 349,836,938 19,912 322,496,448 18,695
Executive Shares 1,000 2 1,000 .2
“B” Executive Shares 21,375 2 21,375 ' 2

The Executive Shares do not confer on the holders thereof the right to receive notice of, attend or vote at any meetings of the Company, or
the right to be paid a dividend out of the profits of the Company, except for such dividends as the directors may from time to time determine.

The "B" Executive Shares confer on the holders thereof the same voting rights as are enjoyed by the holders of Ordinary Shares. The "B”
Executive Shares do not confer on the holders thereof the right to be paid a dividend out of the profits of the Company except for such
dividends as the directors may from time to time determine.

Shares issuable at 31 December 2001 of $2.2 million relate to shares of Athena, Sano, Neurex, Liposome and Dura common stock remaining
to be converted into Elan Ordinary Shares pursuant to the acquisition of these companies and warrants over 1,500,000 Ordinary Shares
valued at $16.4 million issued to Eastman Kodak Company on the acquisition of NanoSystems by Elan.

IS Profis and Loss Acoound

A vy At 31 December
12000
Hr ’ : ”$m L
Holding company , L7821 26234
Subsidiary and associated undertakings (1,508.3) (1,492.4_)
Goodwill written-off (574.3) (574.3) .
' (330.5) 556.7

etan corporation, plc o0 Annual &
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Elan Corporation, plc has availed of the Companies (Amendment) Act 1986 exemption from the requirement to present its separate
non-consolidated profit and loss account. Of the consolidated net loss after tax, a loss of $871.3 million (2000: profit of $105.5 million) is
dealt with in the profit and loss account of the Company. This reflects an impairment charge of $785.2 million relating to the investments
held in Neurex and Sano. Please refer to Note 3 to the Consolidated Financial Statements.

PR Binovity Interest

On 1 November 2001, an indirect wholly owned subsidiary of Elan, Athena Diagnostics, filed a registration statement with the SEC for an
initial public offering of Athena Diagnostics’ common stock. On 19 December 2001, approximately 20% of Athena Diagnostics was sold for
cash in a private placement, resulting in $41.9 million of gross proceeds to Elan, before accrued costs. The minority interest is $5.7 million
representing the minority's share of the net identifiable assets following Elan’s part disposal of its shareholding in Athena Diagnostics. The
remaining ($0.5) million (2000: (30.4) million) relates to the minority interest in our Asian subsidiaries.

200 Share Uptions and Warrsnis

Share options have been granted to directors, employees, consultants and certain other parties. Options are granted at the price equal to
the market value at the date of grant and will expire on a date not later than ten years after their grant. Options generaily vest between
one and five years from the date of grant. There were 39,369,514 options outstanding under these arrangements at 31 December 2001.

Under the terms of the 1986 and 1989 Elan employee stock option plans, options to purchase £17,080 Ordinary Shares were outstanding at
31 December 2001. No options were available for grant under these plans at 31 December 2001. In 1995, options to purchase 3,650,000
Ordinary Shares were issued to certain executive officers and employees which became exercisable as to one third each year from the third
anniversary from the date of grant, of which options over 2,045,133 Ordinary Shares were outstanding at 31 December 2001. Under the
terms of the 1996 Elan stock option plans, options to purchase 13,048,697 Ordinary Shares were outstanding at 31 December 2001. Options
1o purchase a further 677,379 shares were available for grant at 31 December 2001. Under the terms of the 1998 Elan employee stock
option plan, options over 5,527,018 Ordinary Shares were outstanding at 31 December 2001. Options to purchase a further 1,781,140
shares were available for grant at 31 December 2001. Under the terms of the 1999 Elan employee stock option plan, options over 17,358,586
Ordinary Shares were outstanding at 31 December 2001. Options to purchase a further 12,477,146 shares were available for grant at

31 December-2001.

As a result of the acquisition of Athena on 1 July 1996, options and warrants granted by Athena prior to the acquisition date vested and
were converted into options and warrants to acquire 6,346,424 Elan Ordinary Shares. As a result of the acquisition of Sano on 27 February
1998, options granted by Sano were converted into a total of 2,216,850 options to acquire Elan Ordinary Shares. Arising from the acquisition
of Neurex on 14 August 1998, options and warrants granted by Neurex were converted into a total of 3,011,702 options to acquire Elan
Ordinary Shares. Arising from the acquisition of Liposome on 12 May 2000, options and warrants granted by Liposome were converted into
a total of 1,875,260 options to acquire Elan Ordinary Shares. As a result of the acquisition of Dura on 9 November 2000, options and warrants
aranted by Dura vested and were converted into options and warrants to acquire 5,513,457 Elan Ordinary Shares. At 31 December 2001,
1,544,397 of the options arising from the acquisitions of Athena, Sano, Neurex, Liposome and Dura were outstanding.

In connection with the Neuralab offering, Eian issued 1,250,000 warrants. The warrants are exercisable at $65.01 for two Elan Ordinary Shares
until 14 January 2003. Arising from the acquisition by Elan of all the assets and liabilities of NanoSystems, Elan granted 750,000 warrants to
purchase 1,500,000 Elan Ordinary Shares. The warrants are exercisable at $45.00 per share from 1 February 1999 to 1 October 2006.
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The share options and warrants outstanding and exercisable were as foliows:

Options Warrants

Shares WAEP* ($) Shares WAEP* ($)
Outstanding at 31 December 1998 35,846,702 20.61 14,804,676 2368
Exercised . {4,983,335) - 19.87 (51,156) 14.65
Granted 9,919,450 29.24 ' - —
Expired (3,170,486) 27.85 : — —
Outstanding at 31 December 1999 37,612,331 2247 14,753,_520 _ 23.71
Arising on acquisition 4,933,022 .. 44.38 2,453,516 - 45,22
Exercised (6,536,793) 19.21 (838,520) 2311
Granted 11,156,611 41.86 ’ - —
Expired (3,513,271) 30.09 (19,250) 39.98
Outstanding at 31 December 2000 43,651,900 29.77 16,349,266~ 26.95
Exercised . (7.886,459) 28.83 (10,227,644) 19.20
Granted . 8,686,283 53.20 — —
Expired (3537,813) .. .39.74 - .- —
Outstanding at 31 December 2001 ‘40,913,911 '34.Q6 L 6121622 39.89 ;
Exercisable at 31 December 2001 13,325,548 . 21.10 V6121622 i 39.89.°

*Weighted avernge exercise price

At 31 December 2001, the range of exercise prices and weighted average remaining contractual life of outstanding and exercisable options
were as follows: )

Weighted Avera‘ge
Number Remaining Contractual Number o :
Outstanding WAEP ($) Range (§) Life (years) Exercisable WAEP (§)
11,004,566 16.42 $ 7.81-$24.99 3.2 9,043,570 L1495
11,175,728 29.94 $25.00-$34.99 48 ©o3021956 . 3022 -
10,521,463 40.62 $35.00-549.99 8.1 ’ L 1145660 4224
8,212,154 54.93 $50.00-$58.60 9.3 © 114,362 54.51
40,913,911 34.06 $ 7.81-$58.60 6.1 13,325,548 21.10

Finanoial dnsirumoents
The Company uses derivative financial instruments to reduce exposure 1o market risk resulting from fluctuations in foreign exchange rates
and interest rates. The Company does not enter into derivative financial instruments for trading or speculative purposes.

Derivative instruments are contractual agreements whose value reflects price movements in an underlying asset. The Company uses derivatives,
where appropriate, to generate the desired effective profile of currency and interest rate risk.




The main risks arising from the use of financial instruments are market rate risk and liquidity risk. Market rate risk is defined as the exposure
of Elan’s financial condition to adverse movements in interest and foreign exchange risks. The Company only enters into contracts with parties
that have at least an "A” or equivalent credit rating. The counterparties to these contracts are major financial institutions. Management
believe that the risk of any net loss is remote and would not be material to the Company.

Short term debtors and creditors have been excluded from all numerical disclosures below excluding the currency rate risk analysis. As
explained in Note 1 to the Consolidated Financial Statements, the financial statements are prepared in US$ and, therefore, the Company
is exposed to foreign exchange risks related to costs incurred and revenues earned in currencies other than US$.

LA Decembaer 2001 At 31 December 2000
Fixed  Hloading ' No inferest Total Fixed Floating =~ No Interest - Total
Principal Currency G Fr e ine $m $m $m $m
US Dollars | 87.9 344.9 537.5 970.3 275.9 1.2 — 277.1

.

The following liabilities are not included in the above table:

9.56% Guaranteed Notes due 2004—the liability outstanding on these notes at 31 December 2001 was $447.5 miflion (2000: $445.5 million)
including interest accrued.

Series A Guaranteed Notes due 2002; Series B Guaranteed Notes due 2005 and Series C Guaranteed Notes due 2005—the liability outstanding
on these notes at 31 December 2001 was $554.9 million (2000: $Nil) including interest accrued.

8.43% Guaranteed Notes due 2002—the liability outstanding on these notes at 31 December 2001 was $Nif (2000: $348.6 million).

3.25% Zero Coupon Subordinated Exchangeable Notes due 2018—the liability outstanding on these notes at 31 December 2001 was
$931.9 million (2000: $900.5 million) including interest accrued.

4.75% Exchangeable Notes due 2004—the liability outstanding on these notes at 31 December 2001 was $Nil (2000: $321.9 million).

3.5% Convertible Subordinated Notes due 2002—the liability outstanding as at 31 December 2001 was $63.4 mitlion (2000: $62.0 miliien)
including interest accrued.

7.25% Senior Notes due 2008—the liability outstanding on these notes at 31 December 2001 was $659.4 million (2000: $Nil) including

interest accrued.
For additional information regarding the above debt, please refer to Note 15 to the Consolidated Financial Statements.

Fixed interest rates on liabilities have a weighted average interest rate of 6.3% (2000: 5.9%), maturing between 2002 and 2008. The
weighted average life of the fixed rate debt is 3.2 years (2000: 2.3 years).

The weighted average period until maturity for financial liabilities on which no interest is paid is 3.3 years (2000: Nil).

Variable interest rates on fiabilities are generally based on the appropriate UBOR.
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The interest rate risk profile of Elan’s financial assets was as follows;

: At 31 December 2000

* PR : i indoreat e Fixed Floating No Interest  Total
Principal Currency S S $m $m $m- . $m
US Dollars j
Investments i 1,0283 . - 1,002.3 2,0306 620.2 — 905.9 1,526.1
Cash and liquid resources 193.6 1,624.8 1.1 1,819.5 279.1 691.7 13.1 983.9

Fixed interest rates on investments have a weighted average interest rate of 7.3% (2000: 7.4%), maturing between 2002 and 2004. The
weighted average life of the fixed interest rate investments is 0.7 years (2000: 1.5 years).

Fixed interest rates on bank and liquid resources have a weighted average interest rate of 3.64% (2000: 6.53%), maturing between 2002
and 2003. The weighted average life of the fixed interest rate bank and liquid resources, excluding restricted cash balances, is 0.9 years

(2000: 0.4 years).
Cash and liquid resources include restricted cash, held by EPIL Il and EPIL Ill, in an amount of $120.9 million (2000: $110.1 million).

Variable interest rates on investments and bank and liquid resources are generally based on the appropriate Euribor, Libid and bank rates
dependent on principal amounts on deposit.

B Carrsney cate visk
The Group has exposure to various reporting currencies due to the international nature of its operations. Gains and losses arising from this
currency exposure are recognised in the Consolidated Statement of Total Recognised Gains and Losses.
The table below shows Elan’s currency exposure. Such exposure comprises the monetary assets and monetary liabilities of Elan that are not
denominated in the operating currency of the operating unit involved. As at 31 December 2001 and 2000 respectively, these exposures were

as follows:

Functional Currency of Group Operation

Net Foreign Currency
At 31 December 2000

Monetary Assets/(Liabilities)

In US $m _ Tesgel Swiss Francs  US'Dollar -~ Peso “Total
Sterling 01 32 3.1 03 32 - 29
Euro ; (0.8) — (0.8) 0.7) — 02 . (09
US Dollar — — — 18 S— 04 . (14
Swiss Franc - — —_ — (0.5) Lm0
Taiwan Dollar — {0.4) " (04) = (0.4) — 0.4)
Canadian Dollar : G 04 0.4 — — — —
Total (0.9) 3.2 23 2.8 2.3 02 ©3)

The amounts shown in the table above take into account the effect of forward contracts and other derivatives entered into to manage these

Currency exposures.
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Fair value is the amount at which a financial instrument could be exchanged in an arm’s length transaction between informed and willing
parties, other than a forced or liquidation sale.

The following methods and assumptions were used to estimate the fair value of each material class of financial instrument:

Financial assets—the fair values of financial assets have been estimated for quoted equity securities utilising quoted market prices and taking
account of current market conditions, for debt securities by utilising current market interest rates for loans with similar risk and duration profite
and for material unguoted equity investments by both the most recent private financing prices, discounted projected future cash flows and
option valuation models. The fair values of marketable securities, including interest rate futures, have been estimated based on quotes obtained
from brokers for these and similar instruments.

Cash, liquid resources, current bank loans and overdrafts—carrying amount approximates fair value due to the short term nature of these
instruments.

3.25% Zero Coupon Subordinated Exchangeable Notes, 3.5% Convertible Subordinated Notes and 7.25% Senior Notes—the fair values
have been assessed based on the quoted market price.

8.43% Guaranteed Notes, 9.56% Guaranteed Notes and Series A, B, and C Guaranteed Notes—the fair values have been assessed based
on the carrying value.

The carrying value of financial instruments below have been stated before financing costs and include accrued interest.

The fair value of financial instruments at 31 December 2001 was as follows:

S At 31 December 2000
“ Carrying -, Fair
Value Value

Financial Instruments Srr $m $m’
Financial assets 2,030.6 2,564.4 1,526.1 1,948.9
Cash and liquid resources 1,819.5 1,819.5 983.9 © 983.9
Bank loans (325.0) (3250)  (2725)  (2725)
9.56% Guaranteed Notes [ (450.4) (450.4) @50.4) ..(450.4), |
Series A, B and C Guaranteed Notes (559.4) (559.4) : — —
8.43% Guaranteed Notes — - (351.6) (351.6)
3.25% Zero Coupon Subordinated Exchangeable Notes (951.5) (1,160.7) (921.3) (1,201.9)
4.75% Exchangeable Notes — — - (326.7) (431.9)
3.5% Convertible Subordinated Notes (63.6) (64.8) (62.6) 62.1) .
7.25% Senior Notes \ (666.7) . '(679.8) . - ——
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The objective of liquidity management is to ensure the availability of sufficient funds to meet Elan’s requirements and to repay maturing debt.

The maturity profile of Elan’s financial liabilities at 31 December 2001 were as foliows:

Y,

¢ 2N At 31 December 2000
$m
In one year or less, or on demand 329.2 - 208.5
In more than one year but not more than two years 3041 4.5
In more than two years but not more than five years 286.0 64.1
In more than five years 51.0 —_
9703 277.1

The above table excludes the maturity of the 3.5% Convertible Subordinated Notes, the Series A Guaranteed Notes, the 9.56% Guaranteed
Notes, the Series B and C Guaranteed Notes, the 7.25% Senior Notes and the 3.25% Zero Coupon Subordinated Exchangeable Notes which
mature in 2002, 2002, 2004, 2005, 2008 and 2003/2018, respectively.

Elan had undrawn borrowing facilities of $Nil at 31 December 2001 under a revolving credit facility (2000: $125.0 million).

For additional information on liquidity, please refer to the Financial Review.

Drevivative instromenis

Under Elan’s accounting policy, foreign currency options and forward exchange contracts are valued at year-end exchange rates. Consequently,
changes in fair value attributable to movements in exchange rates are recognised in the profit and loss account.

At 31 December 2001, Elan had entered into a number of forward foreign exchange contracts and foreign currency options at various rates
of exchange in the normal course of business. The nominal value of forward foreign exchange contracts to sell Japanese Yen for US dollars
at that date was $30.2 million (2000: $15.8 million) and these contracts had a fair value gain of $5.8 million (2000: $2.3 million). These
contracts expire on various dates up to and including December 2005.

The nominal value of forward foreign exchange contracts to sell US dollars for Euro at 31 December 2001 was $138.0 million (2000: $55.0
million) and these contracts had a fair value loss of $0.7 million (2000: $2.5 million gain). These contracts expire on various dates up to and
including June 2007.

The nominal value of forward foreign exchange contracts to sell US doliars for Swiss Francs at 31 December 2001 was $28.2 million (2000:
$0.7 million) and these contracts had a fair value gain of $0.3 million (2000: $0.01 million gain). These contracts expire on various dates up
to and including December 2002.

The nominal value of currency options to sell US dollars for Euro at 31 December 2001 amounted to $42.0 million (2000: $37.0 million)
and these options had a fair value loss of $0.1 million (2000: $0.4 million loss). These options expire cn various dates up to and including
December 2003.
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A sensitivity analysis of the market value of Elan’s financial instruments to hypothetical changes in applicable market rates at 31 December
2001 indicated that their effect would not be material. The range scenario included was based on Elan’s expectation of what would be
reasonable on a twelve month time frame and involved a 10% movement in foreign exchange rates and a 1% movement in interest rates.
The effect of such an adverse movement in rates would be a decrease in income of approximately $13.0 million.

Elan is exposed to equity price risks primarily on equity investments in quoted companies. At 31 December 2001, quoted securities had a fair value
of $305.3 million and had a cost of $284.8 million. These investments are primarily in emerging pharmaceutical and biotechnology companies.
A 10% adverse change in equity prices would result in an approximate $30.5 million decrease in the fair value of Elan’s guoted securities.

] A R
By s et R
e SUGursttions

Details of the acquisition of subsidiary undertakings are given below:

Net Book Fair Value Net Assets Cost.of Goodwill
Values Adjustments Acquired Acquisition Capitalised
BER $m $m $m $m . $m
Delsys 1.2) 51.2 50.0 50.0 -

Delays

In September 2001, Elan acquired Delsys. The total consideration, including expenses, amounted to approximately $50.0 million. This included
cash paid together with the cost of Elan’s existing investment in the company. Net liabilities assumed amounted to $1.2 million. Delsys was
formed in 1995 and is a company engaged in developing novel manufacturing technology. The purchase of Delsys has been accounted for
as an acquisition. The fair value adjustment relates to technologies of Delsys vaiued at the date of acquisition, which are separable from

the business of $51.2 million. These are being amortised over fifteen years.

[atr e

On 9 November 2000, Elan acquired Dura for a consideration, which was paid by the issuance of 0.6715 of an £lan Ordinary Share for each
outstanding share of Dura common stock, resufting in the issuance of approximately 30.6 million Elan Ordinary Shares. Options and warrants
granted by Dura prior to the acguisition date were converted into options and warrants to acquire approximately 5.5 million Elan Ordinary
Shares. The total consideration, including expenses, amounted to $1,590.7 million. The purchase of Dura has been accounted for as an
acquisition under Irish GAAP. The fair value adjustment relates to patents and current products of Dura valued at the date of acquisition,
which are separable from the business, of $29.9 million, offset by a deferred tax adjustment of $18.4 million and the write-off of financing
costs of $2.7 million. Patents and licences arising on acquisition will be amortised over twenty years. Goodwill arising on acquisition of
$1,111.7 million is being amortised over a period of twenty years.
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On 12 May 2000, Elan acquired Liposome. in connection with the acquisition, each outstanding share of Liposome common stock was
exchanged for 0.385 of an Elan Ordinary Share, resulting in the issuance of approximately 15.6 million Elan Ordinary Shares, and one contingent
value right (“CVR”) for each Liposome share, option and warrant representing contingent consideration. Options and warrants granted by
Liposome prior to the acquisition date were converted into options and warrants to acquire approximately 1.9 million Elan Ordinary Shares.
The agreement governing the CVRs provides for a cash payment by Elan to the holders of the CVRs of up to $98.0 million less certain costs
incurred by Elan, with $54.0 million contingent on Myocet receiving marketing and pricing approval in certain countries of the EU, and $44.0
million contingent on Myocet reaching certain sales milestones outside the United States. In March 2001, Elan completed all milestones
necessary for the European faunch of Myocet. As a result, on 9 April 2001, Elan made an initial cash payment of $54.0 million less costs

to the holders of the CVRs. Myocet is a proprietary liposomal formulation of doxorubicin which has been developed for the treatment of
metastatic breast cancer. Myocet sales in the fourth quarter of 2001 and for the full year are $0.5 miflion and $0.9 million, respectively.

The purchase of Liposome has been accounted for as an acquisition. The total consideration of $731.8 million includes the milestone payment
of $54.0 million. The fair value adjustment relates to patents, current products and development projects of Liposome, valued at the date

of acquisition which are separable from the business, of $263.1 miliion. Patents and licences arising on acquisition will be amortised over
twenty years. Goodwill arising on acquisition of $371.3 million is being amortised over a period of twenty years.

On 31 January 2000, Elan completed the acquisition of Neuralab pursuant to a purchase option to purchase all, but not less than all, of the
outstanding common shares of Neuralab. The purchase price, paid in cash, amounted to approximately $76.4 million. Net liabilities assumed
amounted to $9.7 million. Neuralab was formed in August 1997 and is engaged in research and development programs in the field of
Alzheimer’s disease. The purchase of Neuralab has been accounted for as an acquisition. Goodwill arising on acquisition of $86.1 million is
being amortised over twenty years.

Liber

Elan acquired the shares not previously owned in Segix Italia, S.p.A. on 20 April 2000 and in Vita Elan Pharma, S.A. on 28 june 2000 and the
entire share capital of Quadrant on 5 December 2000. These acquisitions resulted in a total consideration paid of approximately $107.8 million.
The purchases have been accounted for as acquisitions and resulted in goodwill of $113.8 million, which is being amortised over periods of

up to twenty years.

On 31 December 1999, Elan completed the acquisition of Axogen for an aggregate cost of $268.4 millicn, representing the value of acquired
intangible assets including goodwill. The purchase was accounted for as an acquisition and the goodwill and separable intangible assets arising
on acquisition are being amortised over a period of up to twenty years.
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The Company and its subsidiaries occupy certain facilities under lease arrangements and lease certain equipment. Future minimum rental

commitments for operating leases with non-cancellable terms in excess of one year are as follows:

! Minimum Rental Payments
Premises Other Total
$m $m $m
2002 16.1 6.8 229
2003 15.3 42 19.5
2004 13.9 21 16.0
2005 12.9 - 01 13.0
2006 13.3 — 133
Later years 98.8 — 98.8:
170.3 13.2 183.5
As of 31 December 2001, the Company had commitments under finance feases as follows:
Finance Leases
a0t 20007
Within one year 10.4 65
In more than one year, but not more than five years 29.6 19:0
After five years 55.8 62.5
Total gross payments 95.8 88.0
Less finance charges included above (26.9) (30.8)
68.9 57.2

As of 31 December 2001, the following capital commitments for the purchase of property, plant and equipment had been authorised by

the directors:

Trecembel At 31 December
: 2000
By $m
Contracted for 25.9 4.1
Not-contracted for : 114.7 145.2 .
140.6 1493

Both the contracted for and the not-contracted for amounts mainly relate to the extension of the Company’s manufacturing facility in
Athlone, Ireland.
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During 2001, Elan disposed of plant and equipment with a net book value of $22.2 million (2000: $10.0 million) and subsequently leased
the plant and equipment back under 6 year leases.

In prior years, Elan disposed of plant and equipment and subsequently leased the plant and equipment back and also entered into an
arrangement with a third party bank, the substance of which allows the Company to require a net settlement of its obligations under the
leases. The related assets and liabilities of these previous sale and leaseback transactions have been offset in the financial statements in
the amount of $50.3 million at 31 December 2001 (2000: $55.2 million).

Beginning 1 January 1998, employees of certain US subsidiaries of Elan were offered ADSs representing Ordinary Shares as one of several
investment options under one of Elan’s 401(k) plans. As of that date, the ADSs that participants in the 401(k) plan could purchase (and the
corresponding plan interests) were required to be registered under the US federal securities laws. Elan has discovered that the ADSs (and
the corresponding plan interests) were not registered. Therefore, Elan plans to enable applicable participants in the 401(k) plan to obtain
reimbursement from Elan for certain amounts related to their purchase of ADSs. Assuming that all applicable participants in the 401(k) plan
elect to seek reimbursement and based upon the closing price of Elan’s ADSs on 18 June 2002, Elan estimates that its costs should not
exceed approximately $18 million.

In June 2000, Elan disposed of royalty rights on certain products and development projects to Pharma Marketing. Pharma Marketing completed
a private placement of its common shares to a group of institutional investors, resulting in gross proceeds of $275.0 million. Elan holds no
investment in Pharma Marketing and has no representative on its board of directors. Concurrently with the private placement, Pharma
Marketing has entered into a Program Agreement with Elan. The Program Agreement, which substantially regulates the relationship between
Elan and Pharma Marketing, represents a risk-sharing arrangement between Elan and Pharma Marketing. Under the terms of the Program
Agreement, Pharma Marketing acquired certain royalty rights to each of the following products for the designated indications (including any
other product which contains the active ingredient included in such product for any other designation): (i) Frova, for the treatment of migraine;
(i) Myobloc, for the treatment of cervical dystonia; {iii) Prialt, for the treatment of acute pain and severe chronic pain; (iv) Zanaflex, for the
treatment of spasticity and painful spasm; and (v) Zonegran, for the treatment of epilepsy. Pharma Marketing agreed to make payments to
Elan in amounts equal to expenditures made by Elan in connection with the commercialisation and development of these products, subject
to certain limitations. These payments are made on a guarterly basis based on the actual costs incurred by Elan. Elan does not receive a margin
on these payments. Elan’s revenue from Pharma Marketing was $189.8 million in 2001, consisting of $141.8 million for commercialisation
expenditures, which has been recorded as product revenue, and $48.0 million for development expenditures, which has been recorded as
contract revenue. Elan’s revenue from Pharma Marketing was approximately $88.7 million in 2000, consisting of $61.1 million for
commercialisation expenditures and $27.6 million for development expenditures. In 2001, the royalty rate on net sales of Zanaffex was
8.44% on the first $38.0 million of net sales and 1.88% for net sales of Zanaflex above $38.0 million. No royalties were payable on the
other products in 2001. Elan paid aggregate royalties of $5.6 million in 2001. Pursuant to the Program Agreement, Pharma Marketing
will have utilised all of its available funding by mid-2002.

In December 2001, the Program Agreement was amended such that Elan re-acquired from Pharma Marketing the royalty rights to Myobloc
and disposed of royalty rights on Sonata to Pharma Marketing. The amendment was transacted at estimated fair value. The board of
directors and shareholders of Pharma Marketing approved this amendment. The estimated difference in relative fair value between the
royalty rights on Sonata and the royaity rights on Myobloc was $60.0 million. This amount was paid to Pharma Marketing by Elan in cash
and was capitalised by Elan in intangible assets.

Elan can acquire certain royatty rights from Pharma Marketing by initiating an auction process by paying a maximum purchase price in cash.
The maximum purchase price was approximately $385 million on 31 December 2001. This maximum purchase price of approximately $385
million increases by 25% annually. If the parties are unable to agree on a purchase price and Elan elects not to exercise its right to re-acquire
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the royalty rights at the maximum purchase price, or if Elan elects not to initiate the auction process prior to June 2003, Pharma Marketing
can dispose of the royalty rights in an auction process to the highest bidder or may retain the royalty rights. if Elan does not acquire the
royalty rights, the royalty rates increase annually from 2001 up to a blended effective royalty rate of 23.4% on aggregate net sales of the
products by 2005. '

In December 2001, Autoimmune, in an initial tranche, completed a private placement of its common shares to a group of institutiona!
investors, resulting in gross proceeds to Autoimmune of $95.0 million. in the same initial tranche, Elan purchased non-voting preferred
shares of Autoimmune’s subsidiary for an aggregate purchase price of $37.5 million. The existing group of institutional investors and Elan have
committed to a second investment tranche in the same amounts to be completed in April 2003, subject to certain conditions, although Elan has
the right to invest its second tranche at any time before April 2003. Autoimmune has entered into a Program Agreement with Elan. The
Program Agreement, which substantially regulates the relationship between Elan and Autoimmune, represents a risk-sharing arrangement
among the companies. Under the terms of the Program Agreement, Autoimmune acquired royalty rights to each of the following products and
development projects for the designated indications: (i} Antegren, for the treatment of relapsing forms of MS, moderate-to-severe inflammatory
bowel disease, including Crohn’s disease and ulcerative colitis, and moderate-to-severe rheumatoid arthritis; (ii) Maxipime, for the treatment
of infection; (iii) Azactam, for the treatment of infection; and (iv) Abelcet, for the treatment of severe fungal infection. Autcimmune also
acquired royalty rights on certain development projects, as well as any other product subsequently developed or acquired by Elan that has
an indication substantially the same as Maxipime, Azactam or Abelcet and that would be in direct competition with Maxipime, Azactam

or Abelcet. Autoimmune agreed to make payments to Elan in amounts equal to expenditures made by Elan in connection with the
commercialisation and development of these products, subject to certain limitations. These payments are made on a quarterly basis based
on actual costs incurred by Elan. Elan does not receive a margin on these payments. Elan’s revenue from Autoimmune was $26.6 million

in 2001, consisting of $15.9 miliion for commercialisation expenditures, which has been recorded as product revenue, and $10.7 million
for development expenditures, which has been recorded as contract revenue. There are expected to be no royaities due to Autoimmune by
Elan prior to October 2004. Thereafter, royalty rates are typically between 15% and 45% of Elan’s net sales of the products.

Elan may, at its option at any time prior to April 2005 acquire the royalty rights by initiating an auction process. in addition, the holders of
the Autoimmune common shares may initiate the auction process earlier upon the occurrence of certain events. If the auction process has
not been initiated prior to October 2004, it will automatically commence. Pursuant to the auction process, Elan and Autoimmune will negotiate
in good faith to agree on a purchase price, subject to Elan’s right to re-acquire the royalty rights at a maximum purchase price. Assuming that
no portion of the second investment tranche has occurred, the maximum purchase price is expected to be approximately $16S million in
December 2002. Assuming that all of the second investment tranche occurs as of April 2003, the maximum purchase price is expected to
be approximately $411 million in December 2003. The maximum purchase price increases at various rates, approximately 25% annually,
subject to certain conditions. Elan expects that the second investment tranche will occur and does not expect to consider any potential
acquisition of the royalty rights until 2004. If the parties are unable to agree on a purchase price and Elan elects not to exercise its right

to acquire the royalty rights at the maximum price, from and after April 2005, Autoimmune can dispose of the royalty rights in an auction
process to the highest bidder. Alternatively, Autoimmune may retain the royalty rights. In the event Elan does not acquire the royalty rights,
if any product has not been sold, exclusively licenced or otherwise disposed of to ane or more third parties and if such product has not been
approved by the FDA or recommended for approval in the European Union by the CPMP, Elan in certain conditions may grant to
Autoimmune an exclusive, royalty-free licence to such product.

Assuming that no portion of the second investment tranche has occurred, it is expected that Autoimmune will have utilised all of its
available funding by late 2002/early 2003. Assuming that all of the second investment tranche occurs as of Aprif 2003, it is expected that
Autoimmune will have utilised all of its available funding, including the proceeds from the second investment tranche, by mid-2004.

Elan has no representative on the board of directors of Autoimmune.
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Autoimmune has the ability to selt preferred shares with a maximum aggregate liquidation preference of $60.0 million until 28 June 2002,
unless extended. These preferred shares would be effectively junior in liquidation preference to Elan‘s non-voting preferred shares in
Autoimmune’s subsidiary.

Elan does not expect to receive any further revenue or cash from Pharma Marketing or Autoimmune once they have utilised their available
funding. In addition, upon the affirmative vote of the holders of not less than 30% of the common shares of either Pharma Marketing or
Autoimmune, such holders have the right to cease making programme payments to Elan. in that event, the royalty rates and the maximum
purchase price applicable to Pharma Marketing or Autoimmune, as the case may be, would be reduced in proportion to the reduction

in the size of the applicable programme. Upon the utilisation of all available funds by Pharma Marketing or Autoimmune, or upon a
determination by the holders of the common shares of Pharma Marketing or Autoimmune to cease making programme payments, if new
risk-sharing arrangements are not established, Elan will be required to fund commercialisation and development expenditures relating to
the applicable products through operating cash flow or other sources. In addition, Elan’s results of operations could be adversely affected.

At 31 December 2001, Elan had commitments to invest $25.6 mitlion (2000: $15.3 million) in healthcare managed funds and $Nil
(2000: $28.5 million) in certain emerging pharmaceutical and biotechnology companies.

The Company has deferred purchase arrangements for certain products, which amount to $24.5 million. These payments are dependent
on various approvals and milestones being met.

24 Litigation

There are a number of legal proceedings pending and ongoing against Elan.

In September 1999, Bayer A.G. and its US subsidiary, Bayer Corporation (collectively, “Bayer”) filed suit in the United States District Court for
the Northern District of Georgig, claiming that Elan infringed US Patent No. 5,264,446, allegedly covering Bayer's hypertension drug Adalat CC,
by £lan’s filing of an ANDA for its 60 mg Nifedipine Extended-Release tablets. n January 2001, the court ordered Elan’s motion to dismiss
converted into @ motion for summary judgement of non-infringement. in March 2001, the court entered an order granting summary judgement
in favour of Elan and also dismissed the action.

In May 2000, Bayer filed another fawsuit against Elan, along with Biovail and Teva Pharmaceuticals USA, inc. ("Teva"”) (that was transferred to
the same District Court identified above), alleging that the commercial sale of Elan‘’s 30 mg Nifedipine Extended-Release tablets infringes
the same Bayer patent. in February 2001, the court ordered Elan’s motion to dismiss converted into a motion for summary judgement of
non-infringement. in March 2001, the court entered an order granting summary judgement in favour of Elan and also dismissed the action.

Bayer appealed both decisions to the United States Court of Appeals for the Federal Circuit ("CAFC”). In January 2002, the CAFC reversed
the lower court’s findings of non-infringement and remanded both cases to the trial court on the grounds that the lower court had failed
to make sufficiently detailed findings to permit it to review the interpretation of the claims and to make an ultimate determination regarding
infringement. No dates have been set by the trial court. Elan believes that the claims in the lawsuit are without merit and intends to
defend against them vigorously.

On or about 28 March 2001, Andrx filed an antitrust action against Elan in the United States District Court for the Southern District of
Florida. The parties are conducting discovery in this matter but no court dates have been set. Although Andrx requests an award of damages
for the antitrust violations alleged in that complaint, Andrx admits that it has not calculated the amount of any alleged damage. Elan is
aware that three putative class actions have been filed in the United States District Court for the Eastern District of Pennsylvania claiming
that Elan has violated federal and state antitrust laws based on its efforts to enforce its inteliectual property. Elan believes that its conduct
was lawful but cannot predict the likelihood of any cutcome.
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Commencing in January 1999, several class action lawsuits were filed in the United States District Court for the Southern District of
California against Dura and various current or former officers of Dura. The lawsuits were consolidated into one action and allege violations
of the federal securities laws, and purport to seek damages on behalf of a class of shareholders who purchased Dura common stock during
a defined period. In July 2000, the court issued an order granting defendants’ motion to dismiss the complaint without prejudice on the basis
that it failed to state an actionable claim. in November 2001, the court granted Dura’s motion to dismiss, with prejudice and judgement was
entered in Dura’s favour. In December 2001, plaintiffs filed an appeal of the judgement with the Ninth Circuit Court of Appeals. Elan believes
that the claims in the lawsuit are without merit and it intends to defend against them vigorousty.

The Company and certain of its officers and directors have been named as defendants in more than thirty purported class actions filed in
the United States District Courts for the Southern District of New York, the Northern District of Georgia and the Southern District of
California commencing on or about 4 February 2002. The complaints in these purported class actions allege claims under the US federal
securities laws, specifically Sections 10(b) and 20(a) of the Securities Exchange Act of 1934, as amended (the “1934 Act”) and Rule 10b-5
promulgated thereunder. They allege claims on behalf of classes of persons and entities who purchased securities of the Company during
periods of time commencing on dates ranging from 30 April 1999 through 23 April 2001 and ending on dates ranging from 29 January
2002 through 7 March 2002. in addition to the Company, defendants named in one or more of the actions include Mr Geaney, Mr Groom,
Mr Lynch, Mr Cooke, Mr Clark and Mr Daniel, and KPMG LLP and an entity identified as "KPMG". The complaints allege that the Company's
financial statements were not in accordance with generally accepted accounting principles, and that the defendants disseminated materially
false and misleading information concerning the Company's business and financial results, with respect to the Company’s investments in
certain business ventures and business venture partners and the licence fees and research revenues received from the business ventures; the
accounting for proceeds from the Company's sale of certain product lines; the accounting for certain qualified special purpose entities; and
certain alleged related-party transactions. The Company and certain of its officers and directors are also named as defendants in (i) a purported,
class action filed on or about 8 February 2002 in the United States District Court for the Southern District of California on behaif of a class

of persons and entities who held stock in Dura and Liposome and exchanged such stock for ADSs in Elan pursuant to those companies’
mergers with the Company in 2000, and {ii) a purported class action filed on or about 19 April 2002 in the United States District Court for
the Eastern District of Missouri on behalf of a class of persons and entities who held stock in Dura and exchanged such stock for ADSs in
Elan pursuant to Elan’s merger with Dura in 2000. These purported class actions relate generally to the same factual matters as the actions
referred o above but allege claims under Sections 11, 12 and 15 of the Securities Act of 1933, as amended (the "1933 Act”); the action
filed in the Eastern District of Missouri also alleges claims under Sections 10, 14 and 20 of the 1934 Act. Among cther relief, these actions
seek compensatory damages, and the actions alleging claims under the 1933 Act also seek rescission on behalf of the members of the class
still holding their ADSs and rescission damages on behalf of the members of the class who have sold their ADSs. In addition, the action filed
in the Eastern District of Missouri also seeks the issuance of additional Elan stock to members of the class. All of the foregoing actions that
were filed in jurisdictions cutside New York have been dismissed or transferred to the Southern District of New York.

The Company is a nominal defendant in two derivative actions filed against the directors and certain officers of the Company on or

about 14 March 2002 and 20 March 2002 in the Superior Court of the State of California, County of San Diego. The complaints contain
allegations similar to those set forth in the foregoing actions, but allege, among other things, that the defendant officers and directors
breached their duties to the Company by causing the Company to undertake the actions alleged in the complaint. Among other relief, the
actions seek damages against the defendant officers and directors on behalf of the Company. The Company removed these actions to the
United States District Court for the Southern District of California on or about 22 April 2002, Plaintiffs motion to remand one of the actions
to the California Superior Court was granted on or about 26 June 2002.
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The Company is the subject of an investigation by the SEC commenced on or about 12 February 2002, which the Company believes relates
primarily to the issues raised in the litigation described above.

Elan does not believe that it is feasible to predict or determine the final cutcome of these actions or the investigation or to estimate the
amounts or potential range of loss with respect to the resolution of the actions or the investigation. In addition, the timing of the final
resolution of the actions and the investigation is uncertain. The possible outcome or resolution of the actions could require substantial
payments by Elan. Elan believes that an adverse outcome with respect to the actions or the investigation could have a material adverse
affect on the business, financial condition, results of cperations and liquidity of the Company.

in June 2002, Elan entered into a settlement with the FTC resolving the FTC's investigation of a licencing arrangement between Elan and Biovail
relating to nifedipine, the generic version of the hypertension drug Adalat CC. The settlement is reflected in a consent order which, by its
terms, does not constitute an admission by Efan that any law has been violated, and does not provide for monetary fines or penalties. Pursuant
to the terms of the consent order, Elan will re-acquire all rights to its 30 mg and 60 mg nifedipine products that had been transferred to
Biovail pursuant to their licencing arrangement. Elan‘s 30 mg nifedipine product has been marketed in the United States by Teva, Elan’s

60 mg nifedipine product has not yet been launched. The terms of the consent order provide for a continued supply by Elan to Biovail of the
30 mg nifedipine product for sale through Teva in the United States for a term to expire on the earlier of 31 May 2003 or the time at which
Biovail begins manufacturing sufficient quantities of the 30 mg nifedipine product. Elan expects to launch its 30 mg and 60 mg nifedipine
products through a major generic distributor. :

~

25 Relared Parties
At 31 December 2001, the Company had invested a total of $12.9 million in Antigenics, & biotechnology company whose chairman and chief
executive officer, Dr Garo Armen, is a director of Elan. Elan’s shareholding is approximately 3.3% of Antigenics' outstanding share capital.

Dr Selkoe, a director of Elan, received $62,500 and $50,000 from Eian in 2001 and 2000, respectively, for consulting work.

Amarin is a specialty pharmaceutical company focused on neurclogy and pain management. Amarin is a United Kingdom public limited
company and is also quoted on Nasdag in the United States. Amarin revenue and net profit for 2001 were $57.0 million and $14.4 million,
before exceptionat charges of $18.1 million, respectively. As of 31 December 2001, Amarin had 93 employees, including 34 sales and
marketing personnel. Mr Thomas Lynch, executive vice chairman of Elan, and Mr john Groom, a director of Elan, serve on Amarin‘s board of
directors, Mr Lynch is non-executive chairman of Amarin. Mr Michael Coffee, a director and chief operating officer of Amarin; Mr Nigel Bell,
chief financial officer of Amarin; and Mr Donald Joseph, an executive vice president of Amarin, were previously employed by Elan.

In May 2001, Elan and Amarin entered into a distribution and option agreement, whereby Amarin agreed to market and distribute Permax

in the United States, and was granted an option to acquire rights to the product from Elan. Permax is used for the treatment of Parkinson’s
disease and falls within Amarin’s focus on neurology. In September 2001, this agreement was amended, whereby Amarin was appointed the
sole distributor of Permax in the United States until August 2002. Elan recorded consideration of $45.0 million under the terms of the amended
distribution and option agreement and retained a royalty right of 3.5% on net sales of Permax by Amarin from 1 January 2002 through the
date on which Amarin exercises or terminates its option to acquire Permax. In 2001, Elan also recorded a net amount of $6.2 million from
Amarin for distribution fees and royalties on sales of Permax. After reducing the carrying value of the Permax intangitle and equity
accounting, Elan recorded net revenue from Amarin of $16.9 million in 2001 which includes the distribution revenue. Amarin’s option to
purchase Permax was exercisable between September 2001 and May 2002 for an exercise price of $37.5 million, payable $7.5 million on exercise
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of the option and $2.5 million in quarterly instaliments thereafter, and a royalty of between 7% and 10% on future net sales of Permax by
Amarin. The royalty on future net sales may be reduced by up to $8.0 million if Permax revenues in 2003 and 2004 are less than $26.0 million
and $16.0 million, respectively. If Permax revenues in 2003 and 2004 are greater than $26.0 million and $16.0 million, respectively, Amarin
will make additional royalty payments to Elan of up to $8.0 million. Amarin exercised its option to purchase Permax in March 2002 and paid
Elan the first instaliment of the exercise price of $7.5 million.

In connection with the amended distribution and option agreement, Elan provided a loan of $45.0 million to Amarin. The loan bears interest at
a rate equal to LIBOR plus a margin of 2%. The loan matures on 28 September 2002. At 31 December 2001, Elan held approximately 7% of
the outstanding ordinary shares of Amarin and also held preferred shares convertible into an additional 34% of Amarin’s equity on a fully
diluted basis. In March 2002, Elan converted a portion of the Amarin preferred shares into Amarin ordinary shares. Following this conversion,
Elan owned approximately 27% of Amarin‘s outstanding ordinary shares.

During 2001, Elan granted Amarin a purchase option to acquire Zelapar. Zelapar is a fast melt formulation of selegiline for the treatment
of Parkinson’s disease. An NDA for Zelapar was filed with the FDA in 2002.

In 2001, Elan accounted for Amarin using the equity method. Amarin is a related party to Elan. Elan's total investment in Amarin at 31 December
2001 amounted to $67.9 million, consisting of loans, including interest, of $45.5 million and $6.5 million and a net equity investment of
$15.9 million.

26 Peusion Plans

The Company has continued to account for pensions in accordance with Statement of Standard Accounting Practice No. 24, “Accounting for
Pensions” (“SSAP 24"), and the disclosures given in (a) are those reguired by that standard. FRS 17 will not be mandatory for the Company
until year ended 31 December 2003, Prior to this, phased transitional disclosures are required by the standard and, to the extent they are not
given in (a) they are set out below in (b).

S R diuclosurey

20000 1999

Pension Costs $m “$m

Pension cost of defined benefit schemes : 28 2.3 2.1

Pension cost of defined contribution schemes 9.9 7.3 2.6
12.7 9.6 - 4.7

(i) Defined benefit schemes

The Company funds the pension entitlements of certain employees through defined benefit plans. Two plans are operated for Irish employees.
in general, on retirement, a member is entitled to a pension calculated at 1/60th of final pensionable salary for each year of pensionable
service, subject to a maximum of 40 years. These plans are funded externally and the related pension costs and liabilities are assessed in
accordance with the advice of professionally qualified actuaries. The investments of the plans as at 31 December 2001 consisted of units
held in independently administered funds. The most recent actuarial valuations of the plans were carried out in April 1999 using the attained
age method and the valuation reports are not available for public inspection.
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The principal actuarial assumptions used were as follows:
- Rate of real investment returns will exceed the rate of salary inflation by 2%.

The actuarial report showed that as at 1 April 1999, the market value of the assets of the schemes was $8.9 million and the actuariat value
of the assets represented 86% of the benefits accrued to members for the two plans.

These schemes are fully funded on a discontinuance basis.

(ii) Defined contribution schenes
In addition, Elan operates a number of defined contribution pension plans, primarily for employees outside of Ireland. The costs of these
plans are charged to the profit and loss account in the period in which incurred.

Balonee Sheo! Amounis
As at the year ended 31 December 2001, there was a pension contribution due included in accruals of $5.1 million (2000:; $5.1 million) and
a pension prepayment of $0.2 million (2000: $0.3 million).

BOFES T veptrement benetits

The valuations of the defined benefit schemes used for the purpose of FRS 17 disclosures have been based on the most recent actuarial
valuations as identified above and updated by the independent actuaries to take account of the requirements of FRS 17 in order to assess
the liabilities at the balance sheet date. Scheme assets are stated at their market value at the balance sheet date.

The financial assumptions used to calculate the retirement benefit liabilities under FRS 17 were as follows:

Valuation Method Projected Unit Credit -
Discount rate | : ‘26%
Inflation rate % 3%
Increase to pensions in payment ; 0%-5%

: 4%

Salary increases

|1+




The market value of the assets in the pension schemes and the expected rate of return were;

Equities 7% 13.2
Bonds 5.5% 3.8
Property 7% 1.0
Cash , 3% _ ' 1.0
Total market value of pension schemes’ assets ‘ 19.0
Present value of pension schemes’ liabilities : (19.7)
Net deficit in pension schemes 0.7)
Net assets excluding pension assets and liabilities 5,059.7
Pension & Life Assurance Scheme

Net pension asset 3.2

Net pension liabilities (5.7) : (2.5)
Employee Benefit Plan ‘

Net pension asset - 158 . ey
Net pension liabilities (14.0) : 8
Net assets including pension asset and liabilities . . 15,089.0';
Reserves :
Profit and loss reserve excluding pension assets and liabilities o o (3308)
Pension reserve . » {0.7)
Profit and loss reserve including pension assets and liabilities (331:2)

27 Post Baisnee Whaoot BEvents

In January 2002, Elan and Wyeth announced a suspension of the Phase lla dlinical trial of AN-1792. This occurred when four patients involved
in the clinical study in France were reported to have clinical signs consistent with inflammation in the CNS. A further eleven patients were
subsequently reported with symptoms associated with CNS inflammation. On 1 March 2002, Elan and Wyeth decided not to resume further
dosing of AN-1792. The companies continue their preclinical and clinical investigations into these cases and are in regular contact with

regulatory agencies in the United States and Europe regarding the progress of this effort.

The Company and certain of its officers and directors have been named as defendants in more than thirty purported class actions filed in the
United States District Courts for the Southern District of New York, the Northern District of Georgia and the Southern District of California
commencing on or about 4 February 2002.

The Company is a nominal defendant in two derivative actions filed against the directors and certain officers of the Company on or about
14 March 2002 and 20 March 2002 in the Superior Court of the State of California, County of San Diego.
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The Company is the subject of an investigation by the SEC commenced on or about 12 February 2002, which the Company believes relates
primarily to the issues raised in the litigation described in Note 24 to the Consolidated Financial Statements.

In June 2002, Elan entered into a settlement agreement with the FTC resolving the FTC's investigation of an arrangement between Elan and
Biovail relating to a generic version of the hypertension drug Adalat CC. This settlement is reflected in a consent order, which by its terms,
does not constitute an admission by Elan that any law has been violated, and does not provide for monetary fines or penalties.

For additiona! information regarding litigation, please refer to Note 24 to the Consolidated Financial Statements.

On 10 June 2002, Elan announced a recovery plan aimed at focusing its business on core areas and at continued growth of the Company. For
additional information regarding the recovery plan, please refer to "Financial Review—Prospective Information”.

EPIL 1 is a bankruptcy remote wholly owned subsidiary of Elan. The Series A Guaranteed Notes issued by EPIL iil in the amount of $160 million
matured on 29 June 2002. To fund such repayment, EPIL lll effected a true legal sale of certain of its financial assets, in accordance with the
legal documentation entered into on the formation of EPIL i, to an unaffiliated third party (the “Purchaser”) for approximately $148 million,
representing the estimated fair value of disposed financial assets. On the closing, the Purchaser’s assets will consist solely of the disposed
financial assets. The disposed financial assets had a carrying value of cost of $223.8 million under Irish GAAP. Elan will record a loss on
disposal of these financial assets of $75.8 million under Irish GAAP in its financial statements for the year ended 31 December 2002. The
Purchaser has three months to complete its due diligence on the investments, The Purchaser raised the financing for the purchase of the
financial assets through borrowings under a bank facility. Elan has provided a guarantee and provided cash collateral to the bank to support
the Purchaser’s obligation to repay the $148 million foan. in the event that the Purchaser does not repay the bank in three months by
obtaining alternate financing, selling the financial assets (which, in many cases, requires issuer consent) or otherwise, the bank will call
upon the Elan guarantee and the cash collateral for payment of all amounts then outstanding under the bank facility without further
proceedings against the Purchaser. To the extent such guarantee is called upon, Elan will record an additional loss in its profit and loss
account. Elan has no recourse to the Purchaser or the assets of the Purchaser in the event the guarantee is called upon.

srabing Lo 0 operallng cas {o

2000 1999,

$m $m
Operating (loss)/profit {829.7) 29.3 . 3095
Depreciation and amortisation 270.4 140.6 84.0
Disposal and impairment of intangibles 1,137.7 345 -
Other non-cash costs 75.8 13.6 17:0
Decrease/(increase) in debtors 232 (95.5) (53.1)
(Increase) in stocks ‘ (37.6) (30.2) » (32.3)
(Decrease)/increase in creditors {115.2) (87.1) 5394
Net cash inflow from operating activities 5246 ' 2722 3645
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The management of liquid resources comprises the movement in short term deposits, commercial paper and repurchase agreements,
excluding those repayable on demand.

A1 Cash Other Acquisitions Exchange Rate. 4131 Decamber
- Flow  Movements (Excluding Cash) Movements : MU
$m $m $m $m S
Cash 6370 . 9438 - = ) : 1,579.4
Liquid resources 346.9 (106.8) — — S — . 2401 -
Cash and liquid resources 983.9 837.0 — — (1.4) 18195
3.25% Zero Coupon Subordinated
Exchangeable Notes (900.5) — (31.4) — — ) (931.9)
Guaranteed and Exchangeable Notes (1,178.0) (834.0) 286.7 — — (1,725.3)
Other debt (including revolving credit facility) (272.4) - (141.5) 11 ' ©.3) . — ©.{413.1)
Debt ' (23509) (9755 = 2564 . (03) = (30703), -
Net debt (1,367.0) - "..(1385) 256.4 0) T(14) (1,2508)
Fonis of net cotfiow of cash and casiv equivaients I respect of the purchases of sebsidiary undertakings
ot 2000 1999
ctad Total " Total
_ G $m $m
Cash consideration paid 100 1702 . 1828
Cash of acquired subsidiaries (0.5) (162.2) - 4.5)
Net cash outflow 9.5 80 1783

Cash flows in 2001 included cash outflows from operating activities of $5.1 million and payments to acquire fixed assets of $Nil, which
relate to companies acquired during the year. '

E Bestriciod canh

Cash and liquid resources include restricted cash held by EPIL Il and EPIL lIl in an amount of $120.9 million (2000; $110.1 million).
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Patents &
Licences
$m

Cost:
At 1 January 2001 3426
Additions 7.5
Impairment : (81.0)
At 31 December 2001 269.1
Accumulated amortisation: : ‘
At 1January 2001 68.9
Amortised in year 271
At 31 December 2001 96.0
Net book value: 31 December 2001 '  ‘173.1
Net book value: 31 December 2000 273.7

SOOI AN

The carrying value of Naprelan was written down by $81.0 million, reflecting an estimated impairment due to reduced projected revenues
from the product.

Land & Buildings Equipment Total
$m $m- $m
Net book value :
At 1 January 2001 ‘114 10.2° (216
Movements 0.3) (1.8) (2:1)-
At 31 December 2001 S 111 ’ 84 19.5

The net book value of tangible assets held under finance lease arrangements at 31 December 2007 amounted to $8.2 million (2000: $9.2 million)
and related depreciation for the year amounted to $2.2 million (2000: $2.0 million).

~

At'31 December -
2000 ..
$m
Investments in subsidiary undertakings 2,027.2 11,9188
Loans to subsidiary undertakings 5,660.1 5,847.7,
76873 7,7665

i
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Investmentsin ~ Loans to
Subsidiaries  Subsidiaries  Total
$m $m $m
Cost
At 1 January 2001 1,918.8 5,847.7 7,766.5
Movements (including impairment provision of $785.2 million) 108.4 (187.6) {79.2)
At 31 December 2001 i '2,027.2 5,660.1 7,687.3
Vrabtors
At 31 December
2000 .
dan $m
Trade debtors 25.5 80.6
Amounts owed by group undertakings 127 41.8
Amounts owed by associated undertakings 1.9 o 0.7
Other debtors 5.1 44
45.2 ‘ "127.5
dow within one yean)
At 31 December.
2000
T$m
Trade creditors 7.0 25.7
Other creditors ' 3.2 21.3 -
Due to group undertakings ‘ 844.1 707.5
Accrued expenses : 4.6 - © 41
Lease obligation 0.7 0.4
Bank overdraft — ’ 0.4
8596 = 759.4

For additional information regarding guarantees, please refer to Note 15 to the Consolidated Financial Statements.

Creditors tamounis falling sloe siier one vear
IoAr At 31 December: |
2000
h 2wy ) $m
Finance lease obligations (net of finance charges):

Payable within two to five years 33 S22
Payable after five years 7.8 8.7
1.1 ' 109
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At 31 December 2001, Elan had the

,
197
s

Pilindertakings

31 - Fvoand Asang

following principal subsidiary and associated undertakings:

Group Registered Office &
Company Nature of Business Share % Country of Incorporation and Operation
Elan International Services Ltd Financial services company 100 Clarendon House, 2 Church St
Hamilton, Bermuda
Elan Management Ltd Provision of management services 100 Lincoln House, Lincoln Place
Dublin 2, Ireland
Elan Pharmaceuticals, Inc. Research and development and sale of 100 800 Gateway Blvd
pharmaceutical products South San Francisco, CA, US
Athena Neurosciences, Inc. Holding company 100 800 Gateway Blvd
South San Francisco, CA, US
Elan Pharma International Ltd Research and development, sale and distribution 100 WIL House, Shannon Business Park
of pharmaceutical products and financial services Co. Clare, Ireland
Elan Pharma Ltd Manufacture of pharmaceutical products 100 Monksland, Athlone
Co. Westmeath, Ireland
Elan Pharma Ltd Sale and distribution of pharmaceutical products 100 Abel Smith House, Gunnels Wood Rd
Stevenage, Herts., UK
Elan Finance Corporation Ltd Financial services company 100 Clarendon House, 2 Church St
Hamilton, Bermuda
Neuralab Ltd Research and development 100 Clarendon House, 2 Church St
Hamilton, Bermuda
Elan Pharmaceutical Investment holding company 100 Clarendon House, 2 Church St
Investments I Ltd Hamilton, Bermuda
Elan Pharmaceutical Investment holding company 100 Clarendon House, 2 Church St
Investments III Ltd Hamilton, Bermuda
Elan Holdings Ltd Holding company 100 Monksland, Athlone
Co. Westmeath, Ireland
Elan Drug Delivery, Inc. Research and development 100 3000 Horizon Drive
King of Prussia, PA, US
Diagnostic services 80 377 Plantation St, 4 Biotech Park

Athena Diagnostics, Inc.

Worcester, MA, US

Information regarding ali other subsidiaries will be filed with the Company’s next annual return as provided for by Section 16[3](a) of the

Companies (Amendment} Act, 1986.

L.
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These financial statements were approved by the directors on 30 June 2002.

J&




D foreres e rish and Laited States Accaunting Pelncipies
US GAAP income statement data, comprehensive income statement data, balance sheet data and cash flow data have been provided on
pages 130 to 132 for the benefit of United States investors.

The financial statements of Elan have been prepared in accordance with Irish GAAP, which differ in certain significant respects from US
GAAP. The material differences as they apply to Elan’s financial statements are as follows:

C 2 Busingss cormbiduations

/- D On 9 November 2000, Elan completed a merger with Dura. Irish and US GAAP have different criteria for establishing the method of
accounting required for business combinations.

- Under US GAAP, the merger with Dura required the application of the pooling of interests method of accounting. The assets and liabilities
of Dura and Elan were combined and carried forward to the merged enterprise at their pre-combination recorded amounts. Therefore,
under US GAAP, no goodwill arose from the merger of Dura and Elan. The income statements of Dura and Elan for 2000 and prior years
have been combined and reported as income statements of the merged enterprise. The costs of the transaction have been expensed.
Under Irish GAAP, the acquisition of Dura by Elan has been accounted for using acquisition accounting. The cost of the investment in
Dura was calculated at the fair value of the shares issued, together with the related transaction costs. The assets and liabilities of Dura
were recorded based on their fair values at the date of acquisition. The difference between the cost of the investment and the fair
value of the assets and liabilities of Dura was recorded as goodwill. The goodwill arising on the acquisition of Dura is being amortised
over its estimated useful life of 20 years. Pre-acquisition results for both companies were not combined. The profit and loss accounts
are consolidated for the post-acquisition period only.

The principal differences in accounting for the Dura transaction between Irish and US GAAP resutted in the following reconciling items:

« The exclusion of pre-acquisition profit and losses under Irish GAAP compared to the combination of historic income statements under
US GAAP resulted in a reconciling item of $0.4 million between Irish and US GAAP net income for 2001, being losses on managed
funds recorded by Dura in 2001 which related to pre-acquisition balances. The exclusion of pre-acquisition profits under Irish GAAP
compared to the combination of historic income statements under US GAAP resulted in reconciling items of $32.8 million and $41.7
million in 2000 and 1999, respectively, between irish and US GAAP net income/(loss);

+ The expensing of transaction costs in 2000 under US GAAP resulted in a reconciling item of $35.1 million between Irish and US GAAP
net income for 2000;

« Dura deferred tax assets with a pre-acquisition basic value of $18.4 million have been eliminated as a fair value adjustment under
Irish GAAP. Under US GAAP, this amount had been expensed in the combined income statement prior to 2000;

« A portion of outstanding Dura debt was repaid in December 2000 under a change of control clause. On the date of acquisition, Dura
had $2.7 million in unamortised financing costs relating to this debt. This represents a fair value adjustment under Irish GAAP and it
increased goodwill by $2.7 million. Under US GAAP, the $2.7 million has been expensed in the income statement for 2000; and

« Under Irish GAAP, the assets and liabilities of Dura were recorded at fair value on acquisition. Under US GAAP, the assets and liabilities
of Dura were combined and carried forward to the merged enterprise at their pre-combination recorded amounts. Therefore under
US GAAP, the fair value adjustments and the goodwill arising under Irish GAAP on the acquisition of Dura have been eliminated.
Under Financial Reporting Standard No. 7, “Fair Values in Acquisition Accounting”, necessary adjustments to the provisional fair values
allocated at the date of acquisition should be incorporated in the financial statements for the first full financial year following the
acquisition. This resulted in a balance sheet reallocation of $52.9 million in 2001 relating to the finalisation of the fair values of product
intangibles. The goodwill amount resulted in a difference in shareholders’ equity of $1,111.7 million in 2001. In addition, the [rish
GAAP goodwill amortisation expense does not arise under US GAAP.
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=~ Under Irish and US GAAP all of Elan’s acquisitions, except for Dura, have been accounted for using acquisition

(purchase) accounting.

Under acquisition accounting, Irish and US GAAP require the fair value of the purchase consideration to be allocated to the net assets
acquired based on their fair values on the date of acquisition. The difference between the fair value of the purchase consideration and the

fair value of the net assets acquired is goodwill.
Under US GAAP, the fair value of equity securities issued to effect a purchase business combination is determined based on the market price

of the equity securities over a reasonable period of time before and after the proposed transaction is announced. Under Irish GAAP, the fair
value of shares issued is determined based on the market grice of these shares at the acquisition date. There were no material differences

between the fair value of shares issued by Elan to effect purchase business combinations under Irish and US GAAP for the periods presented.

Irish GAAP requires an allocation of purchase consideration to identifiable assets which are separable from the business. US GAAP requires
an allocation of purchase consideration to identifiable assets whether separable or not. intangible assets arising under US GAAP purchase
accounting requirements are amortised over their estimated remaining useful lives. These lives vary from 3 to 20 years with the average
amortisation period being 17 years.

Under US GAAP, the fair value of IPR&D assets has been expensed immediately in the income statement. The amounts treated as IPR&D
under US GAAP have been capitalised and treated as either goodwill or acquired IP under Irish GAAP. IPR&D expense was $Nil in 2001 and
$246.0 million for 2000. This amount is included in goodwill under lrish GAAP and is currently being amortised. IPR&D expense for 1999
was $84.8 miilion. This IPR&D arose on the acquisition of Axogen, which was a research and development company. For additional
information regarding intangible assets, please refer to Note 10 to the Consolidated Financial Statements. The difference in shareholders’
equity between Irish and US GAAP, arising from the expensing of IPR&D, under US GAAP, was $2,121.1 million as at 31 December 2001.

Under Irish GAAP, prior to 31 December 1998, goodwill arising on acquisition was immediately written-off to shareholders’ equity. Since 1998,
in accordance with Financial Reporting Standard No. 10, “Goodwill and Intangible Assets”, goodwill is no longer written-off immediately to
shareholders’ equity but is capitalised and amortised over its useful life. Irish GAAP requires that, on subsequent disposal or termination of a
previously acquired business, any relevant goodwili previously taken directly to shareholders’ equity is expensed in the profit and loss account.
The difference in shareholders’ equity between Irish and US GAAP, arising from goodwill previously written-off immediately against reserves,
was $574.3 million as at 31 December 2001,

S

b impaivenent of aoguived lotellectus] proparin

Under Irish GAAP, FRS 11 requires that intangible assets must be reviewed for impairment if there is any indication that a reduction in value
may have occurred during the period. As described in Note 10 to the Consolidated Financial Statements, Elan recorded an impairment to
acquired IP of $785.2 million in 2001.

Under US GAAP, there was no impairment as these amounts were previously expensed as IPR&D arising on the acquisitions of Neurex
and Sano. .

fopraunent of aangible asseiy

Under Irish GAAP, intangibles are assessed for impairment on the basis of future, time discounted cash flows as per FRS 11. Under Irish GAAP
an amount of $44.4 million relating to Myambutol was expensed as an impairment charge based on discounted cash flows. Under US GAAP
for 2001 and prior periods, intangibles are assessed for impairment only if the undiscounted cash flows fail to recover the carrying amount
of the asset as per SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of”. In
2001, there was no impairment charge under US GAAP since the estimated undiscounted future cash flows for this product recovered the
carrying amount of the Myambuto! intangible asset.
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Under US GAAP, SFAS No. 133 became effective in 2001. SFAS No. 133 requires that derivatives be recognised as either assets or liabilities
and measured at fair value. Changes in the fair value of derivatives are recorded each period in current earnings or other comprehensive
income, depending on whether the derivative is designated as part of a hedge transaction and, if it is, the type of hedge transaction.

Under Irish GAAP, Elan marks free-standing derivative instruments to market at each balance sheet date and the resulting gains and losses are
recognised in the profit and loss account. The carrying values of derivative financial instruments are generally reported within current assets or
other current liabilities.

The definition of a derivative instrument is significantly broader under US GAAP than under irish GAAP. This gives rise to a reconciling item
between Irish GAAP and US GAAP, as US GAAP requires that certain financial assets and liabilities be accounted for as derivative instruments
while Irish GAAP does not require such treatment. The adoption of SFAS No. 133 had a cumulative after tax income impact of approximately
$7.8 million relating to embedded derivatives and free-standing warrants. The ongoing financial impact of SFAS No. 133 on Elan’s future
results and financial position is dependent upon future movements in the value of Elan‘s derivative instruments. The adoption of SFAS
No. 133 may have a material impact on Elan’s future US GAAP financial results and financial position depending upen future movements in
the value of Elan‘s derivative instruments. During 2001, the fair value movement in free-standing warrants and embedded derivatives was
$21.2 million. The fair value of these derivatives was $53.6 million at 31 December 2001.

During the year Elan exercised its option to convert debt in Ligand into common shares of Ligand. Under Irish GAAP, a gain of $17.7 million
has been recognised in the profit and loss account representing the excess in the carrying value of the equity financial instrument received
over the carrying value of the convertible debt. Since 1 January 2001, under US GAAP, Elan has accounted for the convertible debt in Ligand
in accordance with the requirements of SFAS No. 133 as the conversion option constituted an embedded derivative. As such, changes in fair
value of $20.7 million have been recorded in income. The cumulative catch up adjustment for the implementation of SFAS No. 133, recorded
at 1 January 2001, included a cumulative gain of $3.9 million with respect to Ligand convertible debt.

€ Proddat aoguisibions and aibanoes

Under Irish GAAP, contingent and potential acquisition payments which are likely to be made in the future are recognised as creditors.
These contingent payments on product acquisitions and alliances are capitalised and recognised as creditors on a time discounted basis.
A corresponding finance charge is included annually in the profit and loss account. Under US GAAP, such payments are not recognised in
the financial statements until the related contingency is resolved. This resulted in a difference between Irish GAAP net loss and US GAAP
net income of $34.6 million consisting of finance and amortisation charges and a corresponding difference in shareholders’ equity
between Irish and US GAAP.

¢ Fimancial fivad assoty

Under Irish GAAP, non-current financial fixed assets have been stated at cost less provision for permanent diminution in value. Under US GAAP,
in accordance with SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities” (“SFAS No. 115"), certain financial
fixed assets have been classified as available for sale and reported at fair value with unrealised gains and losses being excluded from earnings
and reported as a separate component of comprehensive income {net of tax). The difference in shareholders’ equity between Irish and US GAAP,
arising from differences in the accounting treatment for financial fixed assets, was $52.7 million as at 31 December 2001. i

2 AT e e e b
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Under US GAAP, Elan recorded a warrant subscription receivable and a corresponding increase in additional paid-in capital reflecting the fair
value of the warrants issued pursuant to the Axogen unit offering in November 13996 and the Neuralab unit offering in January 1998. Cash
received from Axogen and Neuralab, pursuant to development contracts, has been pro rated between revenue and the warrant subscription
receivable. There is no similar accounting requirement under Irish GAAP. There was no net income impact from this difference in Irish and
US GAAP during 2001 and 2000. it resulted in a reconciling difference of $4.8 million between lrish and US GAAP net income for 1999,
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Contract revenue, including research revenues and licence fees, arises from contracts related to research and development activities on
behalf of clients and/or technology licencing and business ventures. Under Irish GAAP, non-refundable up-front licence fee revenue is
recognised when earned and when the licensor has no future legal obligation pursuant to the licence fee. Refundable licence fees are
treated as deferred revenue until such time as they are no longer refundable.

Under US GAAP, the accounting treatment adopted by Elan for non-refundable up-front licence fees was simifar to Irish GAAP prior to 2000.
in December 1999, the SEC issued SAB 101. SAB 101 provides guidance on revenue recognition and related disclosures in financial statements.
SAB 101 requires deferral and amortisation of up-front licence fees where there is a continuing involvement with the licenced asset through
the provision of research and development services, manufacturing services or other similar activities. Elan adopted SAB 101 in 2000.

Following the adoption of SAB 101, Elan defers and amortises up-front licence fees to the income statement over the “performance period”.
The performance period is the period over which Elan expects to provide services to the licencee. It is determined by the provisions of, and by the
facts and circumstances of the relevant contract. Generally, milestone payments have been treated similarly under both Irish GAAP and US GAAP.

They have been recognised when earned and non-refundable, and when Elan has no future legal obligation pursuant to the milestone payment.

However, the actua! accounting for milestones depends on the facts and circumstances of each contract. Elan applies the substantive milestone
method in accounting for milestone payments under US GAAP. This method requires that substantive effort must have been applied to
achieve the milestone prior to revenue recognition. If substantive effort has been applied, the milestone is recognised as revenue, subject
to it being earned, non-refundable and not subject to future legal obligation. This requires an examination of the facts and circumstances
of each contract. Substantive effort may be demonstrated by various factors, including the risks associated with achieving the milestone,
the period of time over which effort was expended to achieve the milestone, the economic basis for the milestone payment and licencing
arrangement and the costs and staffing to achieve the milestone. it is expected that the substantive milestone method will be appropriate
for most contracts. if Elan determines the substantive milestone method is not appropriate, Elan will apply the performance method to the
relevant contract under US GAAP. This method recognises as revenue the percentage of cumulative non-refundable cash payments earned
under the contract, based on the percentage of costs incurred to date compared to the total costs expected under the contract. This is
subject to the milestone being earned, non-refundable and not subject to future legal obligation.

Elan implemented SAB 101 in the fourth quarter of 2000. For the year ended 31 December 2000, Elan recorded a non-cash charge

of $344.0 million under US GAAP for the cumulative effect of this accounting change relating to revenue recognised in periods up to

31 December 1999. Under US GAAP, revenue was $98.6 million higher and $70.7 million fower than under Irish GAAP for 2001 and 2000,
respectively, due to the impact of SAB 101. Elan had a cumulative deferred revenue balance of $316.1 million and $414.7 million as at

31 December 2001 and 2000, respectively, arising from SAB 101. Therefore, shareholders’ equity was $316.1 million higher under Irish GAAP
than under US GAAP at 31 December 2001,

Total licence fees recognised under Irish GAAP were $188.6 million, $376.9 million and $268.1 million in 2001, 2000 and 1999, respectively.
Under US GAAP, in accordance with SAB 101, Elan recognised amortised revenue of $287.2 million and $306.2 million in 2001 and 2000,
respectively. Of this, $88.6 million and $155.4 milion of the revenue in 2001 and 2000, respectively, were inciuded as part of the SAB 101
cumulative adjustment. Under US GAAP, licence fees of $268.1 million were recognised in 1999.

Mon-consolidated subsidiaries

Under Irish GAAP, EPIL, EPIL Il and EPIL 11l have been consolidated as subsidiaries of Elan. Elan owns 100% of the equity in the companies.
The individual investments held by EPIL, EPIL Il and EPIL IIl have remained on Elan’s balance sheet and the related loan notes of each of the
companies has been included as a liability. Elan has expensed the related interest charge in the profit and loss account.
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Under US GAAP, EPIL Il and EPIL Ill have not been consolidated as subsidiaries of Elan. EPIL has been consolidated as a subsidiary of Elan
under US GAAP from March 2001 when control of EPIL reverted to Elan as described below. Prior to this date, it was not consolidated. EPIL
(prior to March 2001), EPIL it and EPIL il qualify as special purpose entities within the meaning of SFAS No. 125, as Elan has effected a true
legal sale of the investments and has not retained control over such assets. Accordingly, the transfer of investments to EPIL (prior to March
2001), EPIL Il and EPIL lll have been treated as sales of the assets at fair value under US GAAP and the related loan notes have not been
included as a liability. Elan has not expensed the related interest charge in the income statement.

EPILs qualifying special purpose entity status was established in June 1999. EPIL issued $350.0 million of loan notes with a maturity date of
June 2002. EPIL II's qualifying special purpose entity status was established in June 2000. EPIL i issued $450.0 million of loan notes with

a maturity date of June 2004. EPIL ili's qualifying special purpose entity status was established in March 2001. EPIL tll issued Series A
Guaranteed Notes in the amount of $160.0 million, Series B Guaranteed Notes in the amount of $190.0 million and Series C Guaranteed
Notes in the amount of $200.0 miflion. In March 2001, pursuant to an exchange offer and consent solicitation, EPIL {ll offered to exchange
its Series A Guaranteed Notes and Series B Guaranteed Notes for all the loan notes previously issued by EPIL in June 1999. The consent
solicitation requested consents from the holders of EPILs loan notes to amend the agreements under which these notes were issued. These
amendments removed restrictions on EPIL, including those relating to entering into transactions with affiliates, merging, changing its business,
amending its charter documents, selling assets or making investments. The acceptance of the exchange offer and consent solicitation by a
majority of EPILs note holders caused control of EPIL to revert to Elan. Effectively upon closing of the exchange offer and consent solicitation,
EPILs qualifying status terminated and EPIL was consolidated by Elan under US GAAP.

The reconciling differences to profit and loss arose mainly due to interest costs and profits on disposals. Under US GAAP, there was no gain
or loss to Elan arising from the disposal of investments to EPIL in 1999. There was a gain of $39.2 million to Elan arising from the disposal of
investments to EPIL il in June 2000. There was a gain of $40.5 million to Elan arising from the disposal of investments to EPIL il in March
2001. No gain or loss was recognised upon the termination of EPIL's qualifying special purpose entity status in March 2001.

Elan holds a retained interest in EPIL Il and EPIL JIl through its ownership of the retained beneficial interest {100% of the common stock).
The retained beneficial interest entitles Elan to any residual proceeds in EPIL Il and EPIL Ill after repayment of the loan notes. Pursuant to the
Stock Pledge Agreement, Elan has pledged the common stock in EPIL 1l and EPIL il to the noteholders of EPIL Il and EPIL Ill, respectively. The
holders of the {oan notes have control of key voting rights, such as the right to approve the appointment or removal of directors of EPIL Il
and EPIL Ill, respectively, and the right to approve amendments to the Memorandum of Association and By-Laws of EPIL Il and EPIL I,
respectively, The board of directors of each of EPIL I and EPIL Il are independent of Elan and are comprised of a majority of independent
directors and one director appointed by Elan. EPIL 1| and EPIL lll may dispose of financial assets, upon maturity of their loan notes. Upon the
maturity of the loan notes due 2004 and 2005, if there are more than sufficient financial assets to repay the loan notes, the organisational
documents of EPIL Il or EPIL lil do not contain provisions concerning the selection of financial assets, or the amount of financial assets, to be
disposed of. In this situation, any decision as to which assets to dispose of would be made by the board of directors of EPIL it and EPIL 1Il.
Upon maturity of the loan notes in June 2002, the crganisational documents of EPIL il do contain specific provisions concerning the selection
of financial assets to be disposed of. When the loan notes of EPIL il and EPIL il are repaid, the Stock Pledge Agreement terminates and Elan
is entitled to the residual proceeds, if any, through ownership of the common stock in EPIL lf and EPIL lii. Elan may bid for the investments
held by EPIL it and EPIL il if EPIL [l or EPIL [l disposes of the investments. If Elan were to bid, it may not bid above the fair value of the investments.
Elan does not have a call option or similar unilateral legal right over the transferred investments. Elan has provided direct guarantees to the
holders of the loan notes of EPIL It and EPIL Iil for the repayment of the loan notes and the payment of any unpaid interest. In'the event that
EPIL Il or EPIL Il do not meet their obligations to pay amounts due to the noteholders, the noteholders may call upon the Elan guarantees.

Elan’s accounting policy is to allocate the previous carrying amount of the financial assets transferred, between the financial assets transferred
and the retained interest based on their relative fair values on the date of transfer. The fair value of a retained interest, both for initial and
subsequent measurement, is calculated as the fair value of the qualifying special purpose entity’s assets less the fair value of its liabilities.
For disclosure purposes, the fair value of the assets of EPIL I} and EPIL Il are estimated using established financial methodologies, including
quoted market prices, where available and takes into account the time value of money. The fair value of investments in private entities and
non-traded securities of public entities is measured by valuation methodologies including option-pricing models, valuations achieved in
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recent private placements by the investee and discounted cash flow models (which are discounted at rates in the range of 30-55%). The
key assumptions used in measuring the fair value of Elan’s retained interests in EPIL Il and EPIL lil are common stock prices for equity-based
assets, and the discount rate used (typically 15% per year) for debt-based assets. The fair value of the liabilities of EPIL Il and EPIL i are
measured as the total amount outstanding under its loan notes, including accrued but unpaid interest (if any), and takes into account the
time value of money. The fair value of the guarantees were measured as de minimis on the transfer dates. The guarantees have been
subsequently accounted for as a loss contingency in accordance with the requirements of SFAS No. 5, “Accounting for Contingencies”.
This requires that Elan make a provision, which would require a charge in Elan’s income statement, if it is probable that a payment will be
made by Elan under the guarantees.

The EPIL lll Series A Guaranteed Notes matured in June 2002. To fund such repayment, EPIL il effected a true legal sale of certain of its
financial assets, in accordance with the legal documentation entered into on the formation of EPIL !l to an unaffiliated third party
("Purchaser”) for approximately $148 million, representing the estimated fair value of disposed financial assets. The Purchaser raised the
financing for the purchase of the financial assets through borrowings under a bank facility. Elan has provided a guarantee and provided cash
collateral to the bank to support the Purchaser's obligation to repay the $148 million loan. To the extent such guarantee is called upon, Elan
will record a loss in its income statement. In addition, current market conditions for investments in emerging drug delivery, pharmaceutical
and biotechnology companies are poor. Elan anticipates that it will record a material non-cash loss provision in the second quarter of 2002
in respect of the guarantees provided by Elan to the noteholders of EPIL Il and the remaining noteholders of EPIL III. Elan has not yet
determined the amount of this non-cash toss provision. A future recovery in the value of the investments held by EPIL Il or EPIL lll could result
in a reversal of this loss provision. For additional information relating to the disposal of financial assets by EPIL lll and prospective impairment
charges to financial assets under Irish GAAP, please refer to Note 27 to the Consolidated Financial Statements and "Financial Review—
Prospective Information”, respectively.

Elan's retained interest in EPIL If and EPIL Ill had fair values of $Nil on the transfer dates. Elan is carrying the common stock of EPIL I and
EPIL Il at cost, as they do not qualify as SFAS No. 115 or SFAS No. 115-like debt securities.

On 31 December 2001, the estimated fair value of Elan’s retained interest in EPIL [l was $9.9 million. An adverse change of 10% (20%) in
the common stock prices used to estimate the fair value of equity-based assets held by EPIL Il would result in a decline of $15.6 million
($31.0 million) in the estimated fair value of Elan‘s retained interest in EPIL {l. An adverse change of 10% (20%) in the annual discount rate
used to estimate the fair value of debt-based assets held by EPIL I} would result in a decline of $6.6 million ($13.0 millicn) in the estimated
fair value of Elan's retained interest in EPIL Il.

On 31 December 2001, the estimated fair value of Elan’s retained interest in EPIL Ill was $4.0 million. An adverse change of 10% (20%) in
the common stock prices used to estimate the fair value of equity-based assets held by EPIL Iif would result in a decline of $26.8 million
{$53.1 million) in the estimated fair value of Elan’s retained interest in EPIL Ili. An adverse change of 10% (20%) in the annual discount rate
used to estimate the fair value of debt-based assets held by EPIL il would result in a decline of $11.5 million ($22.1 million) in the estimated
fair value of Elan’s retained interest in EPIL Iil.

The sensitivities outlined above regarding the fair value of Elan’s retained interests in EPIL Il and EPIL il are hypothetical and should be used
with caution. As the figures indicate, changes in fair value based on a 10% variation in an assumption generaily cannot be extrapolated
because the relationship of the change in assumption to the change in fair value may not be linear. Also, in the sensitivities cutlined above,
the effect of a variation in a particular assumption on the fair value of the retained interest is calculated without changing any other assumption.
In reality, changes in one factor may result in changes in another, which may magnify or counteract the sensitivities. For example, increases
in market interest rates may result in declines in market common stock prices.
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With respect to the securitised assets, Elan provides services such as bookkeeping and administration, monitoring, administering compliance
with applicable laws and regulations and custodian services. Such services are for the benefit of EPIL I} and EPIL Ill. All compensation paid
to Elan represents an arms-length price for those services. In 2001, Elan received a fee of $0.2 million (2000: $0.7 million, 1993: $0.4 million),
$0.8 million (2000: $0.4 million, 1999: $Nil) and $0.6 million (2000: $Nil, 1999: $Nil) for providing these services to EPIL, EPIL If and

EPIL lli, respectively.

Anuoctale aroouniing

Under US GAAP, Elan’s investment in Amarin is accounted for using the equity method in 2001 based on the percentage of voting equity
shares held by the Company at 31 December 2001. Under Irish GAAP, the investment is accounted for using the equity method in 2001
based on the percentage of stock held on a fully diluted basis including non-voting convertible preference shares. This results in a
reconciling item to income and shareholders’ equity of $11.0 million between US and Irish GAAP.

Under US GAAP certain investments of Elan were accounted for under the equity method of accounting and treated as associates. Under Irish
GAAF, these investments were accounted for under the cost method. These investments were written-off for the purposes of Irish GAAP in
2001 resulting in a reconciling item to net income of $2.0 million due to the different cost basis of the investments.

comparsation

Elan grants options to employees under its stock option plans. These options are granted at fixed exercise prices equal to the market value
on the date of grant. Under Irish GAAP, no compensation cost has been accrued for options awarded to employees as the exercise price has
been set equal to the market value on the date of grant.

Under US GAAP, the Group applies Accounting Principles Board Opinion No. 25, “Accounting for Stock Issues to Employees” (“APB 25"). In
accordance with APB 25, no compensation cost was initially recognised for stock options granted, as they have been granted to employees at
market value and at a fixed exercise price. in accordance with FIN No. 44, “Accounting for Certain Transactions tnvolving Stock Compensation”,
a compensation expense has been recognised under US GAAP where the original terms of a stock option award were modified. Such
modifications result in the fair value of the options being recognised as a compensation expense over any remaining service period. Elan
recognised a compensation expense of $0.2 million and $31.8 million in 2001 and 2000, respectively, arising from modifications. The
modifications included option acceleration upon severance of employees and a change of status from employees to non-employees. Under
Irish GAAP, no compensation expense arises as a result of such modifications.

Under US GAAP, options granted to non-employees have been valued at fair value and the related compensation expense is being amortised
over the life of the option. Elan recognised a compensation expense of $0.3 million in 2001 and $0.7 million in 1999, arising from options
granted to non-employees. Under Irish GAAP, no compensation expense arises as a result of grants to non-employees.

The disclosures required by SFAS No. 123, “Accounting for Stock Based Compensation” (“SFAS No. 123"), are included on page 137.
Fenslons
The main differences between Irish and US GAAP in accounting for pension costs are:

= Under Irish GAAP, plan assets are valued on the basis of a discounted present value of expected future income. US GAAP requires that
plan assets are valued by reference to their market value.

« Under Irish GAAP, pension costs in connection with defined benefit plans are assessed in accordance with the advice of independent
actuaries using assumptions and methods which produce the actuaries’ best estimates of the cost of providing the relevant pension
benefits. US GAAP requires the use of the projected unit credit method and the matching of the projected benefit obligation against
the fair value of the plan’s assets, as adjusted to reflect any unrecognised obligations or assets.
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= Under Irish GAAP, the measurement of plan assets and obligations may be based on the most recent actuarial valuation. Under US GAAP,
calculations must be made as of the date of the financial statements or a date not more than three months prior to that date.

+ Under Irish GAAP, pension credits are not recognised in the financial statements unless a refund of, or reduction in, contributions is
likely. Under US GAAP, a negative pension cost may arise where a significant unrecognised net asset or gain exists at the time of
implementation. This is required to be amortised on a straight-line basis over the average remaining service period of employees.

The reconciling difference between Irish and US GAAP was a credit to the US GAAP income statement of $1.1 million in 2001. The disclosures
required by SFAS No. 132, “Employer's Disclosures about Pensions and Other Post-Retirement Benefits” (“SFAS No. 132"), are included on
pages 135 and 136. Under Irish GAAP, the Company has accounted for pensions in accordance with SSAP 24. A new accounting standard,
FRS 17, was issued in 2001 dealing with retirement benefits, which will not be mandatory until 2003. Prior to this, phased transitional
disclosures are required, which have been detailed in Note 26 to the Consolidated Financia! Statements. The standard introduces changes

to the accounting for defined benefit schemes, the basic requirements of which are: pension scheme assets are measured using fair values;
pension scheme liabilities are measured using a projected unit method and discounted at the current rate of return; and full actuarial
valuations should be obtained at intervals not exceeding three years. There is also a requirement that these valuations should be updated

at each balance sheet date.

g inxation

Under Irish GAAP, deferred taxation is only accounted for to the extent that it is probable that taxation liabilities or benefits will crystallise.
Under US GAAP, deferred taxation is accounted for on all temporary differences and a valuation adjustment is established in respect of those
deferred taxation assets where it is more likely than not that some portion will not be realised. This did not give rise to a difference between lrish
and US GAAP for the Company.

In accordance with irish GAAP, the Group complies with Financial Reporting Standard No. 1, “Cash Flow Statements” (“FRS 1”). lts objective
and principles are similar to those set out in SFAS No. 95, “Statement of Cash Flows” ("SFAS No. 95”). The principa! difference between
the standards is in respect of dlassification. Under FRS 1, the Group has presented its cash flows for (a) operating activities; (b) returns

on investments and servicing of finance; (c) taxation; (d) capital expenditure and financial investment; (e} acquisitions and disposals; and

(f) financing activities. SFAS No. 95 requires only three categories of cash flow activity, (a) operating; (b) investing; and (¢) financing.

Cash flows arising from taxation and returns on investments and servicing of finance under FRS 1 are included as operating activities under
SFAS No. 95. In addition, under FRS 1, cash and liquid resources include short term borrowings repayable on demand. SFAS No. 95 requires
movements in such borrowings to be included in financing activities,

For the purposes of cash flows under US GAAP, the Group considers all highly liquid deposits with an original maturity of three months or
less to be cash equivalents. Under Irish GAAP, cash represents cash held at bank available on demand offset by bank overdrafts. Liquid
resources comprise bank fixed deposits with maturities of greater than one day.

The reconciling difference between Irish GAAP cash and liquid resources and US GAAP cash and cash equivalents is included on page 133.
This arises as cash balances held by EPIL (pricr to March 2001), EPIL Il and EPIL Il are included in cash and liquid resources under Irish GAAP
as these entities are consolidated under Irish GAAP. As the entities are non-consolidated subsidiaries under US GAAP, their cash balances
are not included in cash and cash equivalents under US GAAP. Under US GAAP, there are marketable investments of $90.2 million whose
maturity is greater than three months. These are treated as liquid resources under irish GAAP as they are readily convertible into cash and
are traded in an active market.
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In June 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 141, “Business Combinations”. This statement requires
that the purchase method of accounting be used for all business combinations initiated after 30 June 2001. The adoption of this standard did
not have a material impact on the Company’s Consolidated Financial Statements.

In July 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets” (" SFAS No. 142”), which revises the accounting for
purchased goodwill and other intangible assets. SFAS No. 142 is effective for fiscal years beginning after 15 December 2001, with earlier
adoption permitted. Elan adopted SFAS No. 142 effective 1 January 2002. Under SFAS No. 142, purchased goodwill and intangible assets
with indefinite lives are no longer amortised, but instead tested for impairment at least annually. Accordingly, the Company has ceased
amortisation of all goodwill as of 1 January 2002. Goodwill amortised was $29.2 million, $20.0 million and $9.1 million in 2001, 2000 and
1999, respectively. Elan does not have any intangible assets, other than goodwill, with indefinite lives. Existing intangible assets with finite
lives, primarily patents and trademarks, will continue to be amortised on a straight-line basis over their useful lives.

SFAS No. 142 requires a two step impairment test for goodwill. The first step is to identify reporting units within the business and compare
the carrying amount of the reporting unit’s assets to the fair value of the reporting unit. !f the carrying amount exceeds the fair value then
the second step is required to be completed, which involves the fair value of the reporting unit being allocated to each asset and liability
with the excess being implied goodwill. The impairment loss is the amount by which the recorded goodwill exceeds the implied goodwill.
The Company is required to complete a “transitional” impairment test for goodwill as of the beginning of the fiscal year in which the
statement is adopted. This transitional impairment test requires that the Company complete step one of the goodwill impairment test
within six months from 31 December 2001. The Company is currently completing this transitional impairment test.

SFAS No. 143, "Accounting for Asset Retirement Obligations” ("SFAS No. 143"), addresses financial accounting and reporting for obligations
associated with the retirement of tangible long-lived assets and the associated asset retirement costs. The statement requires that the fair
value of a liability for an asset retirement obligation be recognised in the period in which it is incurred if a reasonable estimate of fair value
can be made. The associated asset retirement costs are capitalised as part of the carrying amount of the long-lived asset. This statement
is effective for financial statements issued for fiscal years beginning after 15 June 2002. Elan does not expect that SFAS No. 143 will have a
material impact on its financial statements.

SFAS No. 144, " Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No. 144"), addresses financial accounting and
reporting for the impairment or disposal of long-lived assets. The provisions of this statement are effective for financial statements issued for
fiscal years beginning after 15 December 2001. Elan does not expect that SFAS No. 144 will have a material impact on its financial statements.

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44 and 64, Amendment of FASB Statement No. 13, and
Technical Corrections” ("SFAS No. 145"). SFAS No. 145 provides for the rescission of several previously issued accounting standards, new
accounting guidance for the accounting for certain lease modifications and various technical corrections that are not substantive in nature to
existing pronouncements. SFAS No. 145 will be adopted beginning 1 January 2003, except for the provisions relating to the amendment of
SFAS No. 13, which will be adopted for transactions occurring subsequent to 15 May 2002, Adoption of SFAS No. 145 is not expected to
have a material impact on the consolidated financial statements.
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The following is @ summary of the material adjustments to net income and shareholders’ equity which would be required had the financial
statements been prepared in accordance with US GAAP:

(i) Net income/(loss)

2000 1999
Gers $m $m

Net (loss)/income as stated under [rish GAAP (887.2) 342.1 335.9

Adjustments to conform to US GAAP: ‘

Pooling of interests accounting - .
Pre-acquisition results of Dura (0.4) 32.8 41.7
Merger costs — 35.1) —
Fair value financing costs - 27 —

Purchase accounting - ’
Acquired in-process research and development e (246.0) (84.8)
Amortisation of intangible assets 775 16.9 - 1.6
Other —_ 1.0 -

Impairment of acquired intellectual property C78527 e = —

Impairment of Myambutol intangible asset 444 — S

Accounting for derivatives 35 - L

Amortisation of acquired product rights and finance charges 34.6 — G

Warrant subscription receivable — - @48)

Revenue recognition 98.6 ... (70.7) L

Non-consolidated subsidiaries 1651 0 389" 111

Associate accounting 13.0 - 3.0

Loss on disposal of investment in associate undertaking — 3.2 L—

Stock option compensation expenses ©5) - (30.8) I (4

Pensions and other 127 0.9 S04

Net income before cumulative effect of accounting change as stated under US GAAP - 3350 49.5. - 3034

Cumulative effect of accounting change (net of tax) 7.8 (344.0) —

Net income/(loss) as stated under US GAAP 342.8 (294.5) 303.4

Basic eamnings per Ordinary Share under US GAAP before cumulative effect of accounting change $ 1.00 $ 016 $ 1.02.

Cumulative effect of accounting change $ 0.02 $ (1.10) L

Basic earnings/(loss) per Ordinary Share under US GAAP $1.02 $.(0.94) $ 1.02

Diluted earnings per Ordinary Share under US GAAP before cumulative effect of accounting change $ 0.93 $ 0157 .$0.97

Cumulative effect of accounting change $002 : $-(LO9 . —

Diluted earnings/(loss) per Ordinary Share under US GAAP $:0.95 $ (0.94) $ 0.97
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(ii) Shareholders’ equity

g% NI At 31 December
2000
den $m

Shareholders’ equity as stated under Irish GAAP 5,054.5 5,315.5
Adjustments to conform to US GAAP: :
Pooling of interests accounting

Elimination of goodwill arising on consolidation of Dura ' (1,111.7) (1,164.6)

Finalisation of Irish GAAP fair value allocations (52.9) I
Purchase accounting :

Amortisation of intangible assets 95.1 17.6

Acquired in-process research and development (2,121.1) (2,121.1)

Goodwill written -off 574.3 574.3

Other 1.8 1.8
Impairment of acquired inteliectual property ) 785.2 . —
Impairment of Myambutol intangible asset - 444 o -
Accounting for derivatives 113 S -
Amortisation of acquired products and finance charges : 3460 I o —.
Financial fixed assets BT T e 1540
Revenue recognition including cumulative effect of accounting change S (3161) X 414.7)
Non-consolidated subsidiaries : ‘ 2151 Li500 o
Associate accounting . 11.0 L2.0)
Pensions and other 5.7 47
Shareholders’ equity as stated under US GAAP 3,283.9 2,276.9 ‘
US GAAP Condensed Bmancial Data

Due to the differences between Irish and US GAAP, and in particular the accounting of the merger of Dura and Elan as a pooling of interests
under US GAAP, the following condensed financial data has been prepared for the benefit of United States investors on pages 130 to 132.

Under irish GAAP, exceptional items are material items which derive from events or transactions that fall within the ordinary activities of the
Group and which individually or, if of a similar type, in aggregate, need to be disclosed by virtue of their size or incidence. Under US GAAP,
exceptional items would be included in operating income, unless they relate to discontinued operations. Cash flows refating to product
rationalisations are included in operating cash flows.
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Ui AAY Incama 5t it
2000 1999
$m $m
Revenue 1,862.5 1,5214 1,3125 -
Costs and expenses:
Cost of sales . 3795 321.3 257.0.
Selling, general and administrative expenses 603.4 5121 406.0
Research and development expenses 321.2 322.2 289.4
Other charges, primarily relating to the acquisition of in-process research and
development, asset and investment write-offs, merger costs, rationalisation and similar costs 362.9 445.7 88.6
Total operating expenses 1,667.0 1,601.3 1,041.0
Operating income/(loss) 195.5 (79.9) 2715
Net interest and other income 156.9 138.8 55.9
Income before provision for income taxes 3524 58.9 3274
Provision for income taxes (17.4) (9.4) (24.0)
Net income before cumulative effect of accounting change 335.0 495 " ;303;4
Cumulative effect of accounting change (net of tax) 7.8 (344.0) =0
Net income/(loss) after cumulative effect of accounting change 3428 .. (294.5)  3“03,»4
—
LS CAAT Commrehensive ncome Siatement Data
2000 1999
$m $m
Net income/(loss) (294.5) 3034
Other comprehensive income: ‘ . »
Foreign currency translation adjustment (3.3) 0.9) 1.3) -
Unrealised gains on securities 542 19.9. .36:6
Reclassification adjustment for (gains)/losses included in net income (16.4) (15.5) 10.6
Other comprehensive income 345 35 45.9
Comprehensive income/(loss) : 377,3 (291.0) 3493
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At 31 December

2000
$m

Current Assets
Cash and cash equivalents 1,572.5 802.5
Marketable investment securities 798.4 358.7
Accounts receivable and prepayments 425.1 3405
Inventories 183.6 155.2
Total current assets 2,979.6 1,656.9
Property, plant and equipment 401.1 353.5
Intangible assets 2,124.6 1,999.9
Other non-current assets 858.4 642.7
Total assets 6,363.7 4,653.0
Liabilities and Shareholders’ Equity :
Current liabilities 9488 5525
Other liabilities 131.9° 3370
Deferred revenue :316.1 - 414:.7
Long term and convertible debt 1,677.8 1,375.6
Minority interest 52 0.4)

3,079.8 2,376.1
Shareholders’ Equity
Share capital 19.9 187
Additional paid-in capital 4,534.6 3,906.0
Retained eamings and other reserves (1,270.6) (1,647.8)
Shareholders’ equity 3,283.9 2,276.9
Total liabilities and shareholders’ equity 6,363.7 4,653.0 -
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Year Ended December 31,
2000 1999
$000s $000s
Cash flows from operating activities:
Net income/(loss) 342.8 (294.5) 303.4
Adjustments to reconcile net income/(loss) to net cash provided by operating activities: -
Cumulative effect of accounting change for implementation of SAB 101 — 344.0 —
SFAS No. 133 accounting for derivatives (34.2) — —
Amortisation of deferred revenue {98.6) 70.7 -
Acquisition of in-process research and development — 246.0 84.8
Depreciation and amortisation 177.6 158.5 117.5
Accrued interest expense on loan notes 46.9 .29.2 283
Gain on sale of marketable investment securities (93.3) (68.3) (33.9) .
Disposals/write-down of assets and investments (net) 334.4 76.2 0.3
Net changes in assets and liabilities: . L
Decrease/(increase) in receivables 22,5 (108.0) (59.8) .
Increase in inventories (37.6) 41.5) (36.1) .
(Decrease)/increase in accounts payable and accruals (124.0) (22.6) 71.4
Other 6.1 16.6 05 .
Net cash provided by operating activities 542.6 406.3 <4764
Cash flows from investing activities: RS L L i
Proceeds from disposal of property, plant and equipment 2.0 19.8 . o i_l_.7k ;
Purchase of property, plant and equipment (120.8) (73.8) (94.2) -
Purchase of investments (640.7)  : (390.8) (386.1) -
Proceeds from disposal of investments 3394 259.3 2615
Purchase of marketable investment securities {524.2) (146.3) (178.1)
Sale and maturity of marketable investment securities 3317 189.7 117.9 ¢
Purchase of intangible assets {295.0). (131:8) (161.0) -
Proceeds from disposal of intangible assets 11.2 — —
Other —_ — L(5.5)
Part disposal of subsidiary 41.9 — _—
Acquisition of subsidiaries primarily represented by: :
Goodwill and other intangible assets arising on acquisitions (9.5) T (112.1) (180.1) .
Net cash used in investing activities (864.0) (386.0) - - (613:9)
Cash flows from financing activities: - ‘
Proceeds from sale of share capital 304.8 914 423
Purchase of treasury stock — — (18.2)
Proceeds from sale of treasury stock — — 5.0 -
Repayment of loans (2055)  (495.4) {118.3)
Issue of loan notes 650.0 e =
Bank loans 342.8 200:0 1252
Net cash provided by financing activities 1,092.1 (204.0) . 36.0
Effect of exchange rate changes on cash (0.7) 0:8) 04
Net increase/(decrease) in cash and cash equivalents 770.0 (184.5) (101.9) -
Cash and cash equivalents at beginning of vear 8025 987.0 . -1 1,088.9
Cash and cash equivalents at end of year 15725 802.5 987.0. .
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Rex YIS R [ A
s Dieountbor At 31 December
: k3 2000
Sy $m
Cash and liquid resources (Irish GAAP) 1,819.5 V983.9
Non-consolidated subsidiaries cash balances (156.8) (182.1)
Marketable investments (90.2) —
Other ' — 0.7
Cash and cash equivalents (US GAAP) 1,572.5 802.5
§ s F1TS CASTY

For the purposes of US GAAP, the following information on marketable investment securities is presented in accordance with the requirements

of SFAS No. 115.

Trading securities s :
Debt 940 35
Equity 1086 . . 60.2
2026, 637
Available for sale securities . :
Debt 258.0 55.5
Equity 305.3 257.1 -
5633. 3126 |
Held to maturity securities -57.8 . 713
Total marketable investment securities (current and non-current) 823.7 447.6

The cash inflows arising from the sale of marketable investment securities were $331.7 million, $189.7 million and $117.9 million in 2001,
2000 and 1999, respectively. The cash outflows arising from the purchase of marketable investment securities were $524.2 million, $146.3
million and $178.1 million in 2001, 2000 and 1999, respectively.
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Available for sale securities at 31 December 2001 and 2000 are analysed as follows:

Unrealised Unrealised Fair |

Cost Gains Losses Value
At 31 December 2001 |
Equity securities | 2821 46.8 . (236) 305.3
Debt securities | 2284 31.9 23) 258.0
At 31 December 2000 ; _ o
Equity securities D231 - 31 41 . 2571
Debt securities 466 10.0 1.1 555

:

Available for sale securities consist of equity and debt securities. The net unrealised holding gains on available for sale equity securities as

at 31 December 2001, 31 December 2000 and 31 December 1999 were $23.2 million, $18.0 million and $10.6 miflion, respectively. The net
unrealised holding gains on available for sale debt securities as at 31 December 2001, 31 December 2000 and 31 December 1999, were
$29.6 million, $8.9 million and $7.1 million, respectively. The cash inflows arising from sales of available for sale securities during 2001,
2000 and 1999 were $188.4 million, $106.4 million and $66.6 million, respectively. The cash outflows arising from purchases of available
for sale securities during 2001, 2000 and 1999 were $260.5 mitlion, $40.5 million and $85.2 million, respectively.

Based on fair value, the maturity of debt securities classified as available for sale at 31 December 2001 was $10.7 million within one year,
$117.3 miilion within one to five years and $130.0 mifiion between five and ten years. The maturity of debt securities classified as available
for sale at 31 December 2000 was $2.5 million within one year, $28.3 million within one to five years and $24.7 million between five and
ten years. Based on cost, the maturity of debt securities classified as available for sale at 31 December 2001 was $11.0 million within one
year, $98.5 million within one to five years and $118.9 million between five and ten years. The maturity of debt securities classified as
available for sale at 31 December 2000 was $3.0 million within one year, $18.9 million within one to five years and $24.7 million between
five and ten years.

The gross realised gains on available for sale securities for 2001, 2000 and 1999 were $53.1 million, $92.8 million and $20.0 million,
respectively. The gross realised losses on available for sale securities in 2001, 2000 and 1393 were $2.2 million, $1.0 miliion and $6.1 million,
respectively. The cost basis for determining realised gains and losses is based on cost.

Elan has accounted for available for sale debt securities at fair value in 2001. The fair value of these debt securities was approximately
$258.0 million and $55.5 million as of 31 December 2001 and 31 December 2000, respectively. The original cost of these debt securities
was $228.4 million and $46.6 million as of 31 December 2001 and 31 December 2000, respectively. These debt securities have been
disclosed in this note in accordance with the disclosure requirements of SFAS No. 115,

Elan has accounted for certain free-standing warrants and embedded derivatives in accordance with SFAS No. 133 in 2001, resulting in a
cumulative catch up adjustment of $7.8 million as at 1 January 2001 and a fair value movement of $21.2 million for 2001. These derivatives
had a fair value of $53.6 million at 31 December 2001. Prior to 2001, Elan has accounted for free-standing available for sale warrants and
debt at cost. They were not accounted for at fair vatue in the Irish GAAP to US GAAP reconciliation of either shareholders’ equity or net income,
as Elan believed the differences were not material to either its financial position or resutts of operations for 2000 or 1999, respectively. The fair
value of these free-standing warrants was approximately $16.0 million and $8.0 million at 31 December 2000 and 31 December 1999,
respectively. ‘The original cost of these free-standing warrants was $2.0 million and $2.0 million at 31 December 2000 and 31 December 1999,
respectively. The increase in fair value of these warrants was not considered material to Elan's financial condition and-results of operaticns for
2000 and 1889, respectively. The fair value of these debt securities was approximately $55.5 million and $72.0 million at 31 December 2000
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and 31 December 1999, respectively. The original cost of available for sale debt securities was $46.6 million and $64.9 million at

31 December 2000 and 31 December 1999, respectively. These debt securities have been disclosed in this note in accordance with the
disclosure requirements of SFAS No. 115. The increase in the fair value of these debt securities was not considered material to Elan’s
financial condition and results of operations for 2000 and 1999, respectively.

Held to maturiyy

The fair value of held to maturity securities approximated their cost as of 31 December 2001 and 31 December 2000.

Based on amortised cost, the maturity of fixed income securities classified as held to maturity at 31 December 2001 were $32.5 million
within one year and $25.3 million within one to five years, respectively. The maturity of fixed income securities classified as held to maturity
at 31 December 2000 were $37.9 million within one year and $33.4 million within one to five years, respectively. The cash inflows arising
from maturities of held to maturity securities during 2001, 2000 and 1999 were $87.0 million, $79.0 million and $47.0 million, respectively.
The cash outflows arising from purchases of held to maturity securities during 2001, 2000 and 1999 were $73.5 million, $78.5 million and

$82.5 million, respectively.

Tradting socuritdon
The unrealised gains included in earnings for 2001, 2000 and 1999 were $7.7 million, $21.9 miliion and $10.8 million, respectively. The
unrealised losses included in earnings for 2001, 2000 and 1999 were $2.7 million, $Nil and $Nil, respectively.

Pension and Poat-lotiroment Bonefies (018 GAAW

For the purposes of US GAAP, the pension costs of the major Irish retirement plans have been restated in the following tables in accordance
with the requirements of SFAS No. 132. The Company funds the pension entitlements of certain employees through defined benefit plans. Two
plans are operated for Irish employees. In general, on retirement, a member is entitled to a pension calculated at 1/60th of final pensionable
salary for each year of pensionable service, subject to a maximum of 40 years. These plans are managed externally and the related pension
costs and liabilities are assessed in accordance with the advice of professionally qualified actuaries. The investments of the plans as at

31 December 2001 consisted of units held in independently administered funds.

2000 , 1999
$m $m

Change in benefit obligation:

Benefit obligation at beginning of year 154 13.0 10.5

Service cost 1.2 1.1 12
Interest cost 0.9 0.7 - 086
Plan participants’ contributions 1.4 11 09
Actuarial gain 15 04 0.6
02 (02 -

Benefits paid
(0.9) 0.7 0.8)

197 154 130

Foreign currency exchange rate changes

Benefit obligation at end of year

‘‘‘‘‘‘
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At December 31

2000
Change in plan assets: B $m
Fair value of plan assets at beginning of year 174 16.2
Actual return on plan assets 0.9 {0.4)
Employer contribution 1.9 17
Plan participants’ contributions 14 11
Benefits paid 0.2 (0.2)
Foreign currency exchange rate changes (1.0) “(L.0)
Fair value of plan assets at end of year 19.0 17.4
Funded status - (0.7) 2.0
Unrecognised net actuarial gain 5.5 1.6
Unamortised prior service cost 0.9 1.0
Unrecognised transition obligation —_ 0.1
Prepaid benefit cost 5.7 47
L2001 52000 01999

The net periodic pension cost was comprised of the following: Sme $m $m
Service cost 12 11 R
Interest cost 0.9 0.7 0.7; :
Expected retumn on plan assets (1.6)- (1.4)» {1.1)
Amortisation of prior service cost 0.1 01 —

06 05 0.8

Net periodic pension cost

The weighted average assumptions used in the calculation of the pension.cost for 2001 were a discount rate of 6% (2000: 6.25%), an

expected return on plan assets of 9% (2000: 9%) and a 4% (2000: 4.25%) rate of compensation increase.

In addition, Elan operates a number of defined contribution pension plans, primarily for employees outside of Ireland. The costs of these
plans are charged to the income statement in the period they are incurred. The pension cost for these plans was $9.9 million, $7.3 million

and $2.6 million for 2001, 2000 and 1999, respectively.
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Elan grants options to employees under the Group's stock option plans. These options are granted at fixed exercise prices equal to the
market value on the date of grant.

The Company applies APB 25 in accounting for its stock option plans and, accordingly under US GAAP, no compensation expense is recognised
when stock options are initially granted to employees as the exercise price is equal to the market price on the date of grant. If the Company
determined compensation cost based on the fair value at the grant date for its stock options under SFAS No. 123, the effect on net income

under US GAAP is as shown below.

20m 2000 1999

w1y ) $m $m
Net income/(loss) under US GAAP as reported : 3428 - (294.5) 303.4
Compensation cost (156.5) (113.2) (72.2)
Pro-forma net income/(1oss) 186.3 (407.7) 231.2

Basic earnings/(loss) per Ordinary Share

As reported $ 102 $ (094 $1.02
Pro-forma $ 055 S$(1.30) - $0.78
Diluted earnings/(loss) per Ordinary Share i o e
As reported $ 095 $.094)77 8097
Pro-forma $°052 . $(L30) %074 ¢

The weighted average fair value of the individual options granted during the years ended 31 December 2001, 2000 and 1999 is estimated
as $21.47, $17.79 and $12.33, respectively, on the date of grant. The fair value of options granted was estimated using the Black-Scholes
option-pricing model with the following weighted average assumptions:

Lo 2000 1999 |
Risk-free interest rate L 347% 5.98% 4.76% |
Volatility © | 4699% | 46.66% - 42.71%.
Dividend yield © Nl Nit N
Expected life (years) 4.1 .38 50
1 #
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The selected financial data set forth below as of and for the years ended 31 December 2001, 2000, 1999, 1998 and 1397 have been derived
from Elan’s audited Consolidated Financial Statements, which have been restated under US GAAP to incorporate the results of Dura. Such
audited Consclidated Financial Statements of Elan have been audited by KPMG, Chartered Accountants, who have placed reliance on the opinion
of Deloitte and Touche, LLP, with respect to their audits of the US Financial Statements of Dura for each of the years ended 31 December
2000, 1999, 1998 and 1997, respectively. The selected financial data should be read in conjunction with, and are qualified in their entirety

by reference to, the Consolidated Financial Statements of the Company and the Notes thereto, which are included elsewhere in this document.

Operating income and net income in 2001 includes $7.8 million income relating to the cumulative catch up adjustment for the implementation
of SFAS No. 133.

Chrestsrs iy v A AT

The selected financial data under US GAAP has been restated to take into account the merger with Dura which was accounted for using
pooling of interests accounting.

Year Ended Year Ended Year Ended Year Ended
.31 December 31 December 31 December 31 Decem}ber» :
2000 1999 1998 1997
~ {(8m, except per share data) . : :
Income Statement Data: s : ; SEI
Total revenue 1,862.5 15214 13125 0 8788 U 5686
Operating income/{loss) 195.5(1) (79.9)3 .. 271.50) 1,191.7)® IR X Tt
Net income/(loss) 34280 (2945 . 30340 11907 0 77.90) -
Basic earnings/(loss) per Ordinary Share® $..1020 0§ (09H® T § 1020 0§ (446 L $0340)
Diluted eamings/(loss) per Ordinary Share® $ 095 $ (090)® . § 0976 $ (442)® UE 0310
— N
1" At At At . S At ;
31 December 31 December 31 December 31 Deéeinbe_r :'

2000 1999 1998 L1997

(%11, except share data)

Balance Sheet Data:
Cash, cash equivalents and marketable . K
investment securities 2,396.2 1,250.1 " 1,285.6 1,276.0 s 928.3

Total assets 6,363.7 4,653.0 3,871.7 3,279.2 ~1,916.0
Long term liabilities 1,677.8 1,375.6 1,586.0 1,615.1 622.1
Total shareholders’ equity 3,283.9 2,276.9 . . 1,751.1 1,367.3 ... +::.1,180.0.
Number of shares outstanding 349.8 © 325 298.8 2937 .. 2389

. After other charges of $362.9 million primarily relating to asset write-doun: costs, severance, rationalisation, integration and sinular costs.

. After other charges of $362.9 million primarily relating to asset write-down costs, severance, rationalisation, integration and sinilar costs and after $7.8 million relating to the cunulative catch up
adjustinent for the implenientation of SFAS No. 133.

After other charges of $445.7 willion primarify relating to the acquisition of IPR&D), merger costs, rationalisation, integration and similar costs.

After otirer charges of $445.7 willion privarily reluting to the nequisition of IPRED), merger costs, rationalisation. itegration and sinilar costs and after 3344.0 million relating to the cunidative
adjustment for the implenentation of SAB 101, ’

After other charges of $88.6 million privnarily relating to the acguisition of IPR&D.

After other charges of $1,423.7 suiltion primarily relating to the acquisition of IPR&D, rationnlisation and integration costs, a loss on a sale of a business and a contribution fo Axagen.

After other charges of $121.0nillion primarily reluting to the acquisition of IPRED and the acquisition of purchase options.

. Eamings per share is based on the weighted average number of outstanding Ordinary Shares aud the effect of potential dilutive securities including options, warrants and convertible securities.
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Year Ended Year Ended Year Ended Year Ended
31 December 31 December 31 December 31 December
2000 i 1999 1998 1997

(%, except per share data)
Profit and Loss Account Data:

Total revenue ' 1,740.7 1,302.0 1,007.8 676.7 389.2
Operating (loss)/profit (829.7)1) 296.3@ 309.5 148,169 140.6
Retained (loss)/profit (887.2)(2) 342.14 3359 146.4%) 179.6
Basic (loss)/earnings per Ordinary Share(®) $ (2.64)@ $ 1199 $ 126 - $ 06206 $ 0.90
Diluted (loss)/eamings per Ordinary Share”) $ (2.64)@ $ 1104 $ 119 $ 0.56% $ 081
At : At At . At At
31 December 31 December 31 December 31 December
2000 1999 1998 . 1997
(Sm, except share dataj

Balance Sheet Data: . . :
Working capital 1,2235 940.7 TS3T . 95207 5536
Total assets 194396 . 80968 Cuoge7a2 U 37994 G 11528
Long term liabilities 3,048.2 2,157.6 1,550.9 | 1,234.7. S0
Total shareholders’ equity 5,0545 53155 26876 . 23321 7704
Number of shares outstanding 349.8 3225 269.1 264.0 208.3

[

. After exceptional items of $957.8 million primarily relating to a write-doun of ucquired intellectual property, asset write-downs. severance, rationalisation, integration and sinular costs and product
rationalisations.

2. After exceptional items of $964.6 million priniarily relating to a write-down of acquired intellectual property. asset write-downs, investient write-downs, severance, rationalisation. infegration and similar

costs and product rationalisations .

After exceptional items of $79.3 million primarily relating to sevemnce, rationalisation, integration and sinilar costs, a product withdriwal and asset write-dounts,

. After exceptional items of $113.6 mnillion priarnily relating to severance and mtionalisation costs, a product withdrawal and asset write-downs.

. After exceptionnl iteins of $98.8 million pritnarily relating to a contribution of $67.5 nullion to Axogen and a charge of $31.3 million relating to the rationalisation and integration of acquisitions.

. After exceptional items of $112.6 million primarily relating to a contribution of $67.5 million to Axogen, n charge of $41.8 million relating to the rationalisation and integration of acquisitions and a
charge of $3.3 million related to a loss on disposul of fnvestments.

7. Earniugs per share is bascd on the weighted average munber of outstanding Ordinary Shares and the effect of potential dilutive securities including options, warrants and convertible securities.

(SRS N
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Elan has not paid cash dividends on its Ordinary Shares in the past. The declaration of any cash dividends will be at the recommendation of
Elan‘s board of directors. The recommendations of Elan‘s board of directors will depend upon the earnings, capital requirements and financial
condition of Elan and other relevant factors. Although Elan does nct anticipate that it will pay any cash dividends on its Ordinary Shares in
the foreseeable future, Elan expects that its board of directors will review Elan’s dividend policy on a regular basis. Dividends may be paid on
Elan‘s Executive Shares and ‘B' Executive Shares at a time when no dividends are being paid on the Ordinary Shares. For additional information
regarding the Executive Shares and ‘B’ Executive Shares, please refer to Note 17 to the Consolidated Financial Statements.

Moturs of Trading Marked
Elan ADSs are traded on the NYSE under the symbol “ELN". The following table sets forth the high and low per share sales prices of the
Elan ADSs on the NYSE Composite Tape for the periods indicated as reported in published financial sources.

High Low

$ $
1997 28.44 15.00
1998 37.97 24.06
1999 ‘ 43563 21.25
2000 - Quarter 1 4825 26,00
— Quarter 2 49.00 ... 36.50
— Quarter 3 .59.88 46.25.
~ Quarter 4 6013 43.25
2001 - Quarter 1 , ‘57.80. 4275
- Quarter 2 ' 65.00 47.85
- Quarter 3 62.85 . 41.50.
- October 52.00 44.36"
- November 46.80 39.35
- December 46.24 40.25
2002 - January 45.18: 22:40
~ February 3015 12017
- March 1595 13.00
- April 13.97 1040
- May’ 1260 9.06

s s e

Elan’s Crdinary Shares are also traded in Dublin on the Official List of the Irish Stock Exchange and in London on the Official List of the
London Stock Exchange. The volume of trading in Elan’s Ordinary Shares on such markets is limited.

A total of 350,394,380 Ordinary Shares of Elan were issued and outstanding at 31 May 2002, of which 1,150 Ordinary Shares were
held by holders of record in the United States, excluding shares held in the form of American Depositary Receipts ("ADRs”). 314,895,241
Ordinary Shares were represented by Elan ADSs, evidenced by ADRs issued by The Bank of New York, as depositary, pursuant to a deposit
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agreement. At 31 May 2002, the number of holders of record of Ordinary Shares was 4,341, which includes six holders of record in the
United States, and the number of registered holders of ADRs in the United States was 4,129, Because certain of these Ordinary Shares and
ADRs were held by brokers or other nominees, the number of holders of record or registered holders in the United States and Ireland is not
representative of the number of beneficial holders or of the residence of beneficial holders.

American Depositary Warrant Shares ("ADWSs”) representing warrants to purchase Elan ADSs, traded on the NYSE under the symbol
"ELNWSA” ("A-Series Warrants”). These warrants expired on 31 December 2001. The ADWSs representing A-Series Warrants were evidenced
by American Depositary Warrant Receipts issued by The Bank of New York, as depositary, under a deposit agreement. Each A-Series Warrant
was exercisable for two Elan ADSs at an exercise price of $37.54. A second series of ADWSs, representing warrants to purchase Elan ADSs,
trade on the NYSE under the symbol "ELNWSB” (“B-Series Warrants”). The ADWSs representing B-Series Warrants are evidenced by
American Depositary Warrant Receipts issued by The Bank of New York, as depositary, under a deposit agreement. Each B-Series Warrant

is exercisable for two Elan ADSs at an exercise price of $65.01. The following table sets forth the high and low sales prices per ADWS
representing both A-Series Warrants and B-Series Warrants on the NYSE Composite Tape for the periods indicated as reported in published
financial sources.

A-Series Warrants B-Series Warrants \
High - Low-  “High Low
$ $ S8 3
2000 - Quarter 1 59.75 25.50. - 4335  .24.00 .
~ Quarter 2 6156 4219 - 43250 ¢ 4075
- Quarter 3 8400 - 59.25 6538 . 4275
- Quarter 4 | 8350 54,00 65.75. 4050
2001 - Quarter 1 7850 - 51.38 60.00 . . 37.56-
— Quarter 2 . 92.50 61.24 . 68.40 45,00
— Quarter 3 87.50 48.30 63.19 34.00
- October 6355 . 53.20 47.50 36.20
- November 55.61 . 42,50 . 39.00 - 29.50
~ December 52.01 44.30° 39.50 32.00
2002 - January - — 3420 . 1100
- February — —_ 13.35 1.20
- March = = 370 0200
- April - — 180 1.00
- May — — 1.04 0.35

A total of 1,247,250 ADWSs representing B-Series Warrants were issued and outstanding as of 31 May 2002 and were heid by 99 holders
of record as of that date. Because some ADWSs representing B-Series Warrants were held by brokers and other nominees, the number of
holders of record or registered holders is not representative of the number of beneficial holders.

In connection with the acquisition of Dura, Elan acquired two additiona! series of warrants to purchase Elan ADSs, trading on Nasdag under
the symbols “ELANZ™ (“Z-Series Warrants"), formerly traded under the symbol “DURAZ”, and “ELANW" (“W-Series Warrants”), formerly
traded under the symbol “DURAW". Each Z-Series Warrant is exercisable for 0.1276 of an Elan ADS at an exercise price of $26.72 per Elan
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ADS. Each W-Series Warrant is exercisable for 0.1679 of an Elan ADS at an exercise price of $81.67 per Elan ADS. CVRs trade on the Nasdaq
under the symbol “LCVRZ". The CVRs began trading on 15 May 2000. The following table sets forth the high and low sales prices for
Z-Series Warrants, W-Series Warrants and for CVRs for the pericds indicated as reported in published financial sources.

Z-Series W-Series CVRs
High Low ~ High Low High Low
$ $ $ 3 $ $
2001 - Quarter 1 5.19 319 . 1.06 0.41 1.56 0.75
- Quarter 2 5.45 3.95 1.00 0.40 144 0.22
— Quarter 3 . 5.10 2.75 0.94 0.16 0.24 0.10
- October 3.85 330 039 0.17 021 - 0.08
- November 3.40 258 0.36 0.15 017 0.10
- December 3.60 2.88 0.24 0.10 0.16 0.11
2002 - January 3.60 1.15 0.22 0.01 ©.0.14 0.08
- February 1.85 0.35 0.06 0.01 0:10 0.03
- March 0.90 0.44 0.06 0.02 0.06 0.02
- April .0.64 0.44 005 - 003 008 . 0.04
- May 060 044 0.04 ©  :0.02 006 . 0:01 .

A total of 43,057,544 CVRs were either issued and outstanding or issuable as of 31 May 2002 and were held by 604 holders of record as of
that date. Because some of these CVRs were held by brokers or other nominees, the number of holders of record is not representative of the
number of beneficial holders.

GErs

i vl ey | Socurine M

Irish exchange control regulations ceased to apply from and after 31 December 1992. Except as indicated below, there are no restrictions
on nen-residents of Ireland dealing in domestic securities, which includes shares or depositary receipts of Irish companies such as Elan.
Except as indicated below, dividends and redemption proceeds also continue to be freely transferable to non-resident holders of such
securities. The Financial Transfers Act, 1992, gives power to the Minister for Finance of Ireland to make provision for the restriction of
financial transfers between reland and other countries. Financial transfers are broadly defined and include all transfers which would be
movements of capital or payments within the meaning of the treaties governing the member states of the Eurcpean Union. The acquisition
or disposal of ADRs representing shares issued by an Irish incorporated company and associated payments falls within this definition. In
addition, dividends or payments on redemption or purchase of shares and payments on a liquidation of an Irish incorporated company
would fall within this definition.

Any transfer of, or payment in respect of, an ADS involving the government of any country which is currently the subject of United Nations
sanctions, any person or body controlled by any of the foregoing, or by any person acting on behalf of the foregoing, may be subject to
restrictions pursuant to such sanctions as implemented into Irish law. Currently, there are orders in force by the Minister for Finance of
ireland under the Financial Transfers Act, 1992, including restrictions applicable to Angola, Federal Republic of Yugoslavia, Republic of Serbia,
Iraq and Afghanistan. In addition to the prohibitions on financial transfers referred to above, there are alsc a number of Ministerial Orders
prohibiting the supply of certain products and services to a number of states. At present, these restrictions apply to Angola and the Federal
Republic of Yugoslavia (Serbia and Montenegro and certain areas of the Republics of Croatia and Bosnia—Herzegovina), Afghanistan, Liberia,
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iraq, Myanmar (formerly Burma) and Zimbabwe. Elan does not anticipate that orders under the Financial Transfers Act, 1992, or United
Nations sanctions implemented into irish law will have a material effect on its business.

PITREY AAMRLIOnN

The following is a general description of Irish taxation inclusive of certain Irish tax consequences to United States Holders (as defined below)
of the purchase, ownership and disposition of Elan ADSs or Ordinary Shares. As used herein, references to the Elan Ordinary Shares include
Elan ADSs representing such Elan Ordinary Shares, unless the tax treatment of the Elan ADSs and Ordinary Shares has been specifically
differentiated. This description is for general information purposes only and does not purport to be a comprehensive description of all the
Irish tax considerations that may be relevant in a United States Holder's decision to purchase, hold or dispose of Elan Ordinary Shares. It is
based on the various Irish Taxation Acts, all as in effect on 31 March 2002 and all of which are subject to change (possibly on a retroactive
basis). The Irish tax treatment of a United States Holder of Elan Ordinary Shares may vary depending upon such holder's particular situation,
and holders or prospective purchasers of Elan Ordinary Shares are advised to consult their own tax advisors as to the Irish or other tax

consequences of the purchase, ownership and disposition of Elan Ordinary Shares.

Friedy

For the purposes of this tax description, a “United States Holder” is a holder of Elan Ordinary Shares that is: (i} a citizen or resident of the
United States; (i} @ corporation or partnership created or organised in or under the laws of the United States or of any political subdivision
thereof; (iii) an estate, the income of which is subject to United States federal income taxation regardless of its source; or (iv) a trust, if a
United States court is able to exercise primary supervision over the administration of such trust and one or more United States persons have
the authority to controtl all substantial decisions of such trust.

ake beeonto

Elan is a public limited company incorporated, and resident for tax purposes, in Ireland. Under current Irish legislation, a company is regarded
as resident for tax purposes in Ireland if it is centrally managed and controlled in ireland, or, in certain circumstances, if it is incorporated in
Irefand. The Taxes Consolidation Act, 1997, provides that a company which is resident in Ireland and which is not resident elsewhere shall be
entitled to have any income from a qualifying patent disregarded for taxation purposes. The legislation does not provide a termination date
for this relief. A qualifying patent means a patent in relation to which the research, planning, processing, experimenting, testing, devising,
designing, developing or similar activities leading to the invention which is the subject of the patent were carried out in Ireland. Income
from a qualifying patent means any royalty or other sum paid in respect of the use of the invention to which the qualifying patent relates,
including any sum paid for the grant of a licence to exercise rights under such patent, where that royaity or other sum is paid, for the purpose
of activities which would be regarded under Irish law as the manufacture of goods (to the extent that the payment does not exceed an
arms-length rate), or by a person who is not connected with Elan. Accordingly, Elan’s income from such qualifying patents is disregarded

for taxation purposes in Ireland. Any Irish manufacturing income of Elan and its subsidiaries is taxable at the rate of 10% in Ireland untit

31 December 2010. Income arising from qualifying activities in Elan’s Shannon-certified subsidiary is taxable at the rate of 10% in lreland
until 31 December 2005. From 1 January 20086, it is anticipated, based on irish legislation currently enacted, that such income will be
taxable at a rate of 12.5%. Any trading income of Elan which does not qualify for the patent exemption or the 10% rate of tax is taxable
at the Irish corporation tax rate of 16% (which is reducing to a rate of 12.5% from 1 January 2003) in respect of trading income for the

year 2002. Non-trading income is taxable at 25%.

{avation of Dorpoe
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A person who is neither resident nor ordinarily resident in Ireland and who does not carry on a trade in Ireland through a branch or agency
will not be subject to irish capital gains tax on the disposal of Elan Ordinary Shares. Unless exempted, all dividends paid by Elan other than
dividends paid out of exempt patent income, will be subject to Irish withholding tax at the standard rate of income tax in force at the
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time the dividend is paid, currently 20%. An individual shareholder resident in a country with which Ireland has a double tax treaty, which
includes the United States, or in @ member state of the European Union, other than lreland (together, a "Relevant Territory”), will be exempt
from withholding tax provided he or she makes the requisite declaration.

Corporate shareholders who: (i) are ultimately controlled by residents of a Relevant Territory; (i) are resident in a Relevant Territory and are
not controlled by Irish residents; (iii) have the principal class of their shares, or of a 75% parent, traded on a stock exchange in a Relevant
Territory; or (iv) are wholly owned by two or more companies, each of whose principal class of shares is substantially and regularly traded on
one or more recognised stock exchanges in a Relevant Territory or Territories, will be exempt from withholding tax on the production of the
appropriate certificates and declarations.

Holders of Elan ADSs will be exempt from withholding tax if they are beneficially entitled to the dividend and their address on the register of
depositary shares maintained by the depositary is in the United States, provided that the depositary has been authorised by the Irish Revenue
Commissioners as a qualifying intermediary and provided the appropriate declaration is made by the holders of the ADSs. Where such
withholding is made, it will satisfy the Hability to Irish tax of the shareholder except in certain circumstances where an individual shareholder
may have an additional liability. A charge to Irish social security taxes and other levies can arise for individuals. However, under the Social
Welfare Agreement between Ireland and the United States, an individual who is liable for United States social security contributions can
normally claim exemption from these taxes and levies.
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A gift or inheritance of Elan Ordinary Shares will be and, in the case of Elan warrants or ADWSs representing such Elan warrants, may be, within
the charge to Irish capital acquisitions tax, notwithstanding that the person from whom the gift or inheritance is received is domiciled or resident
outside Ireland. Capital acquisitions tax is charged at the rate of 20% above & tax free threshold. This tax free threshold is determined by the
relationship between the donor and the successor or donee. It is also affected by the amount of the current benefit and previous benefits taken
since 5 December 1991 from persons within the same capital acquisitions tax relationship category. Gifts and inheritances between spouses are
not subject to capital acquisitions tax.

The Estate Tax Convention between Ireland and the United States generally provides for Irish capital acquisitions tax paid on inheritances in
Ireland to be credited against tax payable in the United States and for tax paid in the United States to be credited against tax payable in Ireland,
based on priority rules set forth in the Estate Tax Convention, in a case where Elan warrants, Elan ADWSs, Elan ADSs or Elan Ordinary Shares
are subject to both Irish capital acquisitions tax with respect to inheritance and United States Federal estate tax. The Estate Tax Convention
does not apply to Irish capital acquisitions tax paid on gifts.

Irieh Starn Dhoiy

Under current Irish law, no stamp duty, currently at the rate and on the amount referred to below, will be payable by United States Holders
on the issue of Elan ADSs, Elan Ordinary Shares or Elan ADWSs. Under current Irish law, no stamp duty will be payable on the acquisition of
Elan ADWSs or Elan ADSs by persons purchasing such Elan ADWSs or Elan ADSs or any subsequent transfer of an Elan ADWS or Elan ADS.
A transfer of Elan Ordinary Shares, whether on sale, in contemplation of a sale or by way of gift will attract duty at the rate of 1% on the
consideration given or, where the purchase price is inadequate or unascertainable, on the market value of the shares. Similarly, any such
transfer of a warrant may attract duty at the rate of 1%. Transfers of Ordinary Shares which are not liable to duty at the rate of 1% are
exempt unless the transfer is by way of security, in which event there is a potential maximum charge of €630. The person accountable for
payment of stamp duty is the transferee or, in the case of a transfer by way of gift or for a consideration less than the market value, all
parties to the transfer. Stamp duty is normally payable within 30 days after the date of execution of the transfer. Late or inadequate payment
of stamp duty will result in a liability to pay interest penalties and fines.
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You should carefully consider all of the information set forth in this annual report, including the following risk factors. The risks below are
not the only ones we face. Additional risks not currently known to us or that we presently deem immaterial may also impair our business
operations. Our business, financial condition and results of operations could be materially adversely affected by any of these risks. This annual
report also contains forward-looking statements that involve risks and uncertainties. Any forward-looking statements are not guarantees

of future performance and actual results, developments and business decisions may differ materially from those contemplated by such
forward-looking statements as a result of certain risks and uncertainties, including those described below. For additional information,
please refer to “Special Notice Regarding Forward-Looking Statements”.

Lproce
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We and certain of our officers and directors have been named as defendants in more than thirty purported class actions filed in the United
States District Court for the Southern District of New York, the Northern District of Georgia and the Southern District of California commencing
on or about 4 February 2002. The complaints in these purported class actions allege claims under the US federal securities laws, specifically
Sections 10(b) and 20(a) of the 1934 Act and Rule 10b-5 promulgated thereunder. They allege claims on behalf of classes of persons and
entities who purchased securities of the Company during periods of time commencing on dates ranging from 30 April 1999 through

23 April 2001 and ending on dates ranging from 29 January 2002 through 7 March 2002. In addition to the Company, defendants named
in one or more of the actions include Mr Geaney, Mr Groom, Mr Lynch, Mr Cooke, Mr Clark and Mr Daniel, and KPMG LLP and an entity
identified as “KPMG". The complaints allege that the Company’s financial statements were not in accordance with generally accepted
accounting principles, and that the defendants disseminated materially false and misleading information concerning the Company’s business
and financial results, with respect to the Company’s investments in certain business ventures and business venture partners and the licence
fees and research revenues received from the business ventures; the accounting for proceeds from the Company’s sales of certain product
lines; the accounting for certain qualified special purpose entities; and certain alleged related-party transactions. The Company and certain of
its officers and directors are also named as defendants in (i) a purported class action filed on or about 8 February 2002 in the United States
District Court for the Southern District of California on behalf of a class of persons and entities who held stock in Dura and Liposome and
exchanged such stock for ADSs in Elan pursuant to those companies’ mergers with the Company in 2000, and (i) a purported class action
filed on or about 19 April 2002 in the United States District Court for the Eastern District of Missouri on behalf of a class of persons and
entities who held stock in Dura and exchanged such stock for ADSs in Elan pursuant to Elan’s merger with Dura in 2000. These purported
class actions relate generally to the same factual matters as the actions referred to above but allege claims under Sections 11, 12 and 15

of the Securities Act of 1933, as amended (the "1933 Act”); the action filed in the Eastern District of Missouri also alleges claims under
Sections 10, 14 and 20 of the 1334 Act. Among other relief, these actions seek compensatory damages, and the actions alleging claims
under the 1933 Act also seek recission on behalf of the members of the class still holding their ADSs and recission damages on behalf of the
members of the class who have sold their ADSs. in addition, the action filed in the Eastern District of Missouri also seeks the issuance of
additional Elan stock to members of the class. All the foregoing actions that were filed outside New York have been dismissed or transferred

to the Southern District of New York.

The Company is a nominal defendant in two derivative actions filed against the directors and certain officers of the Company on or about -
14 March 2002 and 20 March 2002 in the Superior Court of the State of California, County of San Diego. The complaints contain allegations
similar to those set forth in the foregoing actions, but allege, among other things, that the defendant officers and directors breached their
duties to the Company by causing the Company to undertake the actions alleged in the complaint. Among other retief, the actions seek
damages against the defendant officers and directors on behalf of the Company. The Company removed these actions to the United States
District Court for the Southern District of California on or about 22 April 2002, Plaintiffs motion to remand one of the actions to the

California Superior Court is pending.
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The Company is the subject of an ongoing investigation by the SEC commenced on or about 12 February 2002, which the Company
believes relates primarily to the issues raised in the litigation described above.

We do not believe that it is feasible to predict or determine the final outcome of these actions or the investigation cr to estimate the amounts
or potential range of loss, if any, with respect to the resolution of the actions or the investigation. Iin addition, the timing of the final resolution
of the actions and the investigation is uncertain. The possible outcome or resolution of the actions could require substantial payments

by us. We believe that an adverse outcome with respect to the actions or the investigation could have a material adverse effect on our
business, financial condition, results of operations and liquidity.

In addition, these actions, the investigation and other events, such as the decline in price of our shares and the downgrade of our debt
rating, have materially adversely affected our ability to access sources of external financing for our business. As a result, our ability to meet
our longer-term liquidity requirements and capital needs could be materially adversely impacted, which could have a material adverse effect
on our business, financial condition and results of operations.
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The pharmaceutical industry is highly competitive. Our principal pharmaceutical competitors consist of major international companies,

many of which are larger and have greater financial resources, technical staff, manufacturing, research and development and marketing
capabilities than Elan. Other competitors consist of smaller research companies and generic drug manufacturers. A drug may be subject to
competition from alternative therapies during the period of patent protection or regulatory exclusivity and, thereafter, it may be subject to
further competition from generic products. Additionally, generic competitors can challenge existing patent protection or regulatory exclusivity.
Generic competitors do not have to bear the same level of research and development and other expenses associated with bringing a new
branded product to market. As a result, they can charge much less for a competing version of our product. Managed care organisations
typically favor generics over brand name drugs, and governments encourage, or under some circumstances mandate, the use of generic
products, thereby reducing the sales of branded products that are no longer patent protected. Governmental and other pressures toward
the dispensing of generic products may rapidly and significantly reduce, or slow the growth in, the sales and profitability of certain of our
products not protected by patents or requlatory exclusivity and may adversely affect our future results and financial condition. For example,
generic forms of Ceclor CD and Myambutof were approved by the EDA and launched in 2001, reducing the revenues and profitability of
these products. As a result, in 2001 we incurred an impairment charge of $94.2 million for Ceclor CD and $44.4 million for Myambuto!
arising on write-downs of the product intangibles for these products. In addition, Zanaffex is not currently protected by patents or regulatory
exclusivity. In June 2002, Elan announced that Eon Labs, Inc. received FDA approval to market a generic alternative for the Zanaflex 4 mg
dosage form. Approximately 75% of prescriptions written for Zanafiex are for the 4 mg dose. In 2001, product revenues from Zanaflex were
$161.7 million. Arising from the approval of a generic alternative for Zanaflex, Elan expects a significant decline in the sales and profitability
of this product. Additionally, competitor products, including generic competitors' products, to any of Elan’s other products may become available.
The launch of generic versions of Elan‘s products may materially adversely affect our business, financial condition and results of operations.

Our competitive position depends, in part, upen cur continuing ability to discover, acquire and develop innovative, cost-effective new products,
as well as new indications and product improvements protected by patents and other intellectual property rights. We also compete on the basis
of price and product differentiation and through our sales and marketing organisation that provides information to medical professionals
and launches new products. If we fail to maintain our competitive position, our business, financial condition and results of operations may
be materially adversely affected.
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The pharmaceutical industry is subject globally to significant regulation by state, local, national and international governmental regulatory
authorities. In the United States, the FDA regulates the design, development, testing, manufacturing, labelling, marketing and promotion
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of our pharmaceutical products, which include drugs, biologics and medical devices. The FDA also has the authority to recall products and
impose significant penalties for violations of the law under which it requiates pharmaceutical products.

We must obtain and maintain approval for our products from regulatory authorities including, in the United States, the FDA, before such
products may be sold in a particular jurisdiction. Currently, we are researching, developing and pursuing approval for a number of products
from a number of regulatory authorities, including Prialt and Antegren in the United States and other territories. The submission of an
application to a regulatory authority with respect to a product does not guarantee that approval to market the product will be granted. Each
authority generally imposes its own requirements and may delay or refuse to grant approval, even though a product has been approved in
another country. In our principal markets, including the United States, the approval process for @ new product is complex, lengthy, expensive
and subject to unanticipated delays. We cannot assure you as to when or whether approvals from regulatory authorities will be received

or that the terms of any approval will not impose significant limitations that could negatively impact upon the potential profitability of the
approved product. Even after a product is approved, it may be subject to regulatory action based on newly discovered facts about the safety
and efficacy of the product, on any activities which regulatory authorities consider to be improper or on changes in regulatory policy.
Regulatory action may have a material adverse effect on the marketing of a product, require changes in the product’s labelling or even lead
to the withdrawal of the regulatory marketing approval of the product.

All facilities and manufacturing technigues used for the manufacture of products and devices for clinical use or for sale in the United States must
be operated in conformity with cGMP, the FDA's regulations governing the production of pharmaceutical products. There are comparable
regulations in other countries. Any finding by the FDA or other regulatory authority that we are not in substantial compliance with cGMP
regulations or that we or our employees have engaged in activities in violation of these regulations could interfere with the continued
manufacture and distribution of the affected products, up to the entire output of such products, and, in some cases, might also require the
recall of previously distributed products. Any such finding by the FDA or other regulatory agency could also affect our ability to obtain new
approvals until such issues are resolved. The FDA and other regulatory authorities conduct scheduled periodic regulatory inspections of our
facilities to ensure compliance with cGMP regulations. Any determination by the FDA or other regulatory authority that we, or one of our
suppliers, are not in substantial compliance with these regulations or are otherwise engaged in improper or illegal activities could have a
material adverse effect on our business, financial condition and results of operations.

In May 2001, Elan’s wholly owned subsidiary, Elan Holdings, and Donal J. Geaney, Chairman and Chief Executive Officer of Elan, William C.
Clark, President Operations and Hal Herring and Chery! Schuster, each an employee of Elan, entered into a consent decree of permanent
injunction with the United States Attorney for the Northern District of Georgia, on behalf of the FDA, relating to alleged violations of cGMP
at Elan’s Georgia, United States, facility. The facility currently manufactures verapamil hydrochioride, used in the treatment of high blood
pressure. The consent decree does not represent an admission by Elan Holdings or the officers or employees named above of any of the
allegations set forth in the decree, Under the terms of the consent decree, which will continue in effect until at least May 2006, Elan Holdings
and the officers and employees named above are permanently enjoined from violating cGMP regulations. In addition, Elan Holdings is
required to engage an independent expert, subject to FDA approval, to conduct inspections of the facility at least annually through May
2004 in order to ensure the facility’s compliance with cGMP. During the term of the consent decree, Elan expects that the facility will be
subject to increased FDA inspections and, under the terms of the consent decree, Elan will be required to reimburse the FDA for its costs
related to these inspections. In March 2002, the FDA approved Avinza, which is being manufactured at the Georgia facility.
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Qur contmued compeutweness is dependent upon our ability to successfully develop and launch new products. We commit substantial
resources on our research and development activities and, in addition, spend considerable effort and funds on a number of collaborations
with third parties. Qur ongoing investments in new product launch and research and development for future products could produce higher

costs without a proportional increase in revenues.
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In the pharmaceutical industry, the research and development process is lengthy and involves a high degree of risk and uncertainty. This
process is conducted in various stages and, during each stage, there is a substantial risk that products in our research and development
pipeline, including our AD programmes, Antegren and Priaft, and the products in research and development by business ventures, will
experience difficulties. For example, in 2002, Wyeth and Elan suspended all clinical dosing with AN-1792, an experimental immunotherapeutic
under development for the treatment of mild to moderate AD which was in a Phase Ila clinical study. This was immediately after learning
that some patients were reported to have experienced clinical signs consistent with inflammation in the CNS. On 1 March 2002, the
companies decided not to resume further dosing of AN-1782.

if we fail to continue to develop commercially successful products, or if our competitors develop more effective products, our business,
financial condition and results of operations could be materially adversely affected.
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We use hazardous materials, chemicals and toxic compounds in our product development programmes and manufacturing processes which
could expose us to risks of accidental contamination, events of non-compliance with environmental laws, regulatory enforcement and claims
related to personal injury and property damage. If an accident occurred or if we were to discover contamination caused by prior operations,
we could be liable for cleanup obligations, damages or fines, which could have an adverse effect on our financial condition and results
of operations.

The environmental laws of many jurisdictions impose actua! and potential obligations on us to remediate contaminated sites. These
obligations may relate to sites that we currently own, sites that we formerly owned or operated or sites where waste from our operations
was disposed. These environmental remediation obligations could significantly reduce our operating results. In particular, our accruals for
these obligations could prove to be insufficient if the assumptions underlying the accruals prove incorrect or if we are held responsible for
additional contamination.

Stricter environmental, safety and health laws and enforcement policies could result in substantial costs and liabilities to us, and could subject
our handling, manufacture, use, reuse or disposal of substances or poliutants to more rigorous scrutiny than is currently the case. Consequently,
compliance with these laws could result in significant capital expenditures, as well as other costs and liabilities, which could materially
adversely affect our business, financial condition and results of operations.
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The Company's objects, which are detailed in its memorandum and articles of association, are broad and include manufacturing, buying,
selling and distributing pharmaceutical products. The Company's registered number is 30356.

{Hvectons

Subject to certain exceptions, directors may not vote on matters in which they have a material interest. In the absence of an independent quorum,
the directors may not vote compensation to themselves or any member of the board of directors. Directors are entitled to remuneration as shall,
from time to time, be voted to them by ordinary resolution of the shareholders. The directors may exercise all the powers of the Company to
borrow money. These powers may be amended by special resolution of the shareholders. Directors are not required to retire at a particular age.
There is no requirement for the directors to hold shares.

»

Rights, | sremees and Dy ehe s g to Shores
Al unclaimed dividends may be invested or otherwise made use of by the directors for the benefit of the Company until claimed. One-third of
the directors (excluding the chairman) retire and offer themselves for re-election at each annual general meeting. All of the shareholders entitled
to attend and vote at the annual general meeting vote on the re-election of directors. The Company is permitted under its memorandum and
articles of association to issue redeemable shares on such terms and in such manner as the shareholders may determine by special resolution.

The liability of shareholders to further capital calls is limited to the amounts remaining unpaid on shares.

Acton Necessary to Chaago tho

shits of Sharcholders
The rights attaching to the different classes of shares may be varied by special resolution passed at a class meeting of that class’ shareholders.

Limitations on the Righis to Dawn Shares

There are no limitations on the rights to own shares in the memorandum and articles of association. However, there are some restrictions on
financial transfers between lreland and other specified countries, more particutarly described in Exchange Controls and Other Limitations
Affecting Security Holders on page 142 and 143,

Orthor P ons of the Momorsadie and Articlos of Assodiation

There are no provisions in the memorandum and articles of association:

« delaying or prohibiting a change in control of the Company that operate only with respect to a merger, acquisition or corporate

restructuring;
- discriminating against any existing or prospective holder of shares as a result of such shareholder owning a substantial number of shares;

« requiring disclosure of share ownership; or
+ governing changes in capital, where such provisions are more stringent than those required by law.

The Company incorporates by reference all other information concerning its memorandum and articles of association from the section entitled
"Description of Elan’s Ordinary Shares” in the Registration Statement on Form F-3 (No. 333-1313001) of the Company and Athena Finance
filed with the SEC on 6 February 2001.
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Lrocurponiy an Disnhs

Copies of the Company’s memorandum and articles of association may be obtained at no cost by writing or telephoning the Company
at its principal executive offices. The Company's memorandum and articles of association are also filed with the SEC as Exhibit 1(a) to the
Company's Annual Report and Form 20-F for the fiscal year ended 31 December 1999 (the “1999 Form 20-F"). You may read and copy
the 1899 Form 20-F, and any other of the Company's reports, statements or other information filed by the Company with the SEC, at the

SEC's following pubilic reference rooms:

Public Reference Room Chicago Regional Office
450 Fifth Street, N.W. Citicorp Center

Room 1024 500 West Madison Street
Washington, D.C. 20548 Suite 1400

Chicago, Hlinois 60661

Copies of such documents can also be obtained at prescribed rates by writing to the Public Reference Section of the SEC at 450 Fifth Street,
N.W., Room 1024, Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further information about the public reference
rooms. Elan’s filings with the SEC are also available to the public from commercial document retrieval services.
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Boavd of Directors
Donal Geaney

Garo Armen, PhD
Brendan Boushel
Laurence Crowley
Alan Gillespie, PhD
Ann Maynard Gray
John Groom

Thomas Lynch
Kieran McGowan
Kevin McIntyre, MD
Kyran McLaughlin
Dennis Selkoe, MD
The Honorable Richard Thormburgh
Daniel Tully

. Tiner R v PR PERS
Sonior Manaperment

. Donal Geaney

Chairman and chief executive officer

Thomas Lynch
Executive vice chairman

William Clark
President, operations

Shane Cooke
Executive vice president and chief financial officer

William Daniel

Company secretary

Lars Ekman, MD, PhD

President, research and development, biopharmaceuticals
Arthur Falk, PhD

Executive vice president, corporate compliance

Campbell Fitch

Vice president, human resources

Ivan Lieberburg, MD, PhD

Executive vice president and chief scientific and medical officer
Seamus Mulligan ‘

Executive vice president, business and corporate development

Lisabeth Murphy
Executive vice president, intellectual property and legal affairs

Mary Pendergast
Executive vice president, government affairs

Larry Sternson, PhD
President, drug delivery
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The following trademarks and service marks appearing in this publication are owned by or licenced to Elan:

Abelcet™ (amphotericin B lipid complex) injectable
Aclovate™ (alclometasone dipropionate) cream
Antegren™ (natalizumab)

Avinza™ (morphine sulfate extended-release) capsules
Azactam™ (aztreonam) injectable

Ceclor™ CD (cefaclor extended-release) tablets
Cutivate™ (flutiasone propionate) cream

Emgel ™ {erythromycin) cream

Frova™ (frovatriptan succinate) tablets

Herbesser™ (diltizem hydrochloride)

Maxipime™ (cefepime hydrochloride) injectable
MEDIPAD™ device

Myambutol™ (ethambutal hydrochloride) tablets
Myobloc™ (hotulinum toxin type B) injectable solution
NanoCrystal™ technology

Naprelan™ (naproxen sodium controlled-release) tablets
Oramorph™ SR (morphine sulfate sustained-release) tablets
Oxistat™ (oxiconazole mtrate) cream

Prialt™ (ziconotide) solution

Roxicodone™ {oxycodose hydrocloride) tablets
Safe-T-Mix™ injector

Skelaxin™ (metaxalone) tablets

Sonata™ (zalepon) capsules

Temovate™ (clobetasol proprionate) cream
Theodur™ (theophylline)

Verelan™ (verapamil hydrochloride sustained-release) capsules

Zanaflex™ (tizanidine hydrochloride) tablets
Zelapar™ (selegiline)
Zonegran™ (zonisamide) capsules

Third party marks appearing in this publication are:

Cardizem™ CD (diltizem hydrochloride controlled-release) capsules

Diastat™ (diazepam) rectal gel

Entex™ (phenylpropanolamine hydrochloride) capsules
Furadantin™ (nitrofurantoin) suspension
Luvox™ (fluvoxamine)

LYONs™ (Liguid Yield Option Notes)
Midrin™ capsules

Mysoline™ (primidone) tablets
Nasalide™ (flunisolide) solution
Nasarel™ (flunisolide) solution
Oratonin™ (calcitonin)

Permax™ (pergolide mesylate)
Rapamune™ (sirolinus)

Ritalin™ LA (methylphenidate)

/5%




Elan's ADSs are listed on the NYSE (Symbol ELN). The Ordinary Shares of the Company are listed on the Official Lists of the London and Irish
Stock Exchanges.

Depositary for ADSs Registrar for Ordinary Shares
Bank of New York Computershare Services (Ireland) Ltd
101 Barclay Street Heron House

New York, NY 10011 Sandyford Industrial Estate

Tel: 888-269-2377 Dublin 18

Tel: 610-312-5315 Tel: 353-1-216-3100

Fax: 212-815-3050 Fax: 353-1-216-3151

Deplicate Mathngs
When several shareholders live at the same address, they may receive more copies of quarterly and annual reports than they need. The
excess can be eliminated by writing to:

Investor Relations
Elan Corporation, plc
Lincoln House
Lincoln Place

Dublin 2, Ireland

Zelationg

Security analysts and investment professionals should direct their enquiries to:

United States Europe

John Howarth Emer Reynolds

Vice President, Investor Relations Director, Investor Relations

Tel: 212-407-5740 Tel: 353-1-709-4080
800-252-3526 00800 28352600

Fax: 212-755-1043 Fax: 353-1-709-4018

Email: jack howarth@elan.com Email: emer.reynolds@elan.com

Leviernel Websjte

Information on Elan is available online via the Internet at Elan’s website, http://www.elan.com. Information on Elan’s website does not
constitute part of this Annual Report and Form 20-F.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of
1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned thereunto duly authorized.

ELAN CORPORATION, plc

By: /s/ Willijam F. Daniel
William F. Daniel
Company Secretary

Date: July 1, 2002
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Lincoln House, Lincoln Place,
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