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" Décember 2001, Scott-Levin), leading supplie

Terms

Ir: this Annual Report and Form 20-F, Elan
Corporation, plc and cur consolidated subsidiaries
are referred 10 as "Elan”, “the Company”, “the
Group”, "we”, "our”, and "us”.

Financial Statements
We prepare our financial statements in accord-
ance with lrish generally accepted accounting
principles ("irish GAAP"}, which differ in certain
significant respects from US generally accepted
accounting principles (“US GAAP”). For & discussion
of the significant differences between frish GAAP
and US GAAP please refer to ~Additional US '
Information—Differences between lrish and
United States Accounting Principles” in this
Annua! Report and Form 20-F,

Staternents of Competitive Position
Except as otherwise stated, market informatios
this Annual Report and Form 20-F regarding the’
position of Elan’s business or products retative to'
its or their competition is based upan publfshe&
statistical data obtained from IMS Health
fhcoTporated (noted as “1" in text. Source: IMS}
Heakh. Copyright 2002. All Rights Reserved) ar
Scott-Levin Inc, (nbted as “2* in text. Source
Prescription Audit (SPAJ, January 2000 10

n

of statistical data to the pharmaceuticat indust
Except as otherwise stzted, this market share and
industry data from IMS Health Incorporated ands
Scott-Levin Inc, has been derived by compariné
Elan’s sales reverue 10 competitcr’s and total
market sales revenue. ‘

Trademarks . S

All products and servica names appeating in italics
are wademarks o service marks owned by or.

licenced to Elan. '

Special Notice Regarding

Forward-Looking Statements

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 intenc, expect, project, believe cr
anticipate will or may occur in the future are
forward-looking statements. These statements

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

a number of risks ang uncenainties, 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 to meet genenc and brended
competiticn after the expiraticn of our patents
or other regulatory exclusivity;

« the abifity to successfully market both new
and existing products in the United States
and internationally;

» ditficulties or delays in manufacturing;

« trends toward managed care and heafthcare
cost containment;

» possible fegislation affecting pharmaceutical
pricing;

« exposure 10 product liability and other types of
lawsuits and regulatary proceedings, inciuding
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 bl_:siness:

« our ability to protect our intellectual pro_bérjy
both in the United States and internationally;

» exposure 1o interest rate and foreign curréncy
exchangs rate fluctuations;

« exposure to fluctuations or falls in the valde of
our investments in biotechnology and emerging
pharmaceutical companies; )

« our ability to complete product acquisitions-
and divestitures;

« the availahility of product acquisition financing,
or any other financing, on acceptable terms;

» our ability to generate cash through raticnalisa-
tion af our business and investment realisations;

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

« general changes in Irish 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 anc 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 fomvard-looking
statements. Except as required by aoplicable

law. we undertake no obligation to update any

forward-looking statemnents, whether as a result

of new information, future events or otherwise.




Donal ! Geaney

Cear Sharehclder,

| ) 2
! As L write, Elan is experiencing the most
; challenging time in its corporate histery.

Our shareholders have experienced a sig-

nificant deterioration in the value of their
heldings. While directors and management

recognise and regret the difficulties you

have experienced, wa remain committed to
working hard to rebuild sharehoider value |
which Elan has historically been known to
deliver. Notwithstanding these recent diffi-
culties, our efforts have resulted in trans-
forming Elan from a small company with
modest resources into a bicpharmaceutical
company with product revenue in excess of
one billion dollars, an exciting pipeline and a

portfalio of valuablz technology platforms.

In 1996, with the acquisition of Athena
Neurosciences, we commenced the transi-
tion from a drug delivery company into an
integrated biopharmaceutical company.
Since then, we have created a strong
pharmaceutical business, maintained

our leadership position in drug delivery
technology and services, and established
a proprietary research and development
pipelire in he areas of neurolggy, pain
management and autoimmune diseases.
Our transition inta an integrated biophar-
maceutical company has been driven by

the following initiatives:

Y an active corparate development
programme acquiring 15 companies
since 1996 including Athena, Carnrick,
NanoSystems, Liposome and Dure;

(i) a significant research and development
programme investing over 1 billicn
during the past five years;

(iii) an aggressive product in-licencing anc
rationalisation programme as we seek

to balance our product portfolio;

(iv) the formation of collaborations with
vindustry leaders such as Wyeth,
Pharmacia and 8iogen to share the
cost and risk of strategic research and
development programmes;

Chairman’s Statement

(v) the formation of risk-sharing arrange-
ments with financial partners to assist
with our research, and development
and product corﬁ'ﬁner_’ciéfisation
efforts; and R

{vi) the formation‘fdfvv_ggéiriéés ventures
with strategic:p.‘anqérs 'Iéx‘funher

leverage our gortfolia of téchiioldgies

and intellectu’ brdp'erty and to.

generate revente.,

e ST .
Together, these business injtiaﬁves and
this financing strategy/ have resulted in a
multifaceted business with approximately
4,500 people working from over 26 cifferent
sites world-wide, focusing on five principal
therapeutic areas and business ventures
with over 50 partners. We know that you,
our shareholders, require and deserve
clarity and transparency. We are committed
10 achieving that clarity and transparency
by creating a business that is easier to
understand and evaluate with the resultant
simplification in financial reporting. Earlier
this year, we conducted an overview of
our operaticns and develcped and recently
commenced the implementation of a
recovery plan. We will be providing further
details at our annual general meeting. The
key objectives of this recovery plan ére to
{a) streamline the Company by focusing on
our core biopharmaceutical business and
divesting non-strategic businesses, assets

and investments; (b) continue investing in

thairman’'s statement
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our high priority research and development
programmes; and {c) reduce the complexity
of our balance sheet and implement an
optimal capital structure in the context
ot our recovery plan. We will focus on .

* maintaining maximum financial flexibility
and retaining strong cash balances that,
will be supplemented with cash from:the
sale Of non-strategic businesses, assets, - .
investments, other financing sources and.

our operating business.

Earlier this year, with our partner Wyeth;
we decided not to resume dosing in the
Phase Hlz clinical trial for AN-1792, our first
candidate far the treatment of Alzheimer's
disease. Notwithstanding this temporary
setback, our Alzheimer's programmes are
among the strongest, the broadest and
the most exciting in the pharmaceutical
industry. We expect to submit several
Investigational New Drug ("IND“} applica-
tions from these programmes in the nex:
18 months. Building on the krowledge
gained from working with AN-1792,

we are advancing a number of second
generation immunotherapeutic candidates.
Additionally, our partnership with Pharmacia
to develop a therapeutic based upon our

{d) delays in the executicn of ou

On 4 February, we announced that}fiiscal
2002 earnings would be lower than 'in
2001. This results from a number qf_fifactors
including (a) additional costs requif:‘d;to

position our pharmaceutical busingsé

(c) revenue contributions in 2001

product rationalisation program

in-licencing strategy. We believe th
continued investment in research-an
development and in sales and mar;
support for our core business is
achieving our vision of becoming ‘@ lear
integrated biopharamaceutical co'rjp any.
As evidenced by the FDA approval‘: "ane
launches of Frova and Avinza, we 'ﬁaﬂ_/‘e
made strides in addressing praduct
introduction delays. While we continue.
to pursue the acquisition of in-market .
products and molecules in our core
therapeutic areas, our objective 10

retain maximum financial flexibility and

liquidity has tempered this acguisition

in mid 2001, we completed our strategic
ficencing programme with approximately
55 business ventures and approximately
30 products in clinical development. This
decision was triggered by the fact that
supporting these programmes was putting
pressure on our research and development
infrastructure, so we decided it was prudent
to end additional activity in this area and
focus our attention on our core activities.
As anticipated, this will reduce our licencing
income in 2002 and in later years, while
the benefits of the business venture product
portfalio under development are expected

to come through over the next several years.

Concerns raised regarding cur accounting
practices have brought an investigation
by the US Securities and Exchange
Commission (the “SEC*) and shareholder
litigation. In our view, we have fairly and
appropriately applied generally accepted
accounting principles to our financial
repérts. We are diligently working toward
the resclution of the SEC investigation
ard continue to fully co-operate with

the agency. As outlined above, we are
committed to streamlining our business
and simplifying our balance sheet, which

- . . rcgramme. )

joint beta secretase inhibitor project and preg should reduce the complexity of our

our own internal programme continue to accounting. As to the sharehoider litigation,

move forward. we intend to vigorously defend our position.
§ ' 2 .. elan corporation. plc 2001 Annual Report & Form 20-F
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In cenclusicn, let me tell you where we
currently stand. In early 1996, we had no
direcly marketed product revenue, no sales
and marketing infrastructure and nc
proprietary pipeline. In 2002, we expect to
generate product revenue of over 81, "billion
Today, we have a salesforce of approxlmate!y
1,000 peogle in the United States and an

additional 260 in Europe and the re", of

the worlc. In our pioeline are five produns

in clinical development for seven indications,

We have great expectations for Antegren

which we believe will make a significan
difference to the lives cf patients.’ We
believe Antegren is the only majorinew
drug in pivotél trialts for multiple sc!gtosis.
We are firmly-committed to providing
the financial support essential for

this promising product to achieve its

full potential. Qur cther developrﬁent

programmies are zlso progressing on track.

Cur development pipeline is supplemented
by a preclinical pipeline that is expected

10 deliver ug to five IND submissions over
the next 18 months. In addition, through
our business venture programmes, we
have access 10 a valuable portfolio of

approximately 30 products in clinical
develocpment, including four in pivotal
trials, Elan’s drug delivery pipeline with
partners such as Merck, Novartis, Johnson &
Johnson, AstraZeneca and Wyeth includes
four products in registration or pre-launch,
and approximately 25 products in clinical
developmert, with six in Phase il or

pivotal trials.

Elan's financial results for 2001 are discussed
in the operating review and financial
review of this 2001 Annual Report and
Form 20-F. While they are prepared under
irish GAAP, there is also US GAAP data
provided, We have made a significant effort
tc provide ali of the financial information
you will need 1o understand our business
and finances, reflecting cur commitment to

greater clanity and transparency.

We are committed to you. You are the
foundation of this Company. We realise
that these past months have been very
difficult for you and everyone associaied
with Eian. 1 would like to thank ail aur
employees world-wide for continuing their
very strong commitment to Elan and its
objectives. | want to thank you, our share-
holders, for your suppor: and assure you
that the directors and management of Elan

will vigorously pursue the strategies that

Chairman's Statement

I have describad in this letter tc recover
shareholder value. The implementation of
our recovery plan will enatie us to realise
our vision of becoming a leading integraied
biopharmaceutical company that delivers
an its potential to produce breakthrough
therapies for patients.

Donal J, Geaney
Chairman and Chief Executive Officer

chairman’s statement

3




e
[

operating review

Elan Corporation, plc

Company Overview

Elan, an Irish public limited company, is

a worldwide biopharmaceutical company,
neadquartered in Dublin, frefand. £lan was
incorporated as a private limited company in
ireland on 18 December 1569, Elan became
a public limited company on 3 January 1984.
Elan's principal executive offices are located
at Linceln House, Lincoln Place, Dublin 2,
ireland, telephone number 353-1-709-4000.
Elan‘s principal research and development,
manufacturing and marketing facilities are
jocated 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
daveiopment activities include the discovery
and development of products in the
therapeutic areas af neurology, pain
management and autoimmune diseases.
Our 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

products, including 10 products that are
merketed in the United States. There are
approximately 25 Drug Delivery projects
currently in clinical development.

On 10 June 2002, Elan announced 8
recovery plan aimed at focusing its -
business on core areas and at continuing
the growth of the Company. B

This Annual Report and Form 20-F for,
2001 describes the ‘Biopharmaceuticéls
and Drug Delivery busiriess urits. As part
of its recovery plan, Elan is eliminating the
divisions ar 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 wnere it is both fully imegraté_
anc has research capabilities. These """
areas are neurology, pain manageménti
and autoimmune diseases. Elan’s
bicpharmaceutical produc: pipeline
currently includes five products in clinical
trials for seven indications, including
Antegren in Phase il clinical trials for
multiple sclerosis (*MS ") and Crohn's
disease. The Company is also pursuing
product enhancement activities anc

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

elan corooration, plc 2001 Annual Report & Form 20-F

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

singie site in Pennsytvania, United States,
focused primarily on the provision of Elan’s
NanoCrystal technology and complemnentary
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 lreland; Georgia, Unitec States; and
Califorma, United States.

Elan has created a discrete business unit,
Elan Enterprises. This unit wili focus on
optimising the value of Elan‘s business
venture programme. £ian is committed
10 its business venture programme. Elan
Enterprises will also be responsible for
non-strategic businesses and assets,
including the divestiture of those
non-strategic businesses and assets.

Company Mission and Goals

Our mission is 1o become a fully integrated,
leading biopharmaceutical company with a
significant commercial presence in selected
world markets and therapeutic areas. Efan




is committed 10 discovering, developing
and marketing new. innovative products
that address 1he world’s most debilitating
medical conditions, that improve the health
and guality 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,
custormers, investors, employees and the
communities where we live and werk.

reacuct Alliances. Product Atguisition.

and Comnar Acauisitions

: In December 2001, Ei';an and

wyeth enterec into a strategic alliance to
develop and commercialise therapeutics
for the treztment of sleep disorders. Under
the terms f the alliarice, Elan assumed
responsibility for the US marketing of
Sonata, 8 treatment for sleeb‘,disorders
that was launched by Wyeth in 1699, 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 10 acguire the
US product rights, is approximately $385
miltion. Sonata is.a non-benzodiazepine,
hyprotic for the treatment of insomnia in
adults. As part of the alliance, Elan will use
its drug delivery technologies to develop
aew formulations of Sonata.

“ui.2i in September 2001, Elan
acquired a portfalio of pain products from
Roxane Laboratories, Inc. (“Roxane”),

a subsidiary of the Boehringer Ingetheim
Corporation. These products are marketed
in the United States, The portfolic of

products includes Roxicodone and
Oramorph. Roxicodone is an immediate-
refease formulation of oxycodone available
in a number of strengths. Cramorph is
indicated for the relief of moderate to
moderately severe pain.

Dsisvs. in September 2001, Elan acquired
Delsys Pharmaceutical Carporation ("Delsys”).
Elan's total investment in Delsys amounted
to approximataly $50.0 million. Delsys,
which was established in 1995, is a
company engaged in the development

of the Accudep process, a revolutionary

World Pharmaceutical Market

Elan Corporation, pic

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

Elan acquired Dura Pharmaceuticals, inc.
("Dura”), The Liposome Company, Inc.
(“Liposome”), Quadrant Healtheare, plc
("Quadrant”) and Neuralab Limited
(“Neuralab") during 2000. £lan acquired
Axogen Limited (" Axogen*) during 1999,
For adcitional information regarding these
and other acquisitions, please refer 10 Note
22 10 the Consolidated Financial Statements..

Total global pharmaceutical sales increased by 11% in 2001 to $353.aillion compared 1o
an increase of 12% in 2000°. Sales have increased due to the introduction of new, innovative
products and the aging of the globa! population, amongst other factors. The therapeutic
areas in the United States within which Elan operates grew at the following rates:

2001 2000 %
Sbn $bn growth

Neurology/Pain Management

(IMS Health Anatomical Therapy Class N+M)
Infectious Diseases and Oncology

(IMS Health Anatomical Therapv Class J+L}
Dermatological

{IMS Health Anatomical Therapy Class D)

The United States, apan and Western .
Europe accounted for approximately
84%' of glocbal pharmaceutical sales

in 2001.

The US market is Elan‘'s most important
marke:. Please refer to Note 2 to the

427 354 21%

289 250 16%

Consolidated Financial Szatements 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.

operating review
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Elan Corporation, plc

Government Regulation

The pharmaceutical industry is subject
globally to significant regulation by
international, national, state and local
governmental regulatory 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
devaloping a new pharmaceutical product,
frem idea to commercialisation, can take
in excess of ten years. This period varies
considerably from case to case and from
country to courtry.

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 cammercialisation of the
product is typically two years 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 its safaty,
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 impase reguirements

cn the testing, safety, effectiveness,

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 seizU}es,
import restrictions, injunctive actions _'\"'
and criminal prosecutions. In additiorﬁ,
administrative remedies can involve requests
to recall violative products, the refusal of
gaovernment to enter into supply contraéts
anc/or the refusal to approve pending '
product approval applications (such as
New Drug Applications ("NDAs") and;
Abbreviated New Drug Applications
(* ANDAs”) for drugs, Biologic Licend
Applications for biclogical products
Premarket Approval Applications and
“510(k)s" for medical devices), unti
manufacturing or other alleged deficie‘rj,_’ies
are brought inta 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
biclogics and toxins. This includes
registration and inspection of facilities
involved in the transfer or receipt of select
agents. Select agents are subject to sgecific
regulations for packaging, labelling, and
transport. Non-compliance with applicable
requirements may result in criminal
penalties and the disallowance of research
and manufacturing of chinical products.
Exemptions are provided for select
agents used for a legitimate medical
purpose or for biomedical research, such
as toxins for medical vse and vaccines.
Current biodefense legisiation under
consideration allows for this research

and medical exemption.

elan corporation, plc 2001 Annual Report & Form 20-F
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Certain in vitro diagnostic products and
certain delivery systems, such as MEDIPAD,
are regulated or potentially regulated in the
United States under the FOCA as medical
devices. These products are subject 1o 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 postrnarket surveillance
and/or tracking requirements which may
significantly increase the regulatory ¢osts
associated with a product. Under the
FDCA, it is also possible for a given
product to be requlated 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
gharmaceutical 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
“ETC ") resolving the FTC's investigation of
3 licencing arrangement between Elan end
giovail Corparation (" Biovail”) relating

1c nifedinine, 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 edmission by
gian that any law has been violated, and does

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

Elan Corporation, plc

terms of the consent order provide for

a continued supp'y by Elan to Biovail of the
30 mg nifedipine product for sale through
Teve in the United Stazes for a term to expire
on the earlier of 31 May 2003 and the

time at which Biovait begins meanufacturing
sufficient quantities of the 30 mg nifedipine
product. Elan expects to launch its 3C mg
and 60 mg nifedipine products through a
major generic distributor.

Product .-'-\pprova] Process 4

The stages of testing requireq,'_t}efore a pharmaceutical product may be marketed in the United States are generally as follows:

(" Phase of Development . Description g
Preclinica! . “,. Animal studies to show safety and efficacy j ‘
Phase 1 - Clinical studies to test safety profile of drug in humans
Phase II Clinical studies conducted with groups of patients to determine preliminary efficacy, dosage and expanded

evidence of safety
Phase LI " Larger scale clinical studies conducted in patients to provide sufficient data for statistical proof of efficacy
t .. and safety J

Preclinical tests assess the pctential 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.
Elzn’s palicy is to seek alternatives to animal
studias 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 cf animals utilised
or 10 eliminate or lessen animal discomfont.

The results of the greclinical 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
bioequivalency tests that compare the
applicant’s drug with an aiready approved
reference drug rather than on dinical studies.
An ANDA might be available to Elan for

a new formulation of a drug for which
bicequivalent forms have already been
approved by the FDA. In respanding 1o
applications fcr approval, the FDA may grant
marketing approval, approve the product for
2 narrower indication, impose fabelling or
distribution restrictions, request additional
information, require post-approval (Phase 1V)
studies or deny the application. Similar

systems are in place for the testing and
approval of biclogics 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.
Additicnally, any significant change in
the approved product or in how it is
manufactured, including changes in
formulation or the site of manufacture,
reguire prior FDA approval. The packaging
and labelling of all 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 pharmazceutical
product by comparable reguiatory authcrities
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,

Manutacturing

Elan has manufacturing facilities in Ireland,
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 groducts 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
tnforcement 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 cf transdermal dosage
products and for the manufacture, packaging
and distribution of Schedule Il 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

Italy manufactures tablets, liquids, crg_éms,
ointments and powders. :

)

A significant expansion project is ong;ﬁing
at the Athlone, Ireland facility, wherei

products, and at the Georgia, Unit_éd
States faciity, where the first phase'?f a

its pharmaceutical products, and i the
short term expects to continue to ré “on
external manufacturers. Elan plansjité
establish additional internal manufaf:fiwing
capabilities for its pharmaceutical products,
including the ability to formulate, fill,
label, package and distribute products'in
order to meet its clinical and commefcial
manufacturing needs. External manufacturers
will continue to be utilised to provide dual
sourcing where appropriate.

All facilities and manutacturing 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 ("¢GMP") regulations. These are
FDA regulations governing the production
of pharmaceutical preducts. Elan’s facilities
are also subject to periodic regulatory
inspections to ensure ongoing compliance
with cGMP regulations. '

in.May 2001, Elan’s wholly-owned subsidiary,
Elan Holdings, Inc. {“Elan Holdings”), and
Donal ). Geaney, chairman and chief
executive officer of Elan, William C. Clark,
president, operations, and Hal Herring and
Cheryt Schuster, each an employee of Elan
Holdings, entered into & consent decree
of permanent injunction with the US
Attorney for the Narthern 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 biood
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 sat 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 additicn, Elan Holdings is
required to engage an independent expert,
subjett 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. Elan believes that, during
the term cof 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.
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Elan markets its preducts through five focused saies 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 recrganised its US saies force into tive groups,
consisting of primary care, nospital, neurology. specialty/dermatology and clinical sales consultants. Sales force activity is directed to promote

the following brands:

Sales Force Primary Care Hospital Neurology Specialty/ Clinical Sales
Dermatology Consultants
Ember of US C
Sales Representatives i 520 200 165 70 . 50
Products 8 Skelaxin Abelcet Frova Aclovate Muyobloc
Senata Azactam Roxiccdone Cutivate
Zanaflex Maxipime Skelaxin Temovate
Zanaflex
Zonegran
Ne——

Intellectual Propertv N

Intellectual property is a vital é‘ése: for Elan.
Elan's competitive position depends on

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

Zlan's policy is 10 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 devejopment with third parties.

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

of time. One of our key products, Zanaflex,
is not currently protected by patents or
regulatory exclusivity. In june 2002, Eian
announced that Eon Labs, Inc. received
FDA approval to market a generic alternative
for the Zanaflex 4 mg dosage form.
Approximateiy 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 alternztive for,
Zanaflex, Elen expects a significant decline
in the sales and profitability of this product.
in the event that groducts competitive 10 any
of our other key products are introduced,

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

As part cf its normal business activity, Elan

. MOonitors competitor activity carefully and

will enforce its intellectual property rights
whenever appropriate. it also generally
defends chailenges ‘o its inteliectual
property rights.

Competition

The pharmaceutical industry is characterised
by intanse competition and rapid technolcg-
ical change. Qur 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 regulaiory 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
circurnstances mandate, the use of generic
products, thereby reducing the sales of
branded products that are no longer patent
protected ar protected by other reguiatory
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 slow 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 Myambuto! were
approved by the FDA and launched in
2001, significantly reducing the revenues
and profitability of these products. As

a result, under Irish GAAP, in 2001 we
incurred impairment charges of $94.2
million for Cecfor CD and $44.4 million for
Myambuto! arising from write-downs of
the product intangibles for these products.
The carrying value of the remaining product
intangible for Myambuto/ was $32.6 million
under Irish GAAP at the end cf 2001. A
further write-down of the product intangible
fer Myambutof, under both Irish and US
GAAP, is likely in 2002 given the greater
than expected impact of generic competition

" The carrying amount of the prodi

on the revenue and profitatility from.
Myambutcl. tn June 2002, Elan announced
that Eon Labs, Inc. received FDA a;ﬁprbval
to market a generic alternative for the
Zanaflex 4 mo dosage form. Approximately
75% of prescriptions written for 23| flex
are for the 4 mg dose. In 2001, proguct
revenues from Zanaflex were $161 iflion.

Zanaflex represented approximate!

revenue, respectively, in 2001. Aris
the approval of a generic alternative
Zanafiex, Elan expects a significant
in the sales and profitability of this

intangible for Zanaflex was $12.1°
at the end of 2001.

Our Drug Delivery activities have alsod
faced increasing competition in rec
years as pharmaceutical companies,have
become increasingly interested in the
cevelopment and commercialisation-of
products incorporating advanced or novel
drug delivery systems.

Our competitive position depends, in part,
upen 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 seles and marketing
organisation that provices information

to medical professionals and launches
new progucts.

elan corporation, pic 2001 Annual Repart & Form 20-F

Distribution

Elan sells its pharmaceutical products
primarily to drug wholesalers and retailers,
hospitals, clinics, government agencies and
managegd 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
anc 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.

Raw Materials:and Product Supplyv

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 inabiiity to obtain raw materials or
product supply could have a material
adverse impact on Elan’s business, financial
condition and results of cperations.

Emplovees

On 31 December 2001, Elan had 4,617
employees worldwide, of whom 1,088
waere 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.




Fusiness \entures

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 pngotogy
research, and to access complementary
or synergistic research and development
programmes in Elan’s areas of expertise.
Elan has historically referred toithis
programme in 3 number of wa
including as a-joint venture programme,
a business venture programme. and a
strategic ficencing programme. For. ti
purposes of this Annual Repdrf.’érjd
Form 20-F, this programme will be referred
1o as the “business venture programme”.

Elan does not believe that any individual
business veature licencing transég;ion
entered into by it pursuant to its business
venture programme is material. In addition,
foliowing the adoption by the Company

in 2000 of the SEC Staff Accounting
8ulletin No. 101, "Revenue Recognition

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

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

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

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

Contemporaneously with the licencing

anc collaborative transaction, Elan typically
rmakes an investment in the business veniure
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. glan also typically
makes an investment in the business venture
parent in the form of common equity and
convertiblefexchangeable preferred stock
and/or convertible/exchangeable debt.
The convertibie/exchangeable securities in
the business venture parent are generally
convertible, at Efan’s option, into common
equity of the business venture parent or

Elan Corporation, plc

exchangeable for ug to 30.1% of the
common equity in the business venture,
potentially bringing Efan’s fully diluted
equity interest in the business venture
10 up to 50%. Elan sold certain of its
investments in the business ventures
and the business venture parents 10
£ian Pharmaceutical Investments 4, Lid.

(“EPIL1I") in June 2000. Elan also sold certain -

investments, inciucing certain investments
held by Elan Pharmaceutical Investments,

Ltd. ("EPIL"), in the business venture parents -

to Elan Pharmaceutical Investments i, Lid.
("EPIL 11"} in March 2001. EPIL Il and

EPIL [l are securitisation entities and the
investments are held by EPIL Il ang EPIL I
as security for outstanding indebtedness
issued by the entities. For additicnal
informaticn regarding these special purpose
entities, please refer to Note 15 to the
Consolidated Financial Statements and to
note “(i) Non-consolicated subsidiaries”
under “Additional US information”.

The business venture conducts research and
development activities using its technologies
and progrietary know-how in a predefined
researcn field. Elan's partner, the business
venture parent, principally manages the
business venture, The 1echnologies and
proprietary know-how of the business
venture are in-licenced by the business
veriture from Elan and the business venture
parent. During the initial set-up phase of
the busiriess venture, a number of contracts
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are entered into to govern the in-licencing
of intellectual property assets to the
business venture from Elan and the business
venture parent.

Development of products end technologies
for pharmaceutical applications involves risk.
The nature of pharmaceutica! 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 aflows it to
diversify risk. 1t 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, regulatory and clinical expertise
tc increase the likelihood of success of
the business ventures. This may lead to
changes in the direction of 3 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, anc 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 rials. The busiriéss
ventures focus primarily on neuroidgy,
pain, oncology and the utilisarion“df drug
delivery technologies, thus benefiting from
more.than cne of Elan’s areas of'gi_b'ertise.
No assurances can be given thatiariy of the
products in development by thebusiness
ventures will receive marketing approval,

or even if such marketing approv
achieved, that these products
successful'in generating future rdy

Elan re:eivéd and recorded und
GAAP initial revenue from the bu
ventures set out in the tables be
$172.5 million, $321.2 million
$226.% million in 2001, 2000 ar
respectively. Elan’s initial investments in

the business ventures and the busifiess
venture parents weare $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 far
non-refundable licence fees prior to 2000
was similar to the accounting treatmént
utiised by Elan under Irish GAAP. Iny
December 1989, the SEC issued SAB 101.
Following the Company's adoption of

SAB 107 in 2000, Elan began deferring

and amortising non-refundeble up-front
licence fees received from business ventures
to the orofit and loss account over the
"performance periog” 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 Efan's business venture
programme. The performance period is
determined by the facts and circumstances
and may be shorter or longer in guration
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 3 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 develooment.

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 ard one Elan director. For a
quorum, the presence of the £lan 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

E.
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manaéerﬁem committee and/or research
and development committes. These
committees provice for equal representation
py Flan and the business venture partner.
ﬁqe committees have responsibility for day
1o day activities of the business venture
and for the implementation of the business
plan. At their inception, the busmess
ventures typically have no funds after
payment of the initial fee to € n The
operating funding of the busmessyemure
is provided by the business veriture partner
and Eran flan may provide subseouem
rmancnai support or research and develop-

ment services to business ven Lures or the
pusingss venture parents. Fundmg is
generally utilised to pay for research and
development activities. Typlcall' "such
subsequent fmancual support is' ::rowced in
propOrtion to the respeciive .u)ly diluted
hotdings by the business venture parent
and Elan in the business venture (typically
80.1% and 19.9%, respectiveiy). Elan
expensas tne subsequent funding it provides
directly to the business venture. This is
expensed within the interest and other
efcpense line. Etan expensed approximately
$24.6 million, $10.C million ard $8.5 million
of subsequent business venture funding in
2001, 2000 and 1999, respectively. Elan
may 2lso provide additional debt or equity
finanzing 10 the business venture parent,
the proceeds of which the business venture

parent uses ta fund its proportion of the
subsequent suppor: of the business venture.
This ameount is recorded by Elan as @
financial asset. Elan provided additicnal
financing of $82.2 million, $41.3 million and
$9.7 miliion to business venture parents in
2001, 2000 and 19983, respectively.

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

the successful pregression of research

and deveiopment, 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 miliion in 2001. Assuming no
changes to the business venture portfolio,
the business ventures coul¢ incur research
and development expenditures of between
$150 million and $230 million in each of
2002 and 20C3. 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 recever
Elan’s costs plus a mark-up. Elan received

Elan Corporation, plc

research revenue from the business ventures
of approximately $15.0 million, $15.4
million and $8.8 million in 2C01, 2000 and
1999, respectively. '

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

Subseguent to Efan'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 & third party financial
adviser using methodologies similar to
those described above.

The tables telow set forth centain information
regarding the business ventures that were
formed in 2001, 2000 and 1999, respectively.
These tebies list 44 business ventures. The
footnotes list another two business ventures
that are being restructured. As of May 2002,
Elan has approximately 5% active business
ventures. Those nine active business ventures,
not included in the tables or footnotes,
were formed in the pericds prior 10 1999,
These nine business ventures did not have
a material impact on Elan’s results or
financial condition in 2001, 2000 or 1999.
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"
Business Ventures—2001™
~ N
Aggregate Initial Amount P
Invested (in both business Initial Fee [
venture and business ' Received | 5
Business Venture Partner | venture parent) Field of Reseafch and Development by Elan } H
Allergy Therapeutics Ltd. $-20.7 million Development of anti-histamine formulations $ 15.0 million 1 :
| Applied Genetics $ -19.0 million Topical treatmenfé of skin disease including skin cancer $ 15.0 million 7
Incorporated Dermatics (Dimericine™—liposomal TAN3) } 3
I T [
Beyond Genomics, Inc. $ 15.0 million < | Research into Alzheimer’s disease and/or mild $ 10.0million | ¢
cognitive impairfhent | f
CeNeS Limited $ 21.0 million " | Treatment of pam (morphine-6-glucuronide) $ 15.0 million ! ”
ChemGenex $ 20.0 million N Treatment of ca’l}{‘icer $ 15.0 million ;
Therapeutics, Inc. i 7
Cogent Neuroscience, Inc. & 17.5 million - Treatment of cenrral nervous system (“CNS”) disease $ 12.5 million 4
Curis, Inc. $ 19.0 million " | Treatment of néi;rolngical disorders $ 15.0 million i
eNOS Pharmaceuticals, Inc. { $ 17.0 million Treatment of n:g'f.{;rological and cardiovascular diseases $ 15.0 million 3
in non-hypercholesterolemic humans (EN-110) 3
GlycoGenesys, Inc. $ 20.0 million Treatment of caricer (GCS-100, formerly known $ 15.0 million ‘
as GBC-390) '
Inex Pharmaceuticals $ 20.0 million Treatment of cancer (VSLI™) $ 15.0 million :
Corporation ' - : .
Lipocine Inc. $ 20.0 million Oral hormane replacement therapy combination product $ 15.0 million :
Nobex Corporation $ 20.0 million Treatment of post-menopausal osteoporosis or $ 15.0 million
Paget’s disease (Oratonin™)
| Total $229.2 million $1725 muﬁonj

=All business ventures formed in 200} are active.
In 2001, Elan received and recorded under Irish GAAP initial revenue from business ventures of $172.5 million. Elan’s initia! investments in
the business ventures and the business venture parents were $229.2 million.

§E.
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Business Ventures—2000

o Aggregate Initial Amount B
Invested (in both business - initial Fee
venture and business Received

Business Venture Partner | venture parent) Field of Research and Development by Eian |
pmm—————
Acusphere, Inc.”% $ 22.5 million Pulmonary delivery of therapeutics {compound $ 15.0 million
not disclosed)
! Altea Genomics, Inc.*® | $ 120 million Transcutaneous delivery of gene-based products $ 10.0 million

including DNA vaccines

Ardent Pharmaceuticals, | $ 20.0 million Treatment of pain (morphine) ~ | $ 15.0 millien
| Inc.” (“Ardent”) . : g .
Atrix Labbratories, Inc.™ $ 20.0 million Treatment of pain and cancer-associated svmptoms $ 15.0 million ‘

! . (fentanvl and an anti-emetic)

Cogent Neuroscience, Inc.’™ &) $ 20.0 million Gene-based products for treatment of disorders resulting $ 15.0 millien
& from cellular pathologies induced by genetic disease

(such as Huntington’s disease)

Cytokine Pharmasciences, t;:f S 20.0 million Indications of CNI-1493, except infectious diseases $ 15.0 million
Inc.r“l.'!

I Digital Gene Technologies, - | $ 41.2 millior. Identify and develop drug targets and therapeutics for the | $ 31.2 million
Inc.? B ) treatment of Alzheimer’s disease and Parkinson’s disease

; and also to develop rovel mechanisms for drug delivery

' Elite Pharmaceuticals, Inc.”®| 5 20.0 millior Treatment of pain and neurology {two undisclosed $ 15.0 million

: . compounds)

FeRx Incorporated™ ™ $ 20.6 million Treatment of cancer (MTC-DOX™) $ 15.6 million

; Generex Biotechnology 5 $ 20.0 million Treatment of pain (buccal morphine) $ 15.0 million
t

' Corporation”

* 1dun Pharmaceuticals, Inc. $ 25.0 million Treatment, inhibition or prevention of apop:osis $ 15.0 miliion

{cell death) following stroke

Pivestmenss in Hie Dushiese penntse oF Business venture parens were <ol to EPIL I andior EPIL 1L

“sresgicns iieid b EPIL AN seas disposed of th an unafiliated third parrs on 29 funo 2002
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* Business Ventures—2000 (continued)

F N
Aggregate Initial Amount
Invested (in both business Initial Fee
venture and business : | Received
Business Venture Partner | venture parent) Field of Research and Development by Elan
ImaRx Therapeutics, Inc.”® | § 12.0 million Treatment of cancer $ 10.0 million
Incara Pharmaceuticals $ 19.0 million Treatment of gas&é-intesﬁna] disease including $ 15.0 million
Corporation™ ulcerative colitis ‘4nd Crohn’s disease {Deligoparin :
sodium~—ultra jow molecular weight heparin)
K3
Ingredient Innovations $ 12.0 million Nutraceutical products $ 10.0 million
International Company™ ®
Lyotropic Therapeutics, Inc.”#} $ 19.0 million Undisclosed compound $ 15.0 million
-k
Neurome, Inc."® $ 13.3 million Research into nguronal cell death arising from $ 9.9 million
amyloid depositior
NewBiatics Inc.” $ 21.0 million Treatment of caﬁé?r (NB 1011/Thymectacin ™) $ 9.0 million
RxKinetix, Inc.” $ 12. 5 million Prevention and f ;f»atmenr of oral mucositis, a condition $ 10.0 million
associated with'Cancer therapy
Targeted Molecules $ 12.0 million Develop platfoxfk:i’\?dmg delivery technologies and drug $ 10.0 million
Corporation”? products for the treatment of cancer i
VectraMed, Inc.” $ 12.5 million Treatment of caﬁéer % 10.0 million”
Verion Incorporated™ $ 12.0 million Platform drug délivery technology development $ 10.0 million
‘}ealand Pharmaceuticals $ 18.3 million Administration of a GLP-1 analogue for the treatment $ 13.0 million
AfS and/or amelioration of diabetes
Total $404.9 million $298.7 milion |

“Investments in the business vennure or business vertture parent were seld to EPIL 1T and/or EPIL i1
“nvestment held bu EPIL I1T was disposed of to an unaffitiated third party on 29 June 2002,

in September 2001, Elan acquired Delsys. Elan established business ventures with Delsys in 2000 and 1998. Elan received 2 licence fee of
$12.5 million from Delsys in 2000. Elan investad $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. Efan received a licence fee of $10.0 miliion from Aquacap and made an initial investment

in Aguacap and the related business venture of $12.0 miltion.

In 2000, Elan received and recorded under lrish 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. )

elan corporation. plc 2009 Annual Report & Form 20-F

T I ST U2 T '..N»,;,‘g;,,‘,a«,;m

SUREN

B BRI b

ek 2l R I

s




Busi

Aess Ventures—1999

Elan Corporation, plc

Business Venture Partner .

Aggregate Initial Amount
Invested {in both business
venture and business
venture parent)

Field of Research and Development

)

Initial Fee
Received
by Elan

[ IS
] i
i Avmax, Inc.

$ 20.0 million

Research and development of metabolism and
transport inhibitors to increase bioavailability or
reduce dosage vanability

$ 15.0 million

DOV Pharmaceutical,
]nc‘ (IIDO ”)V['

DepoMed, Inc.” $ 20.0 million Controlled-release formulations of awo undisclosed $ 15.0 million
compounds
$ 13.0 miliion Formulation of prdprietary DOV compounds for $ 10.0 million

the treatment of pain and neurological disorders

(analgesic and anxiolytic compounds)

151S Pharmaceuticals, Inc.

=3

i

$ 30.0 million

Drug delivery platform for oral delivery of

$ 15.0 million

- (“1sis"”) antisense molecules
— ISIS“"’V‘:/ $ 22.5 million Delivery of an antisense drug for the treatment % 15.0 million
: : of patients chronically infected with Hepatitis C
i Medisys plc™* $ 25.0 million Diabetes (development of blood glucose monitoring $ 9.6 million
: ‘ systems for diabetes) '
— } Photogen Technologies, Inc.” | § 21.0 million Diagnostic imaging agents for cancer $ 15.0 million
—1 Ribozyme Pharmaceuticals, | $ 20.0 million Treatment of breast anc other cancers (ribozyme HER-2) $ 15.0 million
L Inc.” (“Ribozyme”) ‘
! Sheffield Pharmaceuticals, $ 20.0 million Treatment of respiratory diseases (steroid products) $ 15.0 million
_ Inc
2_‘ Targeted Genetics $ 20.0 millien Develop drug delivery platform for therapeutic genes $ 15.0 million

Corporation

- (“Targeted Genetics”)
Total $211.5 million 4 $139.6 million
wients i B Dusiness vonture or Susiness venture pareat were sold fo EPIL 1 andfor EPIL 1.,

stment freld e EPIL M s

In December 2000, Elan acquired Quadrant. Elan established a business venture with Quadrant in 19398
million frem Quadrant in 1899. Elan made an initial investment of $22.0 million in Quadrant and the relevant business venture.

~r

dispescd of 10 an v Tilicted thied party on 28 fune 2002,

. Elan rezeived a licence fee of $14.0

Business ventures, established in 1999, that are either terminated or that have developmant programmes that are currently inactive include
those with Ardent (the tusiness venture formed with Ardent in 2000 is in the process of being restructured, while a business venture formed
in 1989 is currently inactive), Ashni Naturaceuticals, Inc., Cognetix Inc., Dermal Systems International and Insmed Incorporated. In addition,
the original 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 1989 from such business
ventures and made initial investments in the business ventures and business venture parents of $92.5 million.

In 1998, 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.

RTINS i WO i A B siRbe . te

(T.ocation —( Use Size Ownership—‘
Dublin, Ireland Corporate administration 21,600 Sq. Ft. Leased J
Athlone, Ireland Research and development, manufacturing and administration - { 420,500 Sq. Ft. Owned
San Francisco, California, US Research and development and administration . 315,700 Sq. Ft. Leased i
San Diego, California, US Preduct development, sales and administration - 314,000 Sq. Ft. Owned ‘
Princeton, New Jersey, US Research 2nd development, sales and administ‘rat{on 87,000 Sq. Ft. Leased ‘?'
Indianapoiis, Indiana, US Manufacturing . 53.000 Sq. Ft. Owned .
Gainesville, Georgia, US Manufacturing and administration ' 52,100 Sq. Ft. Owned :t
King of Prussia, Pennsyivania, US Research and development, sales and administrat:i"on 47,000 Sq. Ft. Leased 3

jomezia, ltaly Manufacturing, sales and administration 205,200 Sq. Ft. Owned ) } 3

Elan considers that its properties are in good operating condition ard that its machinery and equipment have been well maintained. Plants
for the manufacture of products are suitable for their intended purposes and have ;apacities and projected capacities adequate for current
and-projectad 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 land and
buildings, plant and equipment, Note 23 to the Consolidated financial Statements, which discloses future minimum rental commitrents,
capital commitments for the purchase of property, plant and equipment and dispositions of plant and equipment, and "Financial Review—
Cepital Expenditure and Investment”, which discloses Elan's capital expenditures.

AR

N R4 R Rl LR e o 2 204t AP S VY T

18- elan caorporation, plc 2001 Annual Report & Form 20-F




Is

1Ca

—Research and Development

Pharmaceuticals

Biopharmaceut




operating review

Biopharmaceuticals

* Pharmaceuticals—Key Marketed Products ‘
The following table lists the therapeutic area, trademark, compound and indication for each of Elan’s key marketed products.

Therapeutic Area Trademark | Compound Indication )
Neurology/ Zanaflex Tizanidine hydrochloride Spasticity
Pain Management Skelaxin Meétaxalone Acute painful musculoskeletal conditions
Senata Zaleplon Sleep disorders
Zonegran Zonisamide Epilepsy
Myobloc Botulinum toxin type B Cervical dystonia
Roxtecodone Oxvcodone hvdrochloride Severe pain
Froua Frovatriptan succinate Migraine
Inféctious diseases Maxipime Cefepime hvdrochloride Life-threatening infections
C R Abelcet Amphotericin B lipid complex injectigt | Sstemic fungai infections
Azactam Aztteonam Pneumonia, post-surgical infections and septicemia
Dermatology Cutivaie Fiuticasone propionate Infammatory and pruritic manifestations of
corticosteroid-responsive dermatoses
Temovate Clobetaso! propionate Inﬂémmatory and pruritic manifestations of
’ cort{ccsteroid—responsive dermatoses.
Aclovate Alclomethasone diproprionate Inflammatory and pruritic m'anifeétaﬁoyns of
L corticosteroid-responsive dermatoses

Biopharmaceutical Research and Development—Key Product Pipeiine
The following table lists the therapeutic area, indication and status for each of Elan's R’Vey research anc development products.

Therapeutic Area

Research and

Development Product Indication

Status

Pain management

Neurology/Autoimmune

Neurology/Pain
Neurology

Neurology

Autoimmune

Prialt (ziconotide) Severe chronic pain and,

neuropathic pain

ELN-154088 Pain
Antegren MS and Crohn's disease
(natalizumab)
Zonegran (zonisamide)
Myobloc
{botulinum toxin type B}

Migraine and mania
Various

Alzheimer’s disease
Alzheimer’s disease
Asthma and MS

Immunotherapeutics
Inhibitors of beta secretase
Cell trafficking

Mav be made available to patients for compassionate
use purposes. Additional Phase N trials
inidated in 2002

Phase [ tria} to be initiated in 2002

Phase Il trials ongoing. Collaboration with
Biogen, Inc. (“Bioger.")

Separate Phase Il trials ongoing

A variety of studies are ongoing

Preclinical collaboration with Wyeth
Discovery collaporation with Pharmacia

Preclinical collaboration with Wyeth

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

and Zonegran.

elan corporation, plc 2001 Annual Report & Form 20-F
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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 cf
neurology, pain management, infectious
diseases, dermatology and oncology.
Biopharmaceutical research and cevelog-
mant activities include the discovery and

development of products in-the therapeutic”

" .arees of neurology, pain management and

susaimmune diseases. Biopharmaceuticals’

products are marketed thraugh five focused
sales forces tatalling approximately 1,000
sales representatives in the.United States and

approximately 260 sales representatives in
Europe/Rest of World. Approximately 630
empioyees 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 develogpment efforts in cell
trafficking, Parkinson's disease, pain,

MS, other neurological disorders and
autoimmune disesses.

Ongoing Operations—2001 Compared
with 2000—Pro-Forma Information

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

Biopharmaceuticals

on @ November 2000. The directors consider
that such pro-fcrma information for 2000
provides @ more meaningful basis by which
to assess Elan’s business during 2001. On
this basis, product revenue from Eian’s 105
ten product lines increased by 78% to-
$617.1 million in 201 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 Abelcer. the dermatolcgy
products, Roxane and Sonata from their .
respective dates of accuisition or the date
Elan assumed responsibility for markerinvg,
namely May 2000, September 2000,
September 2001 and Decamber 2001, -
respectively.

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

2001 2000 Percentage

Sm sm Increase
Neurclogy/Pain Management } 346 183 87" ’
Infectious Diseases and Oncology 210 145 g3e
Dermatology l 62 16 285"+

*Raxasier gl proi,
law 2000 prirsuan: w thi tojui
e =Desmatology privdaeces were geanirea by Curs i Seproniber 2id

Neurologv/Pain Management

CNS diseases are classified into two types:
neurologicai, which includes AD, MS,
Parkinsor's disease and epilepsy; and
psychiatric diserders, which includes
depression, anxiety disorders and
schizophrenia. Elan‘s focus on CNS
diseases is concentrated on neurological
conditions, and currently encompasses

1 seere acgtired o Roxane i Seprentiv

F Livescone

AD, epifepsy, MS, Parkinson's disease and
muscle spasticity.

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 irom Elan's
key products within the neurotogy/pain
management therapeutic area increased by
879% 1o $345.6 million compared 10 2000.
This includes the acquisition of the Roxane
pain products in September 2001. Excluding
these products, revenue growth in this area
was 79%.

op'berating review 21
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% US Neurology/Pain Management Product Revenue

2001 2000
Sm < Sm
Total Neurology/Pain Management 3456 -185.1
Major Products
Zanaflex 1617 . 910
Skelaxin ;
Zonegran®
Roxane pain products®*
Muablac*>*

*Launched in the United States in May 2000
“*Acquired from Roxane in September 2001 -
- Lawnched in the United States in Decomber 2000

Products

Zanafiex. Elan licenced Zanaflex for the
United States, Ireland and the United
Kingdom from Novartis Pharma A.G. Elan
markets Zanaffex through its primary care
and neurology sales forces. Zanaflex was
launched in the United States in 1897 for
the treatment of spasticity. Zanaflex has
grown rapidly in the United States since

its launch and generated approximately”
2.3 miliion? 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 Zanaffex 4 mg dosage
farm. Approximately 75% of prescriptions
written for Zanaffex are for the 4 mg dose.

Skelaxin. Elan acquired Skelaxin pursuant
{a the acquisition of GWC Health, Inc.

in 1998. Elan markets Skelaxin in the
United States through its primary care and
neurology sales forces. Skelaxin is approved
by the FDA as an adjunctive treatment for
the relief of discomfort associated with
acute, painful musculoskeletal cenditions.
Skelaxin has shown strong growth in recent
years, Skefaxin generated approximatefy

9.

B
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increase of 42%* over 2000. US reyenue
for Skelaxin increased by 45% to $117.9

milion from $81.5 million in 2000

Zonegran. Elan licenced Zonegran:for the
United States and Europe from Dajnippon
Pharmaceuncals Co., Ltd. (“Dainip'pgn "),
Elan markets Zonegran through its dégfology
sales force. Zonegran was launched:

in the United States in May 200C as an
adjunctive therapy in the treatment of
epiiepsy in adults. Zonegran generated
0.2 millior? prescriptions in the United States
since its launch. In 2001, US revenue for
Zonegran amountecd to $37.8 million.
Zonegran is currently the fastest growing
anti-epileptic drug in the United States.
Epilepsy affects aporoximately 2.5 miilion
people in the United States, and over seven
million worldwide. Zonsgran has been
marketed by Dainippon in Japan since
1988. Elan is ceveloping Zonegran for
certain European markets.

Rexane Pain Products. 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

oY SR Lt SR

COramorgh. In 2001, Elan’s revenue from
these products amountec to $15.4 mitlion.

Mvobfoc. Myobloc (Neuroblac in Europe)
was developed by Elan. It is a sterile fiquid ;
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. Myobioc was launched in the

United States in December 2000 andin

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.

Sonata. In December 2001, Elan entered
into & strategic alfiance with Wyeth pur-
suant to which Elan assumed responsibility
for the US marketing of Sonata, a non-
benzadiazepine hypnatic for the rreatment
of sleep disorders, that was launched by
Wyeth in 1899, It is the number two branded

-nypnotic, in terms of total prescriptions, in

the United States. Elan has an option to
acquire the US product rights 10 Sonata in
2005. As part of the alliance, Elan wiit use
its drug delivery technologies ‘o 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.

Frova. Elan licenced exclusive North American
sales and distribution rights for frova in
October 1998 from Vernalis Group, pic.
Frova is a 5HT s, 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
popuiation 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 oral
triptans representing $1.2 billion. In March

O
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2002. Elardand UCB Pharma Inc. (“UCB")
enterad into an &greement to co-promote
Frova. The companies launched Frova during
the secdnd quarter of 2002. Elan markets
Frova, pursuant to its co-promotion
zareement with UCB, through Elan’s
acurology sales force. "

Infectious Diseases and Oncoiogy
The US systamic anti—mfectivefmarket,
including anti-bacterial, ami-\{ifél and
anti-funcal products, amountéd to
approximately $13 piflien in 2001, an

'S Inrectious Diseases and Oncology Product Revenue

increase of 13% over 2000°. Major
segments irt 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% 10
$209.7 million compered 10 2000. This
includes Abelcet, which was acquired in
May 200C pursuant to the acguisition of
Liposome. Excluding Abelcet, growth in
this area was 56%.

2001 2000 !

; ! Sm $m !

Total Infectious Diseases and Oncology 2097 1453 }
Major Products L |
Maxipine™ 1 B6.3 50.8 |
Abelect™ 77.0 60.2 i
Azncrani” 46.4 345 |

nd Lt b0 e aciiil
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Producis

4 12, 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 trezt patients with
lite-threatening infections. Pulmonologists,
infectious disease specialists, internal
medicine physiciars, hematologists and
onicologists prescribe Maxipime for patients
with severe hospital-based respiratory

and non-respiratory canditions such &s
cneumonia, urinary tract infection and
febrile neutropenia. An important attribute
of Maxipime is its broad spectrum of activity,
including activity against many pathogens
resisiant to other antibiotics. Elan markets
Maxipime through its hospital sales ferce. in
2001, US revenue for Maxipime was $86.3
miflion, an increase of 70% over 2000, on
a pro-forma basis.

itios of Dura int Nevember 2000
2 of Lavosorie i Maie 2000

Abelcer. Elan acquired Abeicet pursuant to
the acquisition of Liposome in May 20C0.
Abelcet, which is an amphotericir: B lipid
complex, is markated 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 200C.

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

Biopharmaceuticals

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

Dermatology

The three United States dermatology
marxets in which Elan competes are
topical corticosteroids {“TCSs™), topical
anti-fungals and topicel anti-infectives,

All three market segments are growing.
TCSs comprise the largest segment with
US revenue of approximately $1 biflion” :

in 2001. Topica! anti-fungals have revenue
of approximately 3560 million® annually.

Elan entered into & distribution agresment -
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/
dermatoiogy sales force. Cutivate, Temovate
and Acfovate are all TCSs competing in the
subcategories of high potency, medium
potency and low potency, respectively.

Oxistat is a topicai anti-fungal cream and
Emage is a topical anti-infective cream.

Products

Cutivate. Cutivate is used te provide

relief for conticosteroid-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 Cutivare was $24.8 million.

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

Aclovate. Aclovate is indicated for relief of
the inflammatory and pruritic manifestations
of corticosteroid-responsive dermatoses. in
2001, revenue for Aclovate was $9.5 miilion,
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Athena Diagnostics and

Elan Diagnostics

Elan operates two distinct diagnostics
units—Azthena Diagnostics, Inc. (" Athena
Diagnostics”) and Elan Diagrostics, Inc.
("tlan Diagnaostics”). Revenue from Elan’s
diagnostics units was §57.3 miltion 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 disorcers, neurogenetic
disorders, AD, paranegplastic syndromes,
movement disorders, neuromuscular
disorders, and atexia. 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
distributes equipment, chemistry reagents
and test kits used in physicians’ offices
and clinica! 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.

Research and Development

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

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

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

Antegren
Antegren is 3 humanised monaocioral
antibody for use in inflammatory conditions
such as MS and Crohn’s disease. Anfegren

is the first in a new class of poten{j;al
therapeutics known as Selective Adfiesion
Molecule (“SAM") inhibitors. Antegren
blocks the adhesion of leukocytes {Brimarily
lymphecytes) to blocd vessel walls énd

thus interrupts the subsequent mi
of lymphacytes into tissues where, jh
autoimmune diseases such as MS ajﬁd

" Crohn's disease, these cells mediatejan

inappropriate immune response agSinsi
normal tissue. In August 2000, Elars;
announced that it would be collatiorating
on the development, manufacture 3nd
marketing of Antegren with Biogér}:.

Crohn's disease is a chronic inflammatory
relapsing-remitting disease of the gastro-
intestinal tract, commonly affecting both
men and women, usually as young-‘adults.
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 hospitalisatiors for oatients and
may necessitate surgery.

MS is a 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 mode! of MS in an
article published in Nature. Early data

on Antegren has been further presented
in publications such as Journa! of
Neuroimmuriology, Neurology and
Human Antibodies. Abstracts reporting
positive data on Antegren in Crohn's
disease were presented at both the 1999
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.

Comprehersive Phase 1l 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 t¢ date.

Elan anticipates that Antegren may also
be useful in the treatment of a range
of inflammatory and non-inflammatory
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diseases. Specifically, Elan intends to
examine Antegren's potential in the
weatment of rheumatoid arthritis and
ulcerative colitis.

Alzheimer’s Disease
AD is a degenerztive brain’disorder that
primarily affects older persons. AD can
begin with forgetfulness, can progress into
more advanced symptams; including confu-
sion, language dlsturtancés, personality

- and behaviour changes, and impaired
judgement, and can ultimately lead o
profound dementia, Patients eventually are
unable to care for themselyes and often
require institutionalisation‘or professional
care in the heme setting. Qne of the key
pathclogical features of AD is the presence
of beta-amyleid containing piaque lesions in
the brain tissue of affected patients. Many
scientists working in AD research believe-
that the beta-amyloid peptide {the building
biock of plague) is causative of the disease.

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

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

Elan’s AD Programmes

Elan currently has cne of the largest
research efforts dedicated to developing
pathology-hased approaches to the
treatment of AD. Elan scientists have
researched agproaches to the prevention
and treaiment of AD since 1987. These
research advances have bean discussed
in distinguished scientific publications,
such es Nature, and by scientific
organisations such as the American

Biopharmaceuticals—Research and Development

Academy of Neurology, 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 reseerch.

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 therapeusic
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 demaonstrating 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
academic laboratories have validated these
preclinical stucies and demenstrated that
such treatments reverse cognitive changes
in transgenic mice that develop plaques.

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

of AN-1792.

AN-1792 represents the first in a series

of theragies currently under developmant
within the collzboration with Wyeth, This
collaboration has several immunotherapeusic

development candidates, both active and
passive, most notably the CRM conjugats
(active} and a monacicnal antibody (passive),
The CRM conjugate utilises Wyeth's vaccine
technology and has different immuno-
therapeutic properties than AN-1792. The
menoclonal 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 1o continuing their
research in AD.

In a separate and independent approacﬁ to
AD, Elan has also been collaborating with
Pharmacia since August 2000, focusing':
on the discovery of inhibitors of beta
secretase, an enzyme associated with the
development of the beta-amyloic peptide.
Beta secretase inhibition is considered by
many in the field of AD research 1o be

the premier target for a potential disease
modifying treatment for AD.

Elan is also pursuing its own internal AD
programme.

Elan expects to submit severa! INDs from its
AD prcgrammes in the next 18 months.

Prinit

Prialt is a new type of analgesic in
development for the reatment of severe
chronic pain in cancer and AIDS patients,
and neuropathic pain resulting frem head
injuries ar stroke. In June 2000, Elan
announced that it had received an
approvable letter from the FDA for Priaft.
In January 2002, Elan announced that it
had agreed with the FDA to conduct
additional Phase il! clinical trials which
have been initiated during 2002. The FDA
agreed that Priaft may be made available
to patients fcr compassionate purposes.
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’ Research and |

KeyWMarketed Products
The following table lists the licencee, compound and indication for each key product currently marketed and developed by Elan utilising its

drug delivery technologies.

Drug Delivery

© ' The following table lists the

w

Key Research andeevelopme‘nt Product Pipeline—Client Service Business* .
.partner, status and indication for each key product candidate under development by Elan utifising its drug defivery -

W Licencee Compound indication ]

i Rapamune ™ Wyeth Rapamycin Immunosuppressant
Cardizem ™ CD Avenlis S.A. B} Diltazem Hypertension and angina
Verelan and Verelan PM Schwarz Pharma, Inc. Verapamil Hypertension
Avinza Ligand Pharmaceuticals, Inc. ("Ligand") Morphine sulfate "Moderate to severe pain

“ 1 Herbesser Tanabe Seivaku Coinpany Lig. - DilHazem Hypertension and angira

‘Nifedipine 30 mg Biovail : Nifedipine Hvpertension : -
Nicotine Transdermal . Pemgd Company. .. .. -Nicotine Smoking cessation. - - R,

1 Theodur Mitsubishi Pharma Qorporqﬁonv . Theophyline Asthma and chronic bronchitis - '

- | Development Product: | Partner Status Indication
Ritalin™ LA _ Novartis Pharmaceuticals Corporation NDA approved, Attention deficit/hyperactivity disorder
(methyiphenidate) (“Novartis”) pre-launch
Luvox™ (fluvoxamine) Solvay Pharmaceuticals, Inc. Post-Phase [II Obsessive compulsive disorder, depression
Nifedipine 60 mg — ANDA approved, Hypertensior.
pre-launch '
Undisclosed Merck & Co., Inc. ("Merck”) Phase IT Undisclosed
Undisclosed Janssen Pharmaceutica, N.V. Phase II Undisclosed
Undisclosed Merck Phase I Undisclosed
Clonidine Transdermal Par Pharmaceutical, Inc. ANDA iiled Hypertension
L Nicotine/mecamylamine — Phase IlI Smoking cessation . J

#, Efrn's Drig Defic

tor Elan’s business ventures,

ey business is developing a number of products, currently in Phase Tand Phase [T chinical stuaies, tor Elan's Biopharsiaceutionls business and is warking en a range of
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Drug Delivery

QOverview

Elan engages in the development and
commercialisation of pharmaceutical
procucts through the application of its
proprietary drug delivery technologies
for pharmaceutical clients. To enhance
the value of Elan's biopharmaceutical
praduct 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 portfclio of drug delivery
technologies offers a number of benefits
to both patients and clients. Benefits to
patients inciude impreved compliance as
a result of more user-friendly dosage
forms, improved clinical performance’
and improved tolerability. Benefits to
pharmaceutical industry clients include
improved products, product differentiation
cpportunities and the rescue and faster
development of néw 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.

Elan’s Drug Delivery business has been in
existence for over 30 years anc 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
currertly marketed by Elan’s Iicenc:éés in
the United States. Drug Delivery currently
has approximately 25 projects in tlinical-

development. Efan has collaboratédiwith 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 consié{e_ntly
invests in research and deveiopmen‘t' on new
drug delivery technologies and sysiéms to
maintain its leading pasition in the-industry.

Strategv and Kev Technologies

Efan’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 fundamental
processes that define a drug’s bicdisposition,
dissolution, transport, distributior; and
metabolism. These technologies can be
employed to optimise the performance
of pre-marketed drug candidates, as well
as marketed drugs.

elan corporation. plc 2001 Annual Report & Form 20-F
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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 patert proteciion for partners’
products. It has large-scale, commercial
manufacturing capabilities for the majority
of its technologicai offerings. Elan 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 “bioctech”
delivery systems. Elan continues 1o innovate
through research and development of new
technologies to deliver genes, antisense
compounds and macromolecules.

NanoCrystal Technology

Elan’s NanoCrystal technology produces
tiny stabilised crystals of drug substance,
which, because of their small size, dissclve
mare rapidly, minimising the problems posed
by poor water solubility. The technology
is applicable to a2 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,




|
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improved dosage form uniformity and
Drcportionality, reduced food effects,
ﬁgher dose loads and deep-lung pulmonary
delivery. The first FDA approved product
incarporating the NanoCrystal technology,

a formulation of Wyeth’s Rapamune, was
jaunched by Wyeth during 2001.

MEDIPAD Technology ‘
MEDIPAD is a lightweight, disposable,
patch-like device that contains ‘a micro-
infusor and needie assembly to"'d'eliver

. drugs subcutaneously. An adhesive becking

enables this patient-friendly cevice to

pe warn similarly tc a transdarmal patch.
This technology provides ccnt{blled
o(ogrammable delivery. The benefits

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

Elan is developing the Safe-T-Mix injector to
simplify patient adminisiration of lyophilised
{powdered) drugs and minimise accicental
needlestick injuries. Many bio-engineered
mecicines are lyaphilised and require
patients 1o 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 patient acceptance.

Oral Controlled-Release Technology
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
prcducts developed by Elan include
sustained-release, delayed-release and
pulsatile-release products.

Elan's sustained-relezse technologies are
utilised in commercial products such as
Cardizem CD, Verelan, Herbesser ard the
recently approved Avinza tc 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 chronotherapeautic product, wnich
complements the circadian pattern of
blood pressure. Verelan PM is & product
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
asscciated with frequent dosing.

Pulmenary Delivery Technology

Elan has access, internally and through
esteblished external coilaboratiors, to & full
range of inhalation devices, formulation
expertise, clinical and regulatory expertise

Drug Delivery

and associated drug packaging and filiing
technologies related to the deveicpment of
pulmonary products. Eian's fully integrated
approach to developing pulmonary products
ensures simultaneous development of the
multiple aspects of pulmonary preducts
{drug and device combination).

Biotechnology Research
Elan is developing technologies to optimise
drug permeability and cellular targeting.

£lan is addressing this delivery need, which '

is commaen 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, to enhance development of novel
delivery systems for biotechnology products.
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Financial Review

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 reconcullatlon of Elan’s performance under Irish GAAP and

US GAAP is set out on page 128.

Introduction
This financial review primarily discusses:

« Critical accounting policies;
« Segmental analysis;

« The results for the year ended 31 Decembder 2001 compared to the year en c 31 December 2000; .
« The results for the year ended 31 December 2000 compared to the year eni d 31 December 1899;

» Risk-sharing arrangements; and . ‘

« Eian's financial position, including its capltahsa‘uon and liquidity.

R S A e V5 TR T 3 i MM 2 v

Elan's operating sesults can be affected by a number of factors, including those de cribed under " Specia! Notice Regarding Forward-Locking

Statements” and “Risk Factors”.

Company Acquisitions ]
In 2001, Elan acquired Delsys. In 2000, Elan acquired Dura, Liposome, Neuralab, Quadrant and other companies. In 1989, Elan acquired
Axogen. For additional information regarding these acquisitions, please refer to Note 22 to the Consolidated Financial Statements,

Critical Accounting Policies
The Consclidated Financial Statements include certain amounts that are based on. managemems best estimates and judgements. Estimates

and judgements are used in determining items such as the carrying value of mtanglble assets, the carrying value of financial assets and the
accounting for contingancies amongst other items. Because of the judgements and uncertainties inherent in such estimates, actual resufts”

may differ from these estimates.

In December 2001, the SEC released a statement regarding the disclosure by publlc compames of criticat eccounting policies and practices. This
statement encourages companies to provide further details on their accounting pohoes 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.

3
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The estimates and judgements used by 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, 2 10% decrease in the carrying value of intangible assets or financiai assets as at
31 December 2001 would have resulted in an impairment charge of $452.8 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 Elans accounting for intangible assets relate to carrying values.

PO Rt
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The carlying values of intangible assets are assessed annually generally using discounted cash flows. The estimates and judgements

used 1o as3ess carying value include those relating to research and development risk, commercial risk, revenue and cost projections, tne
intention of the Company with respect to the intangible asset, such as the sales and marketing support for a product or the continued
focus of level of resources for a particular cevelopment project or technclogy, the impact of competition, inc!uding generic competition,
and the impact oi any reorgamsatlon or change of business focus of the Company. If Elan were to use different estimates or judgements,
particularly with respect to the likelinood of research and development success, the likelihood and date of commencement of generic
competition or the impact qf 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 particuiar
tharapeutic arez, field of re‘g_earch and development or technelogy. This could result in a material impairment charge Lo the carrying values
of intangible assets relating 1o 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 Elan's profit and loss account. For additional informaticn on the recovery plan, please refer
1o “Financial Rewew—Prospec‘we Information” on pages 49 and 30. It is Elan’s current intention to dispose of its diagnostics businesses, Elan
believes that it hes used reasor.aole estimates and judgements in assessing the carrying values of its intangible assets.

The principal judgements 'fa'n"d uncertainiies affecting Elar's accounting for financial assets relate to carrying values. In general, Elan’s
accounting policy for financial assets is to carry such assets at cost less provision for impairment in value. The carrying vaiues of financial
assets are assessed using established financial methodolcgies, including quoted market orices for quoted equity securities. Unquoted equity
investments and non-traded securities of public entities are assessed using valuation methodologies including the Black-Scholes eption-pricing
model, 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 Ccmpany's financial assets at 31 December 2001. The factors_'
affecting carrving values include both general financial market conditions for pharmaceutical and biotechnology companies and factors
specific to @ particular company. Different market congitions or regative developments or news affecting a specific investee could result

in a material impairment charge for the applicable investment. Additicnally, many of Elan's investments are in emerging drug delivery,
pharmaceutical and biotechriology companies. In assessing the carrving valugs of these investments, £lan has assumed that it holds the
investments for the medium to long-term and that no liquidity discount is required. If £lan 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 biotechnology companies have been goor in the period from 1 January 2002 to 30 June 2002.
Elan will incur @ material non-cash impairment charge, arising from its investment portfolio, in its profit and loss account in 2002. in addition,
EPIL 1M disposed of investments in June 2C02 in connection with the maturity of debt. This will result in a material impairment charge givan
current market conditions. Elan has not yet determined the required amoun: of the impairment charges. For additicnal 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 reasoradle estimates and judgements in assessing the carrving values of its financial assets.

The principal judgements used by Elan in accounting for contingencies include the likelihood of the contingency coming to fruizion and the
ability 1o estimate the financial impact of such outcome. Elan's primary contingencies include shareholder litigation and the investigation by
the SEC. For acditioral information on these and other contingencies and litigation, please refer to Notes 23 and 24 tc the Consolidated
Financial Statements. As discussed in Note 24 of the Consolidated Financial Statements, the Company is unable to ascertain the ultimate
agaregate amount of monetary ligbility or finandial impact, if any, of the shareholder litigation which seeks damages of material or indeterminate
amounts or of any possibie 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.
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* 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 1o the business venture. Such amounts are included in interest

and other expense.
For additional information regarding Elan’s significant accounting policies, please refe"rf. to Note 1 to the Censolidated Financial Statements.

Elar utilises Irish GAAP for the purposes of preparing its financial statements. Irish‘géAAP 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 Principleéﬁr . The more significant differences for £lan between
Irish and US GAAP are described under “(a) Business combinations”, "(b} tmpairmé}\t of acquired intellactual property”, “(h) Revenue
recognition” and "{i} Non-consoiidated subsidiaries”. The US GAAP financial results are discussed on pages 50 1o 52.

Segmental Analvsis .
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 deve!opfnem activities. On 10 June 2002, Elan announced a
recovery plan aimed at focusing its business on core areas and at continued growth ¢f the Company. This will restructure the manner in
which Elan’s business is organisec. Please refer to “Financial Review—Prospective Infdrmation” for further details.

Bicpharmaceuticals’ revenue increased by 74% to $1,412.7 million in 2001 from 585?09 miliion 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 rovalty arrangements, the inclusicn for a full year in 2001 of revenue from corporate acguisitions made
during 2000, increased revenue from product co-promoticn and marketing activities and organic growth. Biopharmaceuticals incurred an
operating loss of $§580.5 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 inteliectual property (“acquired IP") arising on the acquisition of Neurex Corporation (“Neurex”),
for the impairment of product intangibles relating to Naprelan and Cecicr CD and for the raticnalisation of Biopharmaceuticals’ activities.
Biopharmaceuticals' operating profit before exceptional items decreased by 57% to $66.4 million in 2001 frem $155.6 million in 2000,
reflecting increased operating expenses offset, in part, by higher product revenue. v

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 to a reduction in the amount of fees received. Drug
Delivery incurred an operating loss of $261.3 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 Corperation ("Sana*) and lower revenue
from businass ventures. Drug Delivery's operating profit before exceptional items decreased by 70% to $67.7 million in 2007 ‘rom $225.1
million in 2000, primarily reflecting lower revenues.

for additional information regarding €lan’s reportable segments, please refer to Note 2 to the Consclidated Financial Statements.

elan corporation, pic 2001 Annual Report & form 20-F
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Financia! Review

Results of Operations for the Years Ended 31 December 2001, 2000 and 1999

f 2001 2001 2001 2000 1999 |
Sm Sm Sm Sm Sm :
Before Exceptional ltems  Exceptional ltems Total Total Total

Product revenue 1,181.2 258 1,407.0 $25.6 566.2
Contract revenue 331.7 20 333.7 4764 3416
Total revenue ; 1,5129 2278 1,740.7 1.302.0 1,007.8
Cost of sales {J 364.0 228 386.8 3133 2112
Gross profit 1,149 205.0 1,353.9 986.5 796.6
Seiling. general anc administrative expenses 697.5 1,084.2 17817 384.6 256.9
Research and development expenses 3233 78.6 4019 305.2 230.2
Qperating prefiti(loss) “j‘ 1281 (957.8) (829.7) 296.3 309.5
Share of profits of assaciates 10.3 — 103 0.1 0.2
Loss on fixad assets B - - - (33.9) —_
Protit/loss) on ordinan: activities before

interest and tax . 138.4 (957.8) (819.4) 223 309.7
Net interest and other {expensel/income {43.6) (6.8) (50.4) 88.6 335
Profit/floss) on ordinan: activities before tax 94.8 (964.6} (869.8) 3511 343.2
Tax on profit/(loss) on ordinan activities (17.4) — (17.4) (9.0) (7.3)
Retained profiti{loss) for the vear . 77.4 (964.6) . (887.2) - 3421 3339
Basic earnings/ftoss) per Ordinary Share ’ § 023 5 (287} 5 (2.69) $ 118 S 1.2
Diluted earnings/(loss) per Ordinarv Share ] $ 022 5 (2.87) $ (2.69) $ 110 $ 119

i 1
N

A reconciliation between Elan’s l-ish GAAP financial results and Elan's financial results prepared in accordance with US GAAP has béen provided
under " Additional US Information—Differences Betwesn Irish and United States Accounting Principles”.

2001 Compared to 2000

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

Proguct revenue, efter exceptional items in 2001, increased by 70% to $1,407.0 millicn for 2001 from $825.6 million for 2000, primarily resulting
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-promotipn and marketing activities and organic growth.
Procuct rationalisation revenue is included as exceptional procuct revenue in 2001, The increass was 43% before exceptione! oroduct revenue
of §225.8 million in 2001. Product rationglisations, which consisted af the disposition of non-core praducts through outright sale or pursuant
to distribution and royalty zrrangements, contributed $231.4 million to product revenue in 2001. This amount has been inciuded in
exceptional items. Procuct revenue arising from the acquisitions of Dura and Liposome increased by 775% and 30% to $279.1 million and
§87.2 millign, respectively, for 2001 as comopared to 2000. Product revenue from Zaraffex and Skeiaxin increased by 78% and 45% 10
$161.7 million and $117.9 million, respectively, for 2001 as comparad to 2000. Product revenue from product co-promotion and marketing
activities, which resulted from Elan’s risk-sharing arrangements with Pharma Marketing Limited {together with its subsidiary, "Pharma
Marketing”) and Autoimmune Research and Development Corp., Ltd. (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 retionalised during 2001 and by reduced revenue from Naprelan and Ceclor CD. Revenue from groducts 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 facters including competition and less promotional focus by Elan.
Revenue from Ceclor CD dedlined 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 fines in the United States iﬁcreased 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. o

2001 2000

Sm $m
Neurology/Pain
Zanaflex 161.7 91.0
Skelaxin ) 1179 81.5
Zonegran') : 7 - 378 12.6
Roxane productst® . ke - 154 —
Muyobloc’3 ‘ i 10.5 -
Sonatat¥ ’ . ' ’ 23 —

3456 1851
Infectious Disease/Oncology -
Mavxipime® A - 86.3 7.6
Abelceti® 77.0 60.2
Azactam!®) i 46.4 45

: 209.7 723
Dermatology products® ’ 61.8 71
Total top ten US marketed product lines 617.1 264.5
Europe/Rest of World 86.6 62.7
Contract manufacturing g 1221 160.1
Diagnostics ‘ ) 573 70.2
Other (including non-core product lines) . ; 654 105.8
Co-promotion/risk-sharing revenue ] ) 157.7 61.1
Product rationalisations 231.4 -
Product sales of rationalised products 69.4 101.2
Total product revenue | 1,407.0 825.6 k4
1. Launcked in the United States in May 2000 —_—
2. Acquired from Roxane in September 2001 4
3. Launched in the United States in December 2000. P
4. Assumed responsibility for US marketing in December 2001, 3
5. Acquired pursuant to the acquisttion of Dura in November 2000. -“
6. Acquired pursuant to the acquisition of Liposome m May 2030, 2
In both 2001 and 2000, Zanafiex accaunted for 11% of product revenue. No other product accounted for more than 10% of product revenue ,
in either 2001 or 200C. Elan’s remaining product revenue was generated from a mix of other products and services. El
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 Autcimmune increased by 113% to $58.7 million in 2001
from $27.6 million in 2000.

v
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Fee revense frem the business venture programme decreased by 46% to $172.5 million for 2001, compared 1o $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.

carding! Health, Inc. and Pharma Marketing accounted for approximately 14% and 11%, respectively, of Elan’s tctal revenue for 2001.
Np other customer accounted for mere than 10% of revenue in 2001. No custemer accounted for more than 10% of revenue in 2000.
product Rationalisations

puring 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 1o promote Zanaflex, Skelaxin, Abelcet, Azactam, Maxipime, Myobloc, Zonegran
and Cutivate. Elan also commenced a product acquisition and marketing alliance strategy tc access brands meeting certain commercial
criteria established by Elan. Conversely, pursuant 1o its rationalisation programme, Elan rationalised certain ¢of its products that did not
meet 15 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
tuture 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 examale, 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.

|n 2001, Elan rationalised Diastat™, Entex™, Furadantin™, Midrin™, Mysoline™, Nasarel™, Nasalide™ and Permax™. These rationalisations
were accomplished through cutright sales or pursuant to distribution and royalty arrangements. The rationalised products did not fit with
flan’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 chalienges 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
proguct rationalisations in 2001. This is recorded as exceptional product revenue. The rationalised products generated revenue of $101.2
millicn in 2000 and $63.4 million, pricr to rationatisation, 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 racorded
by Elan in 2001 from the rationalisation. Net income from product rationalisations in 2001 amounted to $215.8 million.

Net Revenue

Product Rationalised Company : $m
Diastat Xcel Pharmaceuticals, Inc. (“Xcel”} i 97.0
Mysoline Xcel 235
Nasarel/Nasalide IVAX Corporation (“TVAX") 62.€
Permax Amarin Corporation, plc ("Amarin”) 10.7
Entex Andrx Laboratories, Inc. ("Andrx”) 12.8
Midrn Women First Healthcare, Inc. (“WFHC") 136
furadantin First Horizon Pharmaceutical Corporation (“Fizst Horizon") 11.2

2314
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Diastat/Mysoline

Xcel was formed in January 2001. Xcel is a specialty pharmaceutical company that acquires and markets prescristion pharmaceutical products in
focused therapeutic markets in the United States, with an initial focus on neurology. As of 31 December 2001, Xcel had 93 employees including
83 sales end marketing personnel. Mr Cam Garner, a founder and chairman of Xcel, Mr Michael Borer, a founder end chief executive officer of
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Xcel and Mr John Cook, a founder and senior vice president of Xcel, were previcusly employed by Dura, a company Efan acquired in November ;’%‘
2000. Mr James Fares, a founder and senior vice president of Xcel, was previously employed by Elan, %
Zlan rationalised the product rights and reiated inventory of Diastat to Xcel on 31 March 2001, Elan subsequently rationalised the product i

rights and related inventory of Mysoline to Xcel. Both these products fail within Xcel’s focus on neurology. Diastat and Mysaline 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 5-1;60.0 million for Diastat and Mysoline. Elan has a royalty
right of between 5% and 20% on net sales of Mysoline by Xcel. After reducing thié carrying value of the related intangible assets, Eian
recorded net revenue of $97.0 million and £23.5 million on the rationalisation of D tat and Myscline, respectively, in 2001,

On 30 March 2001, Xcel raised net proceeds of $69.6 million from issuing convertibie preferred stock. Efan purchased $15.0 milfion of this
convertible preferfed stock, representing approximately 16% of Xcel's equity on a fUlly diluted basis. On this date, two venture capital funds
and their affiliates purchased 54% of Xcel's equity on a fully diluted basis.
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make quarterly payments of interest at an annual
nd principal payments are then due quarterly through
mount of the loan is prepayable, at the option of Xcel,
for draw down through June 2002, on broadly similar E:
ed by the rationalised products and aiso incluges other
hat Xcel will generate sufficient revenues from its

ain its fully diluted percentage holding in Xcel through

. On 31 March 2001, Elan provided a loan of §93.0 mitlion to Xcel. Xcel is obligated?
rate of 7% on the oulstanding balance of the loan through 31 March 2004. interes?
the final maturity date of the loan on 31 March 2008. $60.1 miliion of the princioa
beginning in 2007. Elan also provided a $10.0 million line of credit to Xcel, availa
terms. Xcel has drawn down this amount since 31 December 2001. The loan is s
customary financial and operating covenants to which Xcel is subject. Elan expe
commercial activities to enable it to repay the lcan note. Elan has committed to mai
and including the date of Xcel's initial public offering.

Mr Erle Mast, an Elan employee, joined Xcel's board of directors in February 20021
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Nasarel/Nasalide i
IVAX is engaged in ihe research, development, manufacturing and marketing of randed and brand equivalent {(generic) pharmaceuticals
and veterinary products in the United States and international markets. In Septem{)er’ 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 Nasare! and Nasalide in 2001.

Permax

Amarin is 3 specialty pharmaceutical company focused on neurclogy 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 miliion, before exceptional charges of $18.1 million, respectively. As of 21 December 2004, Amarin had 93 employees,
including 34 safes and marketing personnel. Mr Thomas Lynch, executive vice chairman of Elan, and Mr John Groom, a director of Elan, serve on
Amazrin's board of directers. Mr Lynch is non-executive chaisman of Amarin. Mr Michael Coffee, a director and chief operating officer of Amarin;
Mr Nigel Bell, cnief financial officer of Amarin; and Mr Deneld Joseph, an executive vice president of Amarin, were previously employed by Elan,

In May 2001, Elan and Amarin enered into & 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 millicn 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 alsc recorded a net amount of
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56.2 million from Amarin for distribution fees and royalties on sales of Permax. After reducing the carrying value of the Permax intangible
and equily accounting, Elan recorded net revenue from Amarin of $16.9 million in 2001 which includes the distribution revenue, Amarin’s
option 10 purchase Permax was exercisable between September 2001 and May 20C2 for an exercise price of $37.5 miltion, payable $7.5 million
on exercise of the option ang $2.5 million in guarterly instaliments thereafter, and a royalty of between 7% and 10% on future net sales

of Permax by Amarin. The royaltg on future net sales may oe 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 milfion,
respectively, Amarin will make additional royalty payments to Elan of up to $8.0 million. Amarin exarcisec its option to purchase Permax

in March 2002 and paid Elan me first instaliment of the exercise price of $7.5 miflion.

In connection with the amenced'grsmbutlon and option agreement, Elan provided a ioan of $45.0 million to Amarin. The loan bears interest at

a rate equal to the London Interiﬁénk 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 B
34% of Amarin’s equity on a fully.diluted basis. in March 2002, Elan converted a portion cf the Amarin preferred shares into Amarin ordinary
shares. Following this conversion; -)an owned approximately 27% of Amarin’s outstandmg ordinary shares.

puring 2001, Elan granted Ama na purchase option to acquire Zelapar. Zelapar-is a fast mett formulation of selegiline for the treatment
of Parkinson’s disease. An NDA for Zelapar was filed with the FDA in 2002. -

' Under kish CAAP Elan accoumed for Amarin using the equity method, based on Elan’s fully diluted equity investment in Amarin in 2001.
tor US GAAP purposes, Elan at{éunted 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 2C01 amountec to $67.9 million, consisting of loans

i incluging interest, of 345.5 millg&;n and $5.5 million and a net equity investment of $15.9 million. For additional information regarding Elan's

relationship with Amarin, pleasé.refer to Note 25 1o the Consolidatec Financial Statements.

Ouher Praduct Rationalisations

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 royaity of 10% on szles of Entex for 10 years from 2002. If annua! sales of Entex exceed $10.0 million, Andrx will make edditional
rovalty 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 millior per annum if Ancrx reformulates the product.

in June 2001, Elan rationalised the product rights and related inventery of Midrin to WFHC, WFHC is a specialty pharmaceutical company dedicated
ta improving the health and well-being of midlife women. WFHC's reveriue and net loss for 2001 were $28.0 million and $3.0 million, respectively.
; tlan 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.
; Zlan recorded net revenue of $13.6 miliion on the rationaiisation of Midrin in 2001, The maximum annuzl royalty receivable is $0.5 million from
2003. tlan 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 400,00C shares of WFHC common stock for $4.C million.

In December 2001, Elan rationalised the product rights and related inventory of Furadantin to First Horizon for cash consideration of 316.0
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 miilion on the rationalisation of Furadantin in 2001,

Cost of Sales

Cost of sales, after exceptional items, increased by 23% ¢ $386.8 million for 2001 from $315.5 million for 2000. The increase was 33%
tefore exceptional items of $22.8 millicn in 2001 and $42.0 million in 2000. The increase, before exceptional items, primarity refiects the
inclusion in 2001 of a full year's product cast of sales from the acquisitions of Dura and Liposome and the increased sales volume on other
products such as Zanafiex and Skelaxin. The gross margin on total revenue, before exceptional items, was approximately 7€% for 2001
and 79% for 2000. Gross margin on total revenue, after exceptionel 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, Skefaxin, Maxipime and Abelcet.

Seiling, General and Administrative Expenses
Selling, general and administrative expenses, after exceptional items, increased by 363% to $1,781.7 million for 2001 from 3384.9 million 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
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itemns, 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, g
general and administrative expenses in 2007 that arose from the inclusion of Dura for a full year, the inclusion of tiposome for a fuil year, i
the expansion of Elan’s existing US activities and the building of Elan's European mfrastrudure were $167.3 million, $26.9 million, $55.2 million %

and $13.2 million, respectively. ) i i
. -L

Research and Dev elopment Expenses <
Research and development expenses, after exceptional items, mcreased 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.C m‘lhon in 2000. The increase, before exceptional items,
primarity reflects a higher level cf research and development activities m Blopharmaceuucals principally for Antegren AN-1792 and Myobloc,
and in Drug Delivery. : R

Exceptional Items .
txceptional product revenue in 2001 primarily relates to product ratioralisation revenue of $231.4 million. The exceptional cost of sales
related to product rationalisaticn revenue was $15.6 million. E .

$1,005.8 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 miilion 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 1P In 2001, Elan wrote-down acquired IP arising from the acquisition of Neurex by
$500.0 million. This write-down for Prialt was due to delays in the product launch schedule and reduced revenue projections for Prialt. Elan
received an approvable letter from the FDA 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 Prialt are
projected ta be in excess of $150 million.

i
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Elan acquired Sano in February 1998 for approximately $434.6 million. At the time of the acquisition, Sano was developing transdermat drug
delivery products. The purchase price was primariy allocated to acquired IP tn 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 it
clinical trial supplies for Nic/Mec are currently being manufactured and Phase Il clinical work is expected 10 commence later in 2002,
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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

(4}
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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
peen written down due to lower than forecast revenues in 2001 and reduced projected revenue and profitability from this preduct. The leve!
of promotional support for a product can have a significant impact on the level of revenue generatec from that product. Elan does not expect
10 pravice any significant promotional support for Naprefan in the future and this has been reflected in the projections for this product.
gevenue from Naprefan deciined by $33.6 million in 2001, from $41.8 million in 2000 to $8.2 miltion in 2001.

The product and acquirad IP intangible write-downs discussed above are included in exceptional selling, general anc administrative Costs.

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

exceptional research and cevelopment cests were $78.6 million. These mainly relate to severance, integration and similar costs and asset
write-downs arising from the closure or scaling dack of various drug delivery programmes and sites. Elan's pulmonary drug delivery assets are
peing recrganised. 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 redemption in March 2001 of the 4.75%
Exchangeable Notes issued by Athena Neurosciences, Inc. (“Athena”),

in 2000, Elan incurred exceptianal 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 ¢f the products
and withdrew thern from customers’ warehouses and retail shelves. In connection with the termination of this activity, Elan incurred an
exceptional charge of $35.6 miilion, primarily for product returns and the write-off of inventory and product intangible assets. Elan incurred
charges of 30.6 million arising from the acquisition of Dura. Elan incurred charges of $10.4 million arising from the termination of certain
research anc 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
ralating 10 severance costs anc 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 excepticnal charges primarily related to asset write-downs.

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

Nzt Interest and Other (Expensel/Income

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, primarily reflecting interest payabie 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 miilion on the Series A, B and C senior
guzranteed notes issued by EPIL Iil in March 2C01, an increase of $21.1 million due 1o the inclusion for 2001 of a full year of interest payable
on the 9.56% senior guaranteed notes due 2004 (the "8.56% Guaranteed Notes") issued by ERIL Il in June 2000 and increased financing

and other Tees. 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 milfion for 2001 from $112.5 million in 2000. Gain on firancial assets decreased to $80.5 million in 2001 from $109.3 million
in 2000. Gain on financial assets in 2001 includes $31.5 miltion for the sale of approximately 20% of Athena Diagrostics, Inc. (“Athena
Diagnostics”) in December 2001. Foreign exchange gains amounted to $1.8 miilion in 20C1 and $5.5 miliion 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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Taxation

Tax on prefit on ordinary activities increased by 93% to $17.4 million for 2001 from ‘$9.0 million for 2000. The tax charges reflected tax at
stancard rates in the jurisdictions in which Elan operates, income derived from Irishi batents which is exempt from tax, foreign withholding
tax and the availability of tax losses. Elan’s Irish patent derived income was exempt: ffom taxation pursuant 1o Irish legislation, which exempts
from Irish taxation income derived from qualifying patents. Currantly, there is no tefmination date in effect for such exemption.
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For additional information regarding taxation, please refer to Note 7 to the Consolic ated Financial Statements.
Retained Profit
Retained profit for the yezr, before exceptional items, decreased by 83% to $77.4zmillion for 2001 irom $£55.7 milfion for 2000. After
exceptional items, retained profit decreased to a loss of $887.2 million for 2001 from a profit of $342.1 miliion for 2000. Basic earnings per
share, before exceptional items, Gecreased by 86% to $0.23 for 2001 from $1.59 fcr 2000. The percentage decrease in basic earnings per
share, before exceptional items, was greater than the percentage decrease in retamed profit, before exceptional items, primarily due to the
higher number of Ordinary Shares in issue. Eian issuad an aggregate of approxmately 18 million Ordinary Shares for the exercise of warrants
and options during 2001, including 10 million Ordinary Shares on the exercise of Series A warrants issued by Axogen. Elan also issued
approximately nine million Ordinary Shares in exchange for the 4. 75% Exchange le Notes issued by Athena in November 1997, which were
redeemed in March 2001. Basic loss per share, after excepticnal 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 b ‘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.
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2000 Compared to 1999

Revenue
Total revenue for 2000 increased by 29% to $1,302.0 miflion from $1,007.8 millior for 1899.

Product revenue for 2000 increased by 46% 10 $825.6 million from $565.2 miltion f0' 199¢, reflecting corporate acquisitions, primarily
Dura and Lipcsome, made during 2000, and increased revenue on products in the exlstmg portfolio, particularly Zanaflex and Skelaxin.
Dura and Liposome contributed $31.9 million and $67.3 million, respectively, to product revenue in 20C0. Revenue from Zapaflex and
Skelaxin increased by 132% and 439% to $91.0 million and $81.5 million, respectively, for 2000 as compared to 1999. '

Abelcet, Naprelan, Permax, Skelaxin and Zanaflex accounted for an aggregate of 40% of product revenue and 25% cf tetal revenue in
2000. Cardizem CD, Naprelan, Permax, Skelaxin, Verelan and Zanafiex accounted for an aggregate of 51% of product revenue and 29%
of 1otal revenue in 1995,

In 2000, Zanaflex accounted for 11% of preduct revenue. In 1993, Verelan and Naprelan accounted for 13% and 11 %, respectively, of
product revenue. No other product accountad 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 additioral information regarding product revenue, please refer to ”Operatin}_; Review—Biopharmaceuticals”.

Contract revenue increased by 8% to 3476.4 million fer 2000 from $447.6 million for 1999, primarily reflecting an increase in licence fees
due to the achievement of milestones on existing develapment 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. Axcgen and Neuralak were acquired by Elan in
December 1939 and January 2000, respectively. Elan recewved contract revenue of $1.8 milion from Neuralab in 2009. Elan received contract
revenue of $128.8 million from Axogen and Neuralab in 1999,

Fee revenue from the bus:ness venture programme was $321.2 million and $226.1 million in 2000 and 1999, respectively. Research revenue
from the business venture progremme was $15.4 million and $8.8 miliion in 2000 and 1999, respectively.
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Ax0gen accounted for approximately 10% of Elan’s total revenue for 1998, No other customer accounted for more than 10% of revenue in

either 2000 or 1983:

Cost of Sales
C ost of sales. after exceptional items in 2000, increasad by 48% to $315.5 million for 2000 from $211.2 million for 1989, The increase was

20% before exceptional items of '$42.0 million in 2000. The increase, before excegtional items, primarily reflects the inclusicn in 20C0 of the
" product <ost of sales arising fro’rq the acguisitions of Dura and Liposome and the increased sales volume on other products such as Zanaffex
and Skelaxin. The gross margin on totat revenue, before exceptiona!l items, was approximately 79% for both 2000 and 1993. Gross margin on
total revenue, after exceptional items, was 76% in 200C. Gross margin on product revenue, before exceptional items, increased to 67% in 2000
from 63% in 1999, primarily reﬂemmg the higher revenue from directly marketed products with above average gross margins such as Zanafiex,

Skefaxtn and Abeket.

selling, General and Adminis‘&athe Expenses :
selling, general and admlmstranve expenses, after exceptional items in 2000, increased by 50% to $384.9 million for 2000 from $256.9 million . ..
ior 1999. The increase was 48% before exceptioral items of §5.3 million in 2000. The increase, before exceptional items, orimarily reflects

the inclusion of Dura and Lnoosome in 2000 from their respective dates of acquisition (including amortisation charges for the related gocdwill
snd intangibles), the expansion of Elan’s existing US activities and the building of Elan’s Eurapean infrastructure. The increase in selling, general
snd administrative expenses in- 2000 that arose from the acquisition of Dura, the acquisition of Lipasome, the expansion:of Elan’s existing us -
activities and the building of Elans European infrastructure were $33.2 million, $24.5 million, $22.1 millicn and $17.4 miltion, respectively.

Research and Development Expen5u

research and develooment expenses, after exceptional items in 2000, increased by 33% to $305.3 million for 2000 from $230.2 million for
1999. The increase was 19% befcre exceptional items of $32.0 miflion in 2000. The increase, befare exceptional items, primarily reflects a
higher level cf research and development activities in Biopharmaceuticals, including the clinical trials on Antegren and AN-1792, and the
impzact 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,

Exceptional ltems

In 2000, Elan incurred exceptional charges of $113.6 million. In November 2000, the FDA requested that the pharmaceutical ingustry
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, Eian incurred an excectional charge
of $35.6 millicn, primarily for product returns and the write-off of inventory and oroduct intangible assets. Elan incurred charges of $0.6
million arising from the acquisition of Cura. Efan incurred charges of $10.4 million arising from the termination of certain research and
development prajects and charges of $21.4 million relating tc the write-down of certain intangible assets arising from a change in focus of
Elan's business. Elen incurred charges of 522.2 million arising from a rationalisation of its Bioéharmaceuticals business unit, primarily relating
10 severance costs and a transfer of most pharmaceuical distribution activities and certain inventory to one lecation in the United States,
resulting in excepticnal inventory write-offs. The remaining exceptional charges crimarily relate to asset write-downs,

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

Net Interest and Other (Expense)/Income

Net interest and other income increased by 164% to $88.6 million for 2000 from $33.5 million for 1998. Interest payable and cther charges
increased by 57% to $138.8 million for 2000 from $88.6 million for 1998, primarily reflecting interest payable af $21.2 million cn the
8.56% Guaranteed Notes issued by EPIL Il in June 2000 and from the inclusicn for 200C of & full year of interest payable on the 8.43%
Guaranteed Nctes issued by EPIL, a wholly owned subsidiary of Elan, in June 1999, and increased financing and other fees. Elan expenses

-

41




R RS

Financial Review

the subsequent funding it provides directly to the business ventures. This is expen.sefd within the interest and other expense fine. Elan
expensed approximately $10.0 milfion and $8.5 million in 2000 and 1999, (espedivéfly, 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 porffolio gains and interest earned in 2000. L

Taxation
Tax on profit on ordinary activities increased by 23% to $3.0 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
availabiity of 1ax losses. Elan's trish patent derived income was exempt from taxation:pursuant 1o irish legisietion, which exempts from lrish
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 Cons ted financial Statements.
Retained Profit :

Retained profit for the year, before exceptional items, increased by 36% to $45
exceptional iterns, retained profit increased to $342.1 million fer 2000 from $335.9
items, increased by 26% to $1.59 for 2000 from 31.26 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 Sharesin
issue. Elan issued an aggregate of approximately 46 million Ordinary Shares for the ééa'bisitions of Dura and Liposome during 2000, together with ,
an aggregate of approximately seven million Ordinary Shares issued for the exercise o‘rflgltock options and warrants. Basic earnings per share, after -
exceptional items, decreased to $1.19 for 2000 from $1.26 for 1999. Diluted earniﬁ“g“‘s:iper share, before exceprional items, increased by 23% o =
$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 1998.

million for 2000 from $335.9 miliion for 1999. After
ion for 1999. Basic earnings per share, before exceptional

.

Risk-Sharing Arrangements
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 toard of directors. Concurrently with the private placement, Pharma
Marketing entered into a Program Agreement with Elan. The Program Agreemem[ which substantially reguiates the relationship between
Etan and Pharma Marketing, represents a risk-sharing arrangement between tlan 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 preduct 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; (i) 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. Phnarma Marketing agreed 1o make payments

to Elan in amounts equal to expenditures made by Elan in connection with the commercialisation and development of these preducts,
subject to certain limitations. These payments are made on a quarterly basis based on the actual costs incurred by Efan. Zlan does not
receive a margin on these payments. Elan’s revenue from Pharma Marketing was $789.8 million in 2001, consisting of $141.8 million for
commercialisation expenditures, which has been recorded as product revenue, and $48.0 millicn 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 millien for development expenditures. tn 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 preducts in 2001. Elan paid aggregate royalties of $5.6 milion 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 a: estimated fair value. The board of

elan corporation, plc 2001 Annual Report & Form 20-F




Financial Review

directors 3nd sharehotders of Pharma Marketing approved this amendment. The estimated difference in refative fair value between the
royalty rights on Sonata and the royalty rights on Myobloc was $60.0 million. This amount was paid to Pharma Marketmg by Elan in cash
and was capitalised by Elar in intangible assets.

Elan may, &t 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 negonate in good faith to agree on a purchase price, subject to Elan’s right to re-acquire the royalty rights ar a
maximum purchase price. The maximum purchase price was approximately $385 m;llnon 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 nf Elan elects not to initiate the auction process prior to June 2003, Pharma Marketing can dispose of the royalty
rights ir: an auction to the hlghest bidder or may retain the royalty rights. If Elan does not acquire the royalty rights, the royalty rates nmrease
annually from 2001 up to 3 b)ended effective royalty rate of 23. d% on aggregate net sales of the preducts by 2005,

in Decamber 2001, Auto:mrpgne, in an initial tranche, completed a private placement of its comman shares to a group of institutiona!
investors, resulting in grossirﬁ{oceeds 10 Autcimmune of $95.0 million. In the same initial tranche, Elan purchased non-voting preferred
shares of Autcimmune's su}f)‘é}idiary for an aggregate purchase price of $37.5 million. The existing group of institutional investors anc Elan’ 2
have committed 10 & secondfihvestmem tranche in the same amounts to be completed in Aprit 2003, subject to centain conditions, although
¢lan has the right to invest iis second tranche at any time pefore April 2003, Autcimmune has entered into a Prcgram Agreement with Elan.
Tne Program Agreement, which substantially requlates the relationship between Elan and Autoimmune, represer.ts a risk-sharing arrangement
among the companies. Unde, the terms of the Program Agreement, Autoimmune acquired royalty rights ta 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 rheumatoid arthritis; {it) Maxipime,
fcr the treatment of infection; (iii) Azactam, for the treatment of infection; and (iv} Abelcet, for the treatment of severe fungal infection.
Autoimmung also acquired royalty rights on certain development projects, as well as any other product subsequentiy developed or acquired
by Elan thet has an indication substantially the same as Maxipime, Azaciam or Abefcet 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 developrﬁem of these products, subject to certain iimitations. These payments are made on a guarterly 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 royalties 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.

Elzn 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 io the auction process, Elan and Autoimmune will
negotiste in good faith 10 agree on a purchase price, subject to Elan’s right 1o re-acquire the royalty rights at @ 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 10 be zpproximately $411 million in December 2003. This maximum purchase price increases at various rates, approximately 25%
annuelly, 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 dispcse 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 one or more third parties and if such product has
not been approved by the FDA or recommended far approval in the European Union by the Committee for Proprietary Medicinal Products
(“CPMP"), Elzn in certain conditions may grant to Autcimmune an exclusive, royalty-free licence to such product.
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L]
" Assuming that no portion of the second investment tranche has occurred, it is expected that Autoimmune will have utilised all of its available }7
funding by iate 2002/ezrly 2003. Assuming that all of the second investment tranche occuts as of April 2003, it is expected that Autoimmune ‘i‘
will have utilised ali of its available funding, including the proceads fram the secand investment tranche, by mid-2004. z_‘j
Elan has no representative on the board of directors of Autoimmune. Jﬂa‘
Autoimmune has the abifity to sell preferred shares with a maximum aggregate liquidation preference of $60.0 millicn until 28 June 2002, Ly

unless extended. These preferred shares would be effectively junior in liquidation preference to Elan's non-voting preferred shares in
Autoimmune's subsidiary.
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Elan does not expect 10 receive any further revenue or cash from Pharma Marke: ingt 'iér Autcimmune once they have utilised their available
funding. In addition, upon the aifirmative vote of the holders of. not less than 30% of the common shares of either Pharma Marketing or
Autcimmune, such holders have the right 1o cease making programme payments to; Elan in that event, the royalty rates and the maximum
purchase price agplicable 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 aIl available funding by Pharma Marketing or Autoimmune, or upon a
determination by the holders of the comman shares of Pharma Marketmg or Autolmmune 10 cease making programme payments, if new
risk-sharing arrangements are not established, Elan will be requ«red to fund com'nercza!rsaucn and development expenditures relating to
the applicable producis through operating cash flow or other sources. In addition, Elans results of operations could be adversely affected.

1
&

Capitalisation and Liguidity
Elan had net debt of $1,250.8 million at 31 December 2001, consisting of cutstandmc debt of $3,070.3 million, less cash and liquid resources,

excluding managed funds, of $1,813.5 million. For additional information regarding Elan's net debt, please refer 10 Note 28¢ 10 the Consolidated
Financial Statements.

Cash Flow

Cash flow from operating activities amounted to $524.€ million for 2001 compared to $272.2 million for 2000. included in cash flow from
operating activities Tor 2001 was 5360.9 million from product rationalisations. Cash expended to acquire tangible and intangible fixed assets
amounted 10 $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 financiel assets amounted to $772.5 million
for 2001 compared 1o $466.5 million for 2000, primarily reflecting investments in Elan’s business ventures, $114.0 million in Xcel and a loan of
$45.0 million to Amerin. Cash paid for acquisitions wes $9.5 miltion in 2001, primarily reflecting cash paid in connection with the acquisition of
Delsys, compared to $8.0 million in 2000. Cash received for dispcsal oi approximately 20% of Athena Diagnostics in 2601 was 341.9 million.

L,

L

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 341.3 million in 2001 and 2000, respectively,
arising from its business venture programme. apart from such initial investment.

%
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During 2001, Elan had cash inflows from financing activities of $1,277.6 million, primarily reflecting proceeds of $650.0 million from the
issuznce 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 millicn from the issuance of share
capital, offset, in part, by the repayment of the 8.43% Guaranteed Notes in the amount of $350.0 miliion. ) b

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

in 2002, £lan expects to spend additional ameunts on research and development and Capitat expenditures. For additional information regarding
anticipated czpital expenditures, please refer to “Financial Review——Capital Expenditure and Investment”.
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Cash Liguid Resources and Financial Assets
Cash end liquid resources, excluding managed funds, 2t 31 December 2001 amounted to $1,819.5 million. This inciudes restricted cash of $120.2
million, consisting of some of the cash held by EPIL #l and EPIL I, Elan &lso holds other financial assets of $2.102.0 millon, consisting primariiy

of $800.3 miflion in unguoted investments and loans, $675.2 million in securitised investments and $284.8 million in guoied invesimenis

e ibisiac
Debt Facuines .

At 31 December 2001, Elan had the following amounts cutstanding under borrowing fadilities, excluding financing costs, that are unsecured
and exchangeable or convertible into Ordinary Shares:

. 3.25% Zero Coupon Suborcinated Exchangeable Notes due 2018—3862.5 million;
. 3.5% Convertible Subordinated Notes due 2002—562.6 million.

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

14 December 2003, 14 December 2008 and 14 December 2013 at 3 purchase price equal to the issue price plus all accrued original issued
discount through the purchase date. Elan may. at its option, elect 10 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, cr any combaination of cash and ADSs.

At 31 December 2001, Elan had the following orincipal amounts outstznding under other borrowing facilities:

» Revolving Credit Facility Due 2004—3$325.0 million;
. EPIL 11 9.56% Guaranteed Notes Due 2004—5450.0 million;
. EPIL Il Guaranteed Notes:
Series A Guaranteed Notes Due 2002—5150.0 millicn;
Series B and C Guaranteed Notes Due 2005—3390.0 miliion; and
. Athena Finance 7.25% Senicr Notes Due 2008—3%650.0 mitlion.

$325.0 million was outstanding under the Revolving Credit Facility on 31 December 2001. Amounts cutstanding under this facility are
repaid on pradetermined cates and may be re-borrowed in accordance with the terms of the facility. The next such date is 28 July 2002.
Elan expects ta re-borrow amaunts under this faciiity on this date. The amounts may be re-barrowed, subject to the satisfaction of certain
coaditions, inciuding the accuracy of representations and warranties included in the agreement coverning the facility and the absence of
any default or event of default under the facility. $5.0 milfior of the lending cornmitments under the Revolving Credit Facility expire in
February 2003 and $320.C million of lending commitments expire in February 2004.

in March 2001, Elan transferred a portiolio of equity and debt securities 10 a special purpose entity, EPIL #), & whoily owned subsidiary of Elan.
EPIL Nl issued $200.0 miltion in aggregate prircipal amount of Series C senior guararteed notes due March 2005 (the “Series C Guaranteed
Notas") in & private plecement to a group of financial instituticns. In addition, EPIL Il issued $16C.0 million in aggregate principal amount
of Series A senior guaranteed notes due June 2002 (the "Series A Guaranteed Notes”) and $180.0 million of Series B senior guaranteed
notes due March 20C5 (the “Series B Guaranteed Notes”), in excharge 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 uncanditionslly guaranteed on a subordinated basis by Elan. The
Series A and C Guaranteed Notes bear interest at the rate of 8.43% per annum &nd 7.52% per annum, respectively. The Series B Guaranteed
Notes bear interest at the rate of 8.42% per annum through june 2002 and 7.72% per annum thereafter, EPIL it disposad of investments in
June 2002 in connection with the maturity of the Series A Guaranteed Notes. For additional infermation, please refer to "Financial Review
—Frospective 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 noies are senior
unsecured cbligations 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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Product Acquisitions and Alliances
As at 31 December 2001, Elan included in creditors $900.4 million relating 10 future payments and/or future potential payments on products.
Of the $500.4 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 acguisition or alliance agreements to which Elan is a party have staged or option payments which may be
uncertéin 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- deterrﬁ}ned oroduct revenus targets or other milestones. Elan
has accrued $287.7 million within creditors (within one year), including $126.5 mnihon_ror Sonats and $71.5 million for Maxipime/Azactam, and
£602.7 milion within creditors (after one year), including 31¢9.9 million for Sonata‘ $180.1 million for the dermatology product line and
$119.7 million for MaxipimesAzactam.

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

.ﬂ}-
For additional information regarding future payments and potentia! future payme'
16 to tha Consolidated Financial Statements.

on the acquisition of products, please refer 1o Note

Commitments and Contingencies
Elan can acgquire certain royalty rights frem Pharma Marketing by initiating an auct\on process subject te a maximum purchase price in cash.

The maximum purchase price was approximately $385 million on 31 December 2001 This maximum ourchase price of approximately $385
millicn increases by 25% annually.
Elan can acquire certain royalty rights fram Autoimmune by initiating an auction protéss (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 alt of the second investment tranche
occurs as of Aprit 2003, the maximum: purchase price is expected to be approx;mately 5411 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 Joes not expect to consider any potential acquisition of the royalty rlghts until 2004.

At 31 December 2001, Elan had commitments to invest $25.6 million in healthcare'managed funds, compared to §$15.3 million 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 approvais and milestcnes being met. '

Beginning 1 January 1298, employees of certain US subsidiaries of Elan were offered ADSs representing Crdinary 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 pian 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 ali applicable participants in the 401tk) 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 10 support an unaffiliated third party purchase of finzncial assets from EPIL 11l in
June 2002. For additional information, please refer to Note 27 of the Consolidated Financial Statements.

For additionai informetion regarding commitments and contingencies, including those related to Pharma Marketing and Autoimmune and
titigation, please refer to Note 23 and Note 24 to the Consolidated Financial Statements.
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jquidity
;;2 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
{rom Pharma Marketing and Autoimmune. These represent the major ccntracted and potential future payments that may be made by Elan.
The table does nct 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 ang 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 Sm $m Sm
Contractuat fixed future pa.\"mexivté‘r(composed of: $620 million relating to the 7.253%

Senior Notes in after 3 vears; $323 million relating to the Revolving Credit Facility and

5524 million relating to the 3.5:‘_?5 Convertible Subordinated Notes in less than 1 vear:

remaining aMounts are pavments for product acquisitions and alliances of $267.2 million) 1,304.6 5146 1171 229 650.0
Securitised debt (EPIL Tf and EPIL 1l notes) 1,000.0 160.0 500 3900 -
Contractual contingent fusure pa}fﬁems on product acquisitions and alliances of $406.3 million 406.3 166.7 209.4 30.2 -
Potential tuture pavments (compdsed of: $550 million relating to the Pharma Marketing

and Autoimmune risk-sharing arrangements in less than 1 vear; $1.013.4 millicn relating

to the 3.25% Zero Coupon Subordinated Exchangeable Notes in 1-3 vears; the remaining

amounts are pavments for product acquisitions and alliances of $226 9 million) 1.790.3 3538 11935 43.0 —
Totals ’ 4,501.2 13951 19700 4861 630.0

J

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 tc the issue price plus all accrued criginal 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 daze. if such price does not increase sufficiently prior to 14 December 2003
or if £lan coes not amend, subject 1o the acceptance of such amendment by the holders of the notes, the terms of the notes, the holders of
the notes are likely to reguire 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.C million, representing all outstanding borrowings under the Revolving Credit Facility, must be repaid in full on 25 Jjuly 2002,
such amount has been included in contractual payments for 2002, However, all amounts may. be re-borrowed, subject o 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 cf 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 tc 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 miliion of lending commitments mature in February 2004,

The table above includes potentiat future payments of $550.0 million falling due within one year relating to risk-sharing arrangements with
Pharma Marketing end Autoimmune. Elan can acquire certain royaity rights from Pharma Marketing by initiating an auction process and paying
2 maximum purchase price in cash. The maximum purchase price was approximately $385 miilion on 31 December 2001. This maximum
purchase grice of approximately $385 million increases by 25% annually. E£lan has the option, pursuant to the initiation of an auction process,
{C re-acquire from Auto'mmune the royalty rights it disposed of in Decemier 2001 for a maximum purchase price of approximately 3165 miflion.
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Assuming that the second Autoimmune investment tranche occurs in April 2003, the maximum purchase price is expected to be approximately
5411 million in December 2003. The holders of the Autoimmune common shares may alsg 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
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payments for 2002 assumes the second Autoimmune investment tranche does not occur. Elan expects the second investment tranche to 4
occur and does not expect to consider any potential acquisition until 2004. o
In March 2002, the two major rating agencies covering Elan’s debt downgraded Elan’s debt rating. One of the ratings agencies has maintaineg E
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 f:;
accelerate the repayment date upon a change in rating. Elan’s debt facilities have custemary covenants, including financial operating covenants
such as total shareholders’ equity to total debt, and earnings before interest, taxation, depreciation anc amortisation 10 interest payable. ,f‘
. : E |
Elan did not have commercial paper or similar short term sources of debt finance outstanding as at 31 May 2002. A

Elan believes that it has sufficient current cash, liquid resources and real&sable'inves'trriénts to meet its liquidity requirements through December
2003. On 14 December 2003, the holders of the 3.25% Zero-Coupon Exchangeatﬁie Notes may require Eian to purchase ali or a portion of
their notes, In that event, Elan may at its option, elect to pay the purchase price fo'{:'the notes in cash, by the delivery of ADSs representing
Qrdinary Shares, at the then existing market price, or any combiratior. of cash and ADSs. Elan is evaluating various options with respect to
investment and asset disposals, the 3.25% Zero Coupon Exchangeable Notes and the risk-sharing arrangements.

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

Elan cortinuelly evaluates its liquidity requiremenss, capital needs and availability of resources in view of, among other things, its alternative
uses of capital, its debt service requirernents, the cost of debt and equity capital and estimated future operating cash flow. As a result of this
pracess, 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 Lquicity and capital resources. In the normal course of business, Elan may investigate, -
evaluate, discuss and engage in future company or product acquisitions, capital expenditure, investments and ather business apportunities.
In the event of any future acguisitions, capital expenditure, investments or other business opportunities, Elan may consider using available

i cash or raising additicnal capita!, including pursuant to the issuance of additional debt.

Shareholders’ Funds

Shareholders’ funds at 31 December 2001 decreased to $5,054.5 million from $5,315.5 million at 31 December 2000, & decrease of $261.0,
mitlion. This decrease was comprised principally of $887.2 million in retained loss for the year, ofiset, in part, by $324.8 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.
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Capital Expenditure and Investment

The decrease in intangible fixed assets to $4,526.2 million at 31 December 2001 frem $4,746.2 million at 31 December 2000 primarily reflects
the impairment charges for acquired 1P 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 Sonats product alliance and Roxane acquisition
amounted te $326.3 million and $181.5 miltion, 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 £lan’s cevelopment, 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
51 14.0 million in Xcet and a loan of $45.0 mifiion to Amarin.

elan’s 2P| gxpenditures during 2001 amounted to $120.8 million. During 2002, Elan expects to spend approximately $140 million in
capital expenditures.

puring 2001, Elan incurrad 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 excepticnal items.

¢1an believes that its current and planned manufacturing, research, aroduct development and corparate facilities are adequate for its current
and projected needs. Elan will use its resources 10 make such capital expenditures as are necessary from time 1o time and alsc to make
investments in the purchase or }icencmg of products and technologies and in markezing and ather alliances with _third parties 1o support
tlan’s long term strategic oojectives.

prospecite Information .
0n 10 June 2002, Elan announced & 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 oparations and tha core therapeutic areas
¢of neurclogy, pain management and autoimmune diseases, the simplificaticn of operations through divestitures and a reduction in the

complexity of its balance sheet.’

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

sizn will focus on three care therapeutic areas where it 1s both fully integrated and has research capabilities. Elan’s fully integraied activities
in neurclogy anc 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, including diseases such as AD, Parkinson's disease
and epilapsy. In the autoimmune area, Elan will pursue treatments for disorders of the immune system such as MS, Crohn's disease and
cheumatoid arthritis. Elan’s Biopharmaceutical pipeline currently includes five products in clinical trials for seven indicaticns, including Antegren
in Phase I 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 alsc commiited 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 neuralogy, 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
orovision of NanoCrystal anc complementary drug delivery technolcgies to its client base. Those drug delivery activities that are integral 1o
zizn’s own daveiopment and product enhancement activities will be integrated into Elan’s global research and development organisation
based primarily in Ireland; Georgia, Unitec States; and California, United States.

Elan hes created a discrete business unit, Elan Enterprises. This unit will focus on optimising the value of Elan’s business venture programme.
ian Enterprises will alsc be responsible for the divestiture of Elan’s non-strategic businesses and asse:s.

oo

Tne recovery pian that wes anncunced on 13 june 2002 will result in the focusing of resources on ccre therapeutic areas, the concentration
of research and development resources and the divestiture of non-strategic businesses and assets. The details of the restruciuring plan are
nct yet finalised and it is not possible, at this stage, t¢ determine the costs of this plan. However, impiementation of the plan may result in
materist impairment charges or other charges to the profit and loss account for intangible ard 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 prafitability from this product.
Therefore Eian recorded an impairment charge of $44.4 million under Irish GAAP for Myambutol 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 arcse under US GAAP. The carrying value of the Myambutol 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 Myambutof intangible asset is likely under both irish and US GAAP in 2002.

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

Zanaflex had.revenues of $161.7 million in 2001. Zanaflex represented approximatélii 9% and 11% of our total revenue and product revenue,
respectively, in 2001. Zanaflex is not currently protected by patents or regulatory extlusivity. In June 2002, Elan announced that Eon Labs,
fnc. received FDA approval to market & generic alternative for the Zanaflex 4 mg dasage ferm. Approximately 75% of prescriptions written
for Zanaflex are for the 4 mg dose. Arising from the approval of a generic a!ternati'v;e for Zanaflex, Elan expects a significant decline in the
sales and profitability of this product. The carrying amount of the intangible asset fBrZanaflex was $12.1 million at the end of 2001,

The financial markets for emerging drug delivery, pharmaceutical and b:otechnology companies have been poor in the period from 1 January
2002 to 30 June 2002. Stock prices for public emerging drug delivery, pharmaceunca) 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 2007, 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, respectwely 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 It and EPIL M, under bath lrish 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 inv_é%tments in June 2002 in connection with the maturity

of the Series A Guaranteed Notes. For additional information on the disposal of investments by EPIL I)l, please refer to Note 27 to the
Consclidated Financial Statements. This will result in a material impairment charge given current market conditions. Elan has not vet 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.

Post Balance Sheet Events
For information regarding post balance sheet events, please refer to Note 27 to the Consolidated Financial Statements.

S 1S PR S T SN o

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”.

bk

Elan’s financial statements have been prepared under irish 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 Hl
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and EPIL il under Irish GAAF. Under US GAAP, EPIL Il and EPIL i1 have not been consolidated, as they are qualifying special purpose entities
within the meaning of SFAS No. 125, “Accaunting 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 miilion 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 1o revenue recognition under SAB 101. The acquired IP that was written-off under lrish GAAP in 2001 was previously expensed
as acquired in-process research and development costs (“IPR&D"), in 1998, under US GAAP.

2001 Compared 0 2000 (LS G-\-\Pl
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% 10 $1,432.3 million from $1,046.6 million for 2000. This increase in product revenue primarily
cesulted from organic growth, revenUé 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 rayalty arrangements, contrlbuted $251.1 million to product revenue in 2001, Product revenue from rationalisations ir 2001 under

- irish GAAP was $231.4 million. The difference between US and Irish GAAP relates o equity acceounting for Amarin. Under Irish GAAP,
Amarin was reguired 10 be equity accounted for on a fully diluted basis in 2001, whereas under US GAAP Amarin was required to be equity
accounted for on @ common stock baSjs in 2001. Zanafiex, the dermatology products, Skelaxin and Maxipime contributed increased revenue for
2001 of $70.7 million, $46.3 million,\“SBG‘A millicn anc $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 Naprelan. Revenue from products rationalised
in 2001 wes $145.8 million for 2000 compared with $69.4 million, prior to rationalisation, in 2001. Revenue from Napre/an declined by
$23.6 million in 2001, reflecting competition and less promotional focus by Elan.

product sales from Elan’s top ten product lines in the United States tncreased by 78% to $617.1 million in 20C1 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 involvernent with the hicenced asset through the provision of research and development services, manufacturing
services or other such activities. Efan implemented SA8 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 periods up to 31 December 1993.

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
3445.7 million for 2003 and 2000, respectively, increased by 41% 1o $697.9 million for 2001 compared to $485.2 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 20C1 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 miflion,
product withdrawal costs of $35.6 million and rationalisation, integration and similar costs of $128.6 million.

Net income aiter other charges and the cumulative effect of the accounting changes in 2001 and 2000 was $342.8 million in 2001 compared
10 3 ret loss of $234.5 million in 20CC.
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% 2000 Compared to 1999 (US GAAP)
Total revenue for 2000 increased by 16% to $1,521.4 million from $1,312.5 million for 1998S. (_
Product revenue for 2000 increased by 31% to $1,046.6 million from $798.0 million for 1699, reflecting corporate acquisitions, primarily f
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 'mlhon in 2000, and other charges of $445.7 millicn and L
$88.6 million for 2000 and 1999, respectively, increased by 26% to $495.2 m:lllon for 2000 compared t0 1999. This increase reflects
increased revenue and interest and other income, offset in part by higher operatmgi_;expenses, ,’
Other charges of $445.7 million for 2000 were principally comprised of IPR&D of $2‘46 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
Liposcme, Spiros 1l arid Quadrant.

*
s
4

Cash Flow (US GAAP) %
Cash and cash equivalents increased by $770.0 million in 2001, Net cash of 5542 6 mm;on was generated by operating activities. Incluced

in cash flow from cperating activities for 2001 was $360.9 million for product ranonahsatlons Cash outflows in respect of investing activities
were $864.0 million, principally comprised of 31,164.9 million to purchase mvestmgnts and marketable investment securities and $295.0
million in additions to intangible assets, offset, in part, by $3671.1 million in disposéi's of investments and marketable securities. Financing
cash inflows amounted to $1,092.1 million, principally due o the issuance of %SO O 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 miilion, 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
miltion in disposals of investments and marketable securities. Financing cash outflows amounted to $204.0 million, principally due to cash
outflows of $495.4 million on repayment of bank loans affset by proceeds of $200.0 million in bank loans drawn down and $91.4 million
from the issuance of share capital.

Des e S A R R s o i IR
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Under US GAAP. EPIL If and EPIL {Il are not consolidated &s subsidiaries of Elan. Elan has provided direct guarantees tc 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 nateholders may call upon the Elan guarantees.
On 31 December 2001, the estimated fair value of Elan’s retained interest in EPIL Il and EPIL Iit were $8.9 million and $4.0 million, respectively. -

ERTSEE A ¥ 1%

For additional information on the guarantees provided by Eian to the noteholders of EPIL Il and EPIL 1ll, please refer to note “(i) Non-consolidated
subsidiaries” under “Additional US Informaticn”.

Inflation
Inflation had ne material impact on Elan‘s operations during the year.

Treasurv Policy
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 srict terms of reference which
have been approved by Elan’s board of directors.
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gianis a multinational business operating in many countries. The US dollar is the primary currency in which Elan conducts its business. The
Us doltar is used for planning and budgetary purposes and as the currency for financial reporting. Elan has revenues, costs, assets and
lizbilities denominated in currencies other than US dollars. The Group manages its non-US dollar foreign exchange risk through derivative
financial instruments.

The US doliar s the base currency against which all identified transactional foreign exchange exposures are managed and hedged. The principal
risks 10 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 Irefand and the sourcing of raw materials in
furopean markets. :

During 2001, average exchange rates were EUR1.3187=US31. Elan sells US dollars to buy Euro for costs incurred in Euro. The expected
srengthening of the Euro ‘against the US dollar will result in a higher reported cost related to Elan's Euro cost base in 2002 compared tc 2001.
However, Elan does rot éxpect this 1o be material.

All derivative contracts er);'tered into are in liguid markets with credit aporoved counterparties.

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

interest Rate Rish

Elan's liquid funds are invested primarily in US dollars except for the working capital baiances of subsidiaries operating outside of the
United States. Interast 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 10 interest rate risk is actively monitored and managed with an average duration of less than three months.
8y calculating an overall exposure 1o interest rate risk rather thar, 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 additioral information regarding interest rate risk, please refer to Note 21 to the Consolidated Financial Statements.

Credit Rish

Elan’s treasury function transacts business with counterparties that are considered 10 be low investment risk. Credit limits are established
commensuraie with the credit rating of the financial institution that business is being transacted with. Eian does not believe that it has
a2 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 3 result, Elan is
not materially exposed 1o any sovereign risk or payment difficulties.

Zroaidity Risk
For additional informaticn regarding liquidity risk and for sensitivity analysis information, please refer t0 Note 21 to the Consolidated
financial Statements.

zouine Price Risk (LS GAADR)

Eian 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 znd had a cost of $282.1 million. These investments are
primarily in emerging pharmaceutical and tiotechnoiogy companies. A 10% adverse change in equity prices would result in an approximate
3$30.5 million decrease in the fair value of Elan’s available for sale equity securities.
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s Introduction :
The directors submit their annual report, together with the audited financial statements of Elan, for the year ended 31 December 2001.

Review of the Development of the Business
Elan is a leading worldwide, fully integrated biopharmaceutical company, headquanered in Dublin, Ireland, with its principal research,
development, manufacturing and marketing facilities located in Ireland and the United States.

P T Y T s PR s TS T P

A review of the operations and development of the busiriess and the background
in the Operating and Financial Reviews on pages 4 to 53 of this report,

o its results and pasition at 31 December 2001 is set out

Information on legal proceedings pending and ongoing against tlan is contained ote 24 to the Consolidated Financial Statements.
Post Balance Sheet Events .
for additional information on post balance sheet events, please refer to Note 27 t@'ifhe Consolidated Financial Statemerts.

Research and Development
During the year ended 31 December 2001, the Company’s expenditure on research and development, after exceptional items, amounted to
$401.9 million compared to $305.3 million for the year ended 31 December 2000,
to developing its technologies and product candidates.

lecting the continued commitment of the Company

Financial Results and Dividends .
The results for the year are set out beginning on page 68 of this report. The directb(s do not propose the payment of a dividend.

Presentation of Financial Statements

This Annual Reporz 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.
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Health and Safetv

The well being of the Company’s employees is safequarded through the strict adherence to health ard safety standards. The Safety, Health
and Welfare at Work Act, 1989, imposes certain requirements on employers and the Company has taken the necessary action 1o ensure
comgliance with the Act, including the adoption of a safety statement. '

Directors

In accordance with Elan’s artictes of association, Dr Giliespie, Mr McGowan, Dr Selkoe, Mr Thornburgh and Mr Tully hereby retire, and being
eligible, offer themselves for re-election.
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Dire::ur;\interosts
The beneficial interests of those persans 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 cf the Company were as follows:

f Options and Warrants to Purchase

i Ordinary Shares; Par Value 5 Euro Cents Each Ordinary Shares; Par Value 5 Euro Cents Each

| At date of At date of

At appointment or At appointment or
31 December 2001 31 December 2000 31 December 2001 - 31 December 2000

Garo Armen 20,000 20,006 37,000 32.000
Brendan Boushel 803,698 933,698 47,000 42,000
Laurence Crowiey . ‘ - - 37,000 32,000
wiliiam Daniel” |~‘§$§f 15000 15,600 162,000 162,000
Donal Geaney ' 1,143,971 - 1,248,971 2,584,393 2,639,393
Alan Gillespie — - ‘ 37,000 32,000
Ann Maynard Grav " 500 — 5,000 -
Inhn Groom N 435,000 420,000 343,720 592,000
Thomas Lanch : 800,000 500,000 1,312,000 1.212,000
Kieran McGowan - 200 200 15,000 10.000
Xevin Mclntre o 179,356 171,356 42,000 45,000
Xeran McLaughlin — - 15,000 10,000
Dennis Selkoe . 163,221 163,407 114,150 131,950
Richard Thernburgh ) 200 200 } 37,000 32000
Daniel Tully 22,548 17,548 15,000 10,009

el

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 48 shares. Mr Daniel was issued 30,000 options with an exercise price of $14.09 on 1 March 2002.
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Directors’ Options

« —
Weighted Average
At Date of Subscription Price of ¥

Appointment or At Options Qutstanding at 't_

1)anuan 2001 Granted Exercised 37 December 2001 31 December 2001 , )
Garo Armen 32,000 5,000 - 37,000 2491 A
Brendan Boushel 32,000 5,000 — 37,000 2491 R
Laurence Crowley 32,000 5,000 ' 37,000 2631
William Daniel* 161,000 . - 161,000 31.94 S
Donal Geaney 2,631,893 = 2,576,893 17.65
Alan Gillespie 32,000 5,000 37,000 26.31
Ann Maynard Gray - . 5,000 5,000 54.85
John Groom ‘ 550,000 - - 316,720 17.87
Thomeas Lynch 1,210,000 400,000 1,310,000 30.77
Kieran McGowan 10,000 5,000 - 15,000 35.49
Kevin Mclntyre 32,000 5,000 ¢ - 37,000 249 P
Kvran McLaughlin 10,000 5,000 15,000 3549 ;
Dennis Selkoe 131950 5,000 114,150 1646 1
Richard Thornburgh 32,000 5,000 o 37,000 2631 ’
Daniet Tully 10,000 5,000 . 15,000 35.49 £
~Seeretary — ‘ '?

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 merket price at 31 December
2091, on the New York Stock Exchange ("NYSE"), of the Company’s ADSs was $45.06. During the year ended 21 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. -

N
;
1

LN
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Airectors’ Remuneration
! Year Ended 31 December
- U 2001 2001 2007 200! 000
i SaiarviTeer Annual Pension Benetit Joiat Total :
i ' Bonus it Kind ‘
- Frocutive Direciors : Uss LUss LUss Uss uss uss I
Donal Geaney !
|n respect of 2001 . i 1,037,500 360,000 80,450 8,664 1,486,614 —
1n respect of 2000 . — 1,200,000 - — 1,200,000 1467.000 | -
in respect of prior vears B - 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 Lnch® y i 687,500 825,000 113,603 — 1626103 1,038,000
2,212,500 3,135,000 154,053 8,664 5,550,217 3,229,000
Average number of executive directors 3 3 J
B A are i respoct of perrrpmance in fsval 2000,
Non-Eyecutive Directors; ~
- Garo Armen : 48,750 — —_ - 48,750 38,000 i
Brendan Boushel C ‘ 56,250 — - — 56,250 36,000
Laurence Crowley 60,000 — — — 60,000 33,000
. Alzn Gillespie 48,750 - — — 48,750 30,000
! Ann Mavnard Gray : 35,000 _— - - 35,000 —
) Kieran McGowan . 48,750 - - - 48,750 30.000
Kevin MeIntyre : 63,750 - — —_ 63,750 53,000
Kivan McLaughlin 3 48,750 —_ — _ 48,750 30,000
Dennis Selkoe J 107,500 — — — 107,500 88,000
Richard Thornburgh ‘ 48,750 — — —_ 48,750 38,000
Daniel Tullv : 48,750 — — — 48,750 38,000
i 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, resgectively, for cénsu&ting work.
r N I
{001 2000 II
» 5 Total Total !
Tavments to Retired Directors: . . Poyss [SELT
. 1
Donaid Panoz ) { 160,000 160,000 l
Nancy Panoz I 25,000 25,000 |
I
james Balog . ¢ 20,000 15,000
203,000 200,000
E J
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Board of Directors and Senior Management of the Company

Directors

Donal Geaney (5i) holds the positions of chairman and chief executive officer of Elan. Mr Gezney was appointed chairman in January 1997
and chief executive 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 msh Aviation Authority, is a director of the Bank of Ireland

and is chairman ¢f the Irish National Pensions Reserve Fund Commission.

Thomas Lynch (45) was appointed executive vice chairman in July 2001 having joineé‘i Elan in May 1993 as executive vice president and chief
financial officer. In June 1997, Mr Lynch was appainted a director. Priar to joining Eléﬁ, 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.

Garo Armen, PhD (49} was appointed a director of Elan in February 1994. He has been chairman and chief executive officer of Anngemcs
Inc. {“ Antigenics*) since its initial public offering in February 2000 and held the sa : positions in its predecessor, Antigenics, LLC since its
formation in 1994, Previously, Dr Armen was thh_ Dean Witter Reynolds as a seni ce president of research and with E.F. Hutton &

Company as first vice president, research,

o
Brendan Boushe! (72) was appointed a director of Elan in January 1980. From 19652 until his retirement in 1994, Mr Boushel was a partner
in the Irish law firm of T.T.L. Overend McCarron & Gibbons. Mr Boushel also holds .'a;'fnumber cf private company directorships.

r {chairman) of the Bank of Ireland. He is presently

Laurence Crowley (65) was appointed a director of Elan in March 1996. He is gover
chairman oi PJ Carroll & Co. and is a director of a number of private companies.

Alan Gillespie, PhD (51, was appointed a directer of Elan in March 1986, Since November 1999, he has been chief executive officer of
CDC Group, plc and was previously @ managing director of Goldman Sachs International. He is chairman of Ulster Bank Limited.

Ann Maynard Gray (56} was appointed a director of Elan in February 2001. She was formerly president of Diversified Publishing Group
of Capital Cities’ABC, Inc. Ms Gray is a director of Duke Energy Corporation and The Phoenix Companies, Inc., and is a trustee of

J.P. Morgen Funds.

John Grocm (64) joined Elan in )uly 1996 and served as president and chiei 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. M- Groom serves on the
boards of Ribozyme, Ligand, CV Therapeutics and Amarin and continues to serve Elan in an agvisory capacity.

Krerar McGowan (58) was appointed a director of Elan in December 1998. From 1990 until his retirement in December 1998, he was chief
executive of DA treland. He is a director of CRH, plc, Irish Life and Permanent, plc, United Drug, plc, Enterprise ireland, An Post National
Lottery Company Ltc., and a number of private companies.

Kevin Mcintyre, MD (86) was appointed a director of Elan in February 1984. He is an associate dlinical professor of medicine at Harvard

Medical School and has served as a consultant to the National Academy of Sciences.

Kyran Mclaughhin (580 was appéimed 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.

F.
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Directors’' Report

AL ¢52: joined the board of directors of Elan in July 1996, following Elan’s acquisition of Athena where he served as a director
since July 1995. Dr Selkoe was 8 founder of, and consultant to, Athena. Dr Selkoe, a neurologist, is & professor of neuralogy 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.

the HONCrEnis Aicners Thornzurgh (€9 was appoinied a director of Elan in March 1996. He served as governor of Pennsylvania for two
(erms and as attorney general of the United States from 1988 to 1991. He is presently of counsel to the law firm of Kirkpatrick & Locknart
LLP in Washington, D.C. The board has appointed the Honorable Richard Thornburgh as lead independent director of the Company.

pana 75+ was appointed a directer of Elan in February 1992, He is a chairman emeritus of Merrill Lynch & Co., Inc., where he served
a5 chairman of the board from;1'b993 10 1997, and was its chief axecutive officer from 1992 10 1936, 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 (excldding the chairman) retire annually by rotation. Directors serve until théy 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 rﬁembers of board committees) and are reimbursed for travel expenses to and from board meetings.

Senior Management .

I 7+ Joined Elan as president, Oporatnons in January 1998. He has over thirty years of experience in manufacturing, engineering
and operanonai fU’\CtIOﬂS within the pharmaceumcal industry. Prior to joining Elan, he held senicr management positions with Fisons, plc as
cirector, worldwide technical cperatlons and as international vice president and vice president, technical operations, for G.D. Searle.

0 joined zlan as executive vice president and chief financiat 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 ard aviation industries. Mr Cooke is a chartered accountant and a graduate of University Callege Dublin.

{50- 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 controller and principal accounting officer. From 1990 to 1992, Mr Daniel
was financial director of Xtravision, plc.

EEARE L

an. M0, PAD 152, was appointed as president, research and development, Biopharmaceuticels in January 2001. Prior to joining
Elan, he was responsible for research and development at Schwarz Pharma AG since 1997. He is a board certified surgeon with a2 PhD
in experimental biclogy and has held several clinical and academic positions ir both the United States and Europe. From 1984 to 1997,
Dr Ekman was employed in a variety of senior scientific and clinical functions in Pharmacia.

Lrinus fam FaD (57 joined Elan as executive vice president, corporate compliance in May 2001. Or Falk has 30 years experience in analytical
research, quality and compliance within the pharmaceutical industry. Prior to joining Elan, he was the vice president, corporate quality, safety
and environmental affairs and managing compfiance officer for the world-wide operations of the Warner-Lambert Company.

2 joined Elan as vice president, human resources in April 1999, having spent the previous fifteen years with Schiumberger
L|m|ted Mr Fitch is a feliow of the Chartered institute of Personnel and Development.
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ivan Lieberburg, MD, PhD (53} is executive vice president, chief scientific and medical officer of Eian, where he has held a number of
positions over the last thirteen years, most recently senior vice president of research, Elan Pharmaceuticals. Prior to joining Athena in -
1987, Dr Lieberburg held faculty positions at the Albert Einstein School of Medicine and Mt. Sinai School of Medicine. -4

Seamus Muliigan (41) was appointed as executive vice president, business and corporate development in October 1999, having held the
position of executive vice president, corporate development from April 1999, Prior thereto he was president, Elan Pharmaceutical Technologres
from July 1996. Mr Mulligan joined Elan in 1384. .

Lisabeth Murphy {45) was appointed as executive vice president, inteliectual propérjty and legal affairs in January 1999. Ms Murphy joined
Efan as vice president and general counsel in July 1996 following Elan’s acquisition“bj Athena where she served as vice president, legal
affairs, general counsel and secretary since May 1891, )

Mary Pendergas: (51} joined Elan in January 1998 as executive vice president, go
the deputy commissioner and senior advisor 10 the Commissioner of the FDA, wh
enforcement. Ms Pendergast is on the boards of the Regulatory Affairs Profession

rnment affairs. Prior to joining Elan, Ms Pendergast was
she had previously served as associate chief counsel for
actety and Child Trends.

Larry Sternson, PhD (56) is president, Drug Delivery, He has worked in drug development for over 30 vears, first as a university professor and
researcher, and for the fast 17 years in various executive management positions in‘fﬁfe pharmaceutical industry. Immediately prior to joining
Elan in 1998, he was founder and chief executive officer of NanoSystems LLC (“NafioSystems”).

Daniel Weich (44) joined Elan as president, Blopharmaceuucals in October 2000. Before joining Elan, Mr Welch spent over 22 years in

the pharmaceutical industry. His areas of experience are sales and marketing, busmess develcpment, international marketing and general
management. Most recently he spent seven years with Sanofi-Synthelabo, Inc. on' 12 June 2002, tlan announced that Mr Welch had elected
1o leave Elan.

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

Compensation of Directors and Officers . .
For the year ended 31 December 2001, all executive officers and directors as a group: (ZO persons) received total compensation cf $8.9 million.

Eian reimburses officers and directors for their actual business-refated 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 health and medical benefit plans for its employees in which Elan's officers participate along with other employees generally.

; Transactions with Directors
There were no transactions with directors during the year ended 31 December 2001 other than as outlined in Note 25 to the Consclidated
Financia! Statements.
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s zniticant Shareholdings

;-\5 of 31 December 2001, Capital Research and Management Company and Fidelity Management and Research Company owned
30,675,992 and 16,772,000 Eian ADSs, respectively, representing approximately 9% and 5% of the issued share capital of the Company,
respectively. Capital Research and Management Company held appreximately 8% of the share capital of the Company as at 31 December
2000 and 1999. Fidelity Management and Research Company held approximately €% 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 or indirectly, holds 3% or mare 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 (“Frankiin”} 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 ard Management Company, Fidelity Management and Research Company E

or Frankiin have voting rights.different from other shareholders,

The following table sets forth i;enain information regarding the beneficial ownership of Elan’s Ordinary Shares &t 31 May 2002 by ali directors
and officers of Efan as a group (either directly or by virtue of ownership of Elan ADSs):

- Nume of Owner or Identity of Gr'»up No. of Shares Percent of Class'1!

All directors and officers as 2 grogp {20 persons)(2 8.6 million 2.4%

1. Based o 3304 miiltion Elan Ordinan; Shaves owtstanding on 31 Vay 2002 and 3.1 miltion Elan Ordinary Stares issuable upon te excrcise of eurrently exereisalile aptions held by direciors and
37 My 2002, :
Ietudes 4.7 miilion Elan Ordinary Shares issuable npon exercise of currentiy exercisable cpticns held by dircctors 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 2001 are exercisable at various dates between January 2002 and March 2011,

There were no options exercised by executive officers to acquire Elan ADSs in the pericd from 31 December 2001 to 31 May 2002.
Elan, t0 its knowledge, is not directly or indirectly owned or controlled by another »enmy or by any governmen‘t. Elan does not kaow of any

arrangemants, the operation of which might result in & change of contral of Elan.

atement of Directors” Regponsibiiities
The foliowing statement, which should be read in conjunction with the Auditars’ Report set out on pages 66 and 67, is made wiih 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 1o ensure that financial statements are grepared for esch financial year which give a true and fair
vizw of the state of affairs of the Company and of the Greup and of the profit or icss for that year.




Directors’ Report

Y 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 far 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 &lsa have general responsibility for taking

y Fa
such steps as are reascnably open to them to safeguard the assets of the Group and to prevent and detect fraud and other irregularities. %
Service Contracts ‘
There are no service contracts in existence between any of the directors and the Company. b

v i 3

Accounting Records e i
The directors believe that they have complied with Section 202 of the Companies An 1980 with regard to books of account by employing 1
financial personnel with appropriate expertise and by providing adequate resourcesjto the financial function. The books of account of the i
Company are maintained at its office in Monksland, Athione, Co. Westmeath, Irefand. i
3

b

Political Donations i

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

Subsxdmn Companies
For additional information regarding slgmfncant subsidiary and associated undertaklngs please refer 10 Note 3C to the Consclidated
Financial Statements. . : ;

Auditors
In accordance with Section 160(2) of the Companies Act, 1863, 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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Corporate Governance

F(v(il'i:.‘
Flan is committed to the highest standards of corporate governance and compliance. The Company complies with the provisions of The

combined Code, save that in accordance with Elan‘s articies of association, the chairman does not retire by rotation. A resolution to amend
the articies of associatian in this respect will be put to the 2002 annuat general meeting and, if passed, the chairman will retire by rotation
5t the 2003 annual general meeting and thereafter on & 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 frish Stock Exchange in December 1838, One

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

The directcrs reviewed the Company’s systems of internal control and also examined the full range of risks affecting the Company and the

zppropriateness of the internal control structures in place to manage and monitor them. This process involved a confirmation that apprepriate

systems of interna! control were inlplace 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 controt of individual risks and of the role of the

various Group risk manzgement 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 revieweg, in accordance
- with the Turnbull Guidance, the effectiveness of the Company’s systems of internal centrol 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 ard the directors’
external legal advisors, Shearman & Sterling and Wachtel! Lipton Rosen & Katz, respectively. Resulting from this review, on 31 May 2002 the
noard 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 corparate governance guidelines include a definition of director independénce based on the
standards proposed by the NYSE.

Trww Board

The roles of chairman and chief executive officer are nct separated. However, the board includes 11 independent ron-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 accordance with the provisions of The Combined Code and best corporate governance practice in the United States and lreland.
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 resgonsibilities and those of its committees and management. The board meets regularly throughout
the year, and all of the directors have fuil and timely access to the information necessary to enable them to cischarge their duties. The board
has reserved certain matters 1o its exciusive 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 incependent professional advice, if necessary, at the Company's
exgense. The board hes delegated authority over certain areas of the Company’s activities to four committees, as more fully described below.

Taecaing Committee
The executive committee exercises the management authcrity 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,

Auds Commitrer
The audit committee, compased entirely of non-executive direciors, helps the board oversee the Company's acccunting 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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M accounting practices, procecures and controls, and reviews alf 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.

Organisation and Compensation Committee

The organisation and compensation committee, composed entirely of non-executive directors, reviews the compensation philosophy and
policies of the Campany with respect to 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
exacutive management. The committee also administers the Company's share aption plans. (See page 65 for the report of the arganisation
and compensation committee on behalf of the board.) The members of the commitiee are Dr Mcintyre, chairman, Mr Crowley and Ms Gray.

.

" Nominating Committee -

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 cf directors and of the board committees and the performance of the;dxrectors, It will recommend new appointments to fill any
vacancy that is anticipated or arises on the board of directors. It will review and recor";nmend 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.

Relations with Shareholders
zlan communicates recularly with its shareholders throughout the year, including foi!owmg the release of guarterly and annual results, and

after major developments. All shareholders are given adeguate notice of the annual'general meeting.

Internal Financial Control

The toard of directors has overall responsibility for the Company's system of internal financial control and for monitoring its effectiveness.
Manzgement is responsible for the planning and implamentation of the system of internal financial contro! 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 findirgs, audit or accounting issues or other business risks are reported by the committee to the board of directors.

The system of internal financial contrel is designed to crovide 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 bearc has adopted for the Company.

The Company has a comprehensive system far reporting financial results to the board. This includes a budgeting sysiem with an annual
budget approved by the board. The board compares actual results with budgeted results regularly. Management accounts are prepared on &
timely basis. They inctude a profit and loss account, balance sheet, cash flow and capita! experditure report, together with an analysis of the
performance of kev operating divisions and subsidiaries.

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

Going Concern
The directors, having made inquiries, believe that the Company has adequate resources to cortinue in operational existence for the foreseeable

future and that it is appropriate to continue to adopt the going concern basis in praparing the financial statemens.
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Corporate Governance

L3
Report of she Organisation and Compensation Committee

Compesition ot Oreanisation and Compensation Commitiee

The terms of reference for the commitiee are to determine the compensation, terms and conditions of employment of the chief executive
ofiicer and other executive directors and to review the recommendations of the chief executive officer with respect to the remuneration and
1erms and conditions of empioyment 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 axecutive officer attends meetings of the committee except when his own remuneration is being considered.
gach 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 to Note 6 to the Consolidated
financial Statements and "Directors' Interests”, “Directors’ Options” and “Directors’ Remuneration” in the Directors’ Report. i

Remuneration Policy

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 1o set remuneration levels &fter 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 remunerztion policy, consiceration
has been given to Section B of the Code of Best Practice of the Combined Code as issued by the London and Irish Stock Exchanges.

The typical elements of the remuneration package for executive directors include basic salary and benefits, annual cash incentive bonus,
gensions and participation in share option plans.

t is the policy of the ccmmittee to grant options to management to encourage identification with shareholders’ interests and to link
perfcrmance tc the fong term share price performance of the Company.

Executive Directars’ Basic Salart
The basic salaries of executive directors are reviewed annually having regard to personal performance, company performance and
marke: practice.

Annwal Cash incentive Bonus
An arnual cash incentive bonus, which is not pensionable, is paid on the recommendation of the committee to executive directors. Bonus
cetermination is not based on specific financial or operational targets, but on individual and company performance.

- Option Plans
1is the policy of the committee, in common with other companies operating in the pharmaceutical industry, 10 award share options to
management and employees. The options generally vest between one and five years. These plans do not contain any performance conditions.

Tirecinrs’ Service Contracts

No director has a service contract.
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Independent Auditors’ Report

Te the Members of Elan Corporation, plc
We have audited the financial statements on pages 68 to 137.

Respective Responsibilities of Directors and Auditors in Relation to the Annual Report and Form 20-F

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 additicnal information under United States requirements. Qur respo@sibilities, as independent auditors, are established in
ireland by statute, the Auditing Practices Board, the Listing Rules of the Irish Stock E;xchange and by our profession’s ethical guidance.

We report to you our opinion 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 accounfgi:and report 1o you our opinion 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 regort to you if, in our opinion, infarmation specified by law or by the Llstmg Rutes 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 ¢f the Combined Code specified
for our review by the Irish Stock Exchange, and we report if it does not. We are nogf required to consider whether the board's statements on
internal control cover ali risks and contrels, or form an opinion on the effectiveness of the Group's corporate governance procedures or its
risk and control procedures.

Wae 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.

Basis of Audit Opinion

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 50 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 irreqularity or error. in forming our opinion, we also evaluated the overall adequacy of the presentation of information in
the financial statements.
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independent Auditors’ Report

opiniﬂﬂ

|nour 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
10 2001, and all regulations to be construed as one with those Acts.

Generally accepted accounting principles in Ireland vary in certain significant respects from accounting orinciples 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 20C1 and 2000, to the
extent summarised on pages 119 to 137 of the financial statements.

we have obtained il the information and explanations we considered necessary for the purposes of our audit. in our opinion, proper books

of sccount have been kept by the Company. The balance sheet of the Company is in agreement with the books of account.

|n our opinion, the mformation"g'iven in the Directors’ Report on pages 54 to 62 is consistent with the financial statements.

The net assets of the Company, 'és stated in the balance sheet on page 73, are more than half of the amount of its called-up share capital and,

in our opinion, on that basis there dic not exist at 31 December 2001 & 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
Regiszered Auditors
publin, Ireland

30 June 2002

The above opinion is provided in compliance with Irish requirements. Opinions complying with auditing standards generally accepted in the United States will be inciuded in
the Annual Report and Form 20-F filed with the United States Securities and Exchange Commission.
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Consolidated Profit and Loss Account

—
Year Ended 31 December
2001 2001 2001 2000
Sm Sm Sm $m
Before
Notes Exceptional Items Exceptional Items Totat Total Total

Revenue—continuing operations 3 1,512.9 y 227.8 1,740.7 1,180.5 -1,007.8
Revenue—acquisitions —_ B —_ —_ 1215 —_
Total Reverue 2 1,512.9 227.8 1,740.7 1,302.0 1,007.8
Cost of sales 364.0 238 386.8 3155 2112
Gross profit 1,148.9 205.0 1,353.9 986.5 796.6
Selling, general and administrative expenses 6875 | 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 prcfit/(icss)—continuing operations 131.4 (957.8) (826.4) 360.1 3095
Operating (loss)—acquisitions 33) P — (33) (63.8) -
Operating profit/(loss) 2 128.1 (957.8) {829.7) 296.3 3095
Share of profits of associates 12 103 - 103 0.1 0.2
Loss on fixed assets 3 — a —_ — (33.9) —
Profit/(loss) on ordinary activities

before interest and tax 1384 (957.8) {819.4) 262.5 309.7
Net interest and other (expense}/income 35 (43.6) (6.8) (50.4) 88.6 335 .
Profit/(loss) on ordinary activities before tax [ 94.8 (964.6) (869.8) 351.1 343.2
Tax on profit/(loss) on orcinary activities (17.4) — {17.4) 9.0 (7.3)
Retained profit/(loss) for the year 77.4 (964.6) (887.2) 3421 335.9
Basic earnings/(loss) per Ordinary Share 8 $ 023 $ (2.87) $ (2.64) g 119 1.26
Diluted earnings/(loss) per Ordinary Share 8 $ 022 $ (2.87) $ (2.64) 1.10 $ 119
Weighted average number of

336.0 336.0 336.0 2871 266.6

Ordinary Shares outstanding (millions)

\

Donal Geaney, Chairman

elan corporation, pic 2001 Annual Report & Form 20-f

The accompanying nctes are an integral part of these financicl starements.

Thomas Lynch, Vice Chairman
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Consolidated Balance Sheet

-
At 31 December At 31 December !
2001 2000 ‘
Notes Sm Sm
Fixed Assets
jntangible assets 10 4,5262 4,746.2
Tangible assets 11 401.1 3535
Financial assets 12 1,957.1 14323
6,884.4 6,532.0
Current Assets
Stocks 13 183.6 155.2 .
Debtors 14 4072 3319
Financial assets 12 144.9 93.8
Cash and liquid resources 28(c) 1,8195 983.9
2,555.2 1,564.8
Creditors, conversible debt and guaranteed notes (amounts falling due within one vear) 15,16 (1,331.7) (624.1)
Net current assets ' 1,223.5 940.7
Total assets less current liabilities 8,107.9 7.472.7
Convertible debt and guaranteed notes (amounts falling due after one vear} 15 (2,407.1) (2,074.6)
Creditors (amounts falling due after one vear) 16 (641.1) (83.0)
Net assets 2 5,059.7 5.315.1
Capital and Reserves .
Calied-up share capital 17 19.% 18.7
Share premium account 53863 4,750.9
Shares issuable . 18:6 259
Capital conversion reserve fund 0.1 0.1
Equitv adjustment from foreign currency translation (39.9) (36.8)
Profit and Joss account 18 (330.5) 556.7
Shareholders’ funds—equity 5,0545 53155
Minority equity interests 19 52 (0.9)
Capital emploved 5,059.7 53151
y}
The utr&mvﬂnyiqq noies are an integral part of these financial staremenes.
Donal Geaney, Chairman Thomas Lynch, Vice Chairman
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.Consolidated Statement of Cash Flows
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Year Ended 31 December £

2001 2000 1999

Notes Sm $m $m

Cash Flow from Operating Activities 28(a) 524.6 2722 3645 ?
Returns on Investments and Servicing of Finance 3
Interest received 803 111.8 76.6 ,
Interest paic : (124.1) (76.4) (51.9) f
Cash (outflow)/inflow fram retumns on investments and servicing of finance (43.8) 354 24.7 4
Taxation (65) (.6 08| F
b

Capital Expenditure and Financial Investment ) T
Additions to property, plant and equipment (120.8) (64.4) 76.7) - ~
Receipts from disposal of property, plant and equipment 2.0 9.8 17 q
Payments to acquire intangible assets (286.7) (79.5) (1222 E
Receipts from disposal of intangible assets 112 — p— . g
Payments to acquire financial current assets (1482) (54.6) (110.1) ¥
Sale and maturity of financial current assets 1433 100.1 389 ‘;
Payments to acquire financial fixed assets (624.3) (411.9) (446.5) “d '
Receipts from disposal of financial fixed assets 762 6.7 41.0 ¥
Cash outflow from capital expenditure and financial investment (947.3) (493.8) (663.9) J:
Acquisitions and Disposals ] ] ”
Cash paid on acquisitions - 28(d) (9.5) 8.0) (178.3) ‘ 2
Receipts from part disposal of subsidiary 41.9 — — &
Cash inflow/{outflow) from acquisitions and disposals ) 32.4 8.0) (178.3) 3‘
Cash outflow before use of liquid resources and financing (440.6) (197.8) (453.8) ; 5
Management of Liquid Resources 28(b) 106.8 399.1 203.4 4
9

feontinued) £

¢

£

»z’;

k

L

¥
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Consolidated statement of Cash Flows
{continued)

-

: Year Ended 31 December

2001 2000 1999

! Notes Sm $m Sm
Financing
Proceeds from issue of share capital i 3048 76.9 378 "
purchase of treasury shares ; — — (17.4) i
Jssue of loan notes i 1,1857 4441 3440 |
Repayment of loans _ ! (555.7)  (49%.0)  (117) |
Bank borrowing [ 3428 200.0 1252 !
Cash inflow from financing ! 12776 - 2250 . 3779
Net increase in cash ' 943.8 4263 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)

] 837.0 272 (75.9)

Other borrowing (347.4) (200.0 (125.8) i
Repavment 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) (433.9)
Liquid resources acquired with subsidiary undertaking - 214.2 —
Loans acquired with subsidiary undertaking 03) (363.7) (80.2)
Non-cash movement—translation differences ' (1.4) 1 (0.3)
Non-cash movement—notes 255.3 (54.4) (29.8)
Non-cash movement—other 11 1.3) -
Decrease/(increase} in net debt 28(c) 116.2 (310.8) (544.2)

The acecrmpanying notes are an integral part of these financial 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 Sm $m $m $m $m $m

Balance at 31 December 1998 264.1 163 24402 199 — (110.4) (339 2,332.1

Exercise of stock options and warrants 5.0 0.2 384 — - — — 386

Stock issued as a resuit of acquisitions — — 1.3 (1.3) — — — — E
Issue costs — - ©.3) - — — - ©.3)

Equity adjustment from foreign currency translation — -— - - —_ — (13 (1.3) | ;
Repurchase of shares — — - - - (17.4) - (17.4) g
Capital conversion reserve fund { — ©0.2) 01 — 0.1 — —_ — : ;’
Retained prodit i — — - — - 3359 — 3359 ¥
Balance at 31 December 1999 269.1 163 2479.7 18.6 01 208.1 (35.2) 2,687.6

Exercise of stock options and warrants 7.2 04 977 —_ — — - 98.1 b 4
Exchange of 4.75% Exchargeable Notes — — 0.3 - — — - 03 ‘ 3
Stock issued as a result of acquisitions 46.2 2.0 2,194.2 7.3 — —_ —_ 2,2035 E
Issue costs — —_ (21.0) — — — — (21.0)

Equity adjustment from foreign currercy translation — - — — - —_ (1.6) (1.6

Goodwill on disposal — —_ — - - 6.5 - 6.5

Retained profit —_ - —_ - - 3421 - 3421

Balance at 31 December 2000 3225 18.7 4,750.9 259 0.1 556.7 (36.8) 53155 ;
Exercise of stock options and warrants 18.0 0.8 308.2 —_ - — — 309.0
Exchange of 4.75% Exchangeable Notes 9.1 0.4 3242 —_ — — - 3246 .
Stock issued as a result of acquisitions 0.2 — 73 (7.3) - —_ — - E
Issue costs - — 43 - - —_ — — C4.3)
Equity adjustment from foreign currency transladon - - — — — : — (3.1) (3.1)
-Retained (loss) T — — —_ _ —_ (887.2) — {887.2)

Balance at 31 December 2001 349.8 19.9 53863 18.6 0.1 (330.5) (39.9) 5,054.5

Consolidated Statement of Total Recognised Gains and Losses

} Year Ended 31 December
{2003 2000 1999

i
i

! Sm 3m $m
Retained (loss)/profic ‘ (887.2) 3421 3359
Equity adjustment from foreign currency translation 3.1) (1.6) (1.3)
Total recognised (losses)/gains ; (890.3) 340.5 3346

The accompanying notes are an integrai part of these financial statements,

72 elan corporation, pic 2001 Annuat Report & Form 20-F




Company Balance Sheet

r
At 31 December At 31 December wI
2001 2000
Notes Sm Sm
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 i
Current Assets |
Debtors 29 45.2 1275
Cash and liquid resources 1226 _
167.8 1275
Creditors (amounts falling due within one vear) : 29 (859.6) (759.4)
I
Net current liabilities i (691.8) 631.9)
Total assets less current liabilities 7,188.1 7,4299
Creditors (amounts falling due after one year) 29 (11.1) (10.9)
Net assets 7.177.0 7,419.0
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 01 0.1
Profit and loss account 18 1,752.1 2,623.4
Sharehoiders' funds—equity | 7,177.0 7,419.0
A

The accompanuing notes are an fntegra! parr of these fAinancial staterments
paniny pant e, k

Dona! Geaney, Charrman Thomas Lynch, Vice Chairman
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Notes Relating to Financial Statements
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% 1 Significant Accounting Policies
The financial statements are prepared in US dollars under the historical cost convention and in accordance with frish 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 Ireland. Where there are significant differences to US generally accepted accounting principles
("US GAAP"), these have been described in the differences between trish and US accounting principles section on pages 119 to 137.

a Basis of consolidation and presentation of financial information

The consolidated 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 methad of acccunting. All significant intercompany profits, transactions and‘account balances have been eliminated,

b Revenue : s

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

°3
.

B
R
£

£3

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 techr:jology 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 'gnillion in sales of products and royalties, $231.4 million in
sales of inventery and related product rights énd $157.7 million in revenue arising frém product co-promotion, marketing and similar activities.

Proguct revenue is recagnised 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.

ol

¢ Tangible fixed assets

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 . 2566 3
Leasehold improvements Lease term or 2.5% if higher T

Plart 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. '

_fi_ Intangible fixed assets s
Patents, licences, acquired IP and goodwill are stated at the lower of cost or valuation. Patents and licences are amertised 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 1o the profit and loss account 3
over the period during which the benefits are expected to accrue, but in no case greater than 20 years, The average amortisation period for
goodwill is 20 years. Prior to 1 January 1998, goodwilt 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 10ss account over its useful economic life. The useful econcmic life 3
commences upon generation of product revenue relating to the acquired (P, 3
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Notes Relating to Financial Statements

where events of 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
eventua! dispositicn. Where the net realisable value or the present value of future cash flows is less than the carrying amount of the asset,
the Company reccgnises an impairment ioss which is charged to the profit and loss account. Otherwise, no loss is recognised.

e Stocks
stocks are valued at the lower of cost or market value. Cost in the case of raw materials and supplies is caiculated on a first-in, first-out basis

anc comprises the purchase price.' including import duties, transport ancg handling costs and any other direCtly attrioutable costs, less trade
discounts. Cost in the case of work-in-process and finished goods comprises direct labour, materiai costs and attributable overheads.

f Research and deveiopment

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

¢ Taxation

Corporation tax is provided on the results for the year. Defarred 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 :axation 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 translation of subsidiary and associated undertakings

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 intc US dcllars 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.

i Derivative financial instruments
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 0 market at each balance sheet date and the resulting gains and losses are recognised in the profit and
loss account. The carrying value of derivative financial instruments is generally reported within current assets or other current liabilities.

i Financial asset investments

Financial asset investments, other than associated undertakings, are stated at cost less provision for impairment in value. Financiai 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 fmanC|aI current asset investments are accounted for on an amortised cost basis.

Kk Financing costs
Debt finance costs are allocated to financial reporting periods over the term of the related debt at a constant rate on the carrying amount.
The carrying amount of debt includes related financing costs.
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Notes Relating to Financial Statements

T Pensions

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, qualified 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.

‘m Leasin g

Tangible fixed assets, acquired under a fease which transfers substantially alf 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 ang loss account over the term of the lease to give 3 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.

n  Stock compensation

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 reguired to pay for the shares.

0 Finance charges and product acquisition accruals

Deferred and contingent payments on product acquisitions are recognised in creditors on a time-discounted basis. Elan accrues such amounts
where payment is probabte. 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

p Description 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 ang 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.

q Risks and uncertainties

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 flicencing and marketing, uncertainty of third party reimbursement, pricing pressure,
unpredictability of patent protection, the value of its investments and other assets, unprediciability of product approvals, tax reform

and environmental liabilities.

r Use of estimates

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.

s New accounting policies and requirements

The Company has implemented the disclosure reguirements 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 Staterments.

elan corporation, plc 2007 Annuat Report & Form 20-F
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Notes Relating to Financial Statements

The Company has implemented Financial Reporting Standard 18, "Accounting Policies” (“FRS 18"), which deals primarily with the selection,

zpolication and disclosure of accounting policies. The adoption of FRS 18 dic 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 Consoiidated

rinancial Statements.

2 Segment Information

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

Elan conducted its operations through two primary business units: Biopharmaceuticals anc Drug Delivery. Biopharmaceuticals is primarity
engaged in the discovery, development and marketing of products in the therapeutic areas of neurclogy, pain management, oncology,
infectious diseases and dermatology. Biopharmaceuticals incorporates the acquisitions of Dura and Liposome in 2000. Drug Delivery is
enqaged in the development, licencing and marketing of drug delivery products, technologies and services o pharmaceutical industry

clients on a worldwide basis.

a2 The analvsis of revenue by geographical region was as follows:

77

r
2001 2000 1999
Sm $m Sm
Geographical origin:
Ireland 673.0 567.0 409.2
Rest of Europe 89.7 60.1 36.4
United States 9284 599.3 546.8
Other 49.6 756 154
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 4359 112.0
External revenue '668.4 558.4 386.2
U
b The distribution of operating (loss)/profit by geographical area was as follows:
2001 2000 1999
Sm Sm Sm
Ireland | (636.2) 2086 204.0
Rest of Europe { (29.7) (13.9) (0.5)
United States i (187.9) 63.6 101.2
Other | 314 43.1 9.3
(822.4) 3014 314.0
Corporate costs (7.3} 5.1 4.5)
Total operating (loss)/profit | (829.7) 296.3 309.5
N
e T I —
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Notes Relating to Financial Statements

¢ The distribution of consolidated net assets by geographical area was as follows:

~

At 31 December

—
At 31 December

2001 2000
Sm $m
Ireland 3,718.3 4,476.5
Rest of Europe 179.7 132.3
United States 1943 3310
Bermuda 9603 3656
Other 7.1 9.7
i
Net assets i 5,059.7 5,315.1
J
d Major customers
Cardinal Health, Inc. and Pharma Marketing accounted for approximately 14% and 1 %, 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.
¢ Analvsis by class of business
' N
Drug Delivery Biopharmaceuticals Total
) 2001 2000 1999 2001 2000 199% 2001 2000 1999
Sm $m $m Sm $m $m Sm $m $m
Total sales . 436.1 510.4 541.7 1,418.7 811.0. 565.9 1,854.8 13214 1,107.6
Intersegment sales (108.1) (19.3) (99.8) (6.0) 0.1) — (114.1) (19.4) (99.8)
Sales to third parties ' 328.0 491.1 4419 1,412.7 810.9 565.9 1,740.7 1,302.0 1,007.8
Operating {loss)/profit (253.9) 2133 247.7 (556.8) 65.3 97.9 (810.7) 278.6 343.6
Intersegment {profit)/loss (8.0) ©.7n (57.4) (3.7) 233 25.8 (11.7) 22.8 (31.6)
Extemal operating (loss)/profit (261.9) 2126 190.3 (560.5) 88.8 123.7 (822.4) 3014 314.0
External operating profit defore .
exceptional items 67.7 225.1 190.3 66.4 155.6 123.7 1341 380.7 314.0
Depreciation and amortisation 63.9 57.9 50.2 197.2 79.4 31.2 267.1 137.3 81.4
Net assets 953.5 11741 1,064.0 3,283.1 3,941.3 1,672.2 4,236.6 5,115.4 2,736.2
Capital expenditure (including acquisitions) 142.5 144.8 1117 1,186.1 2,602.2 3381 1,328.6 2,747.0 449.8
(i) Reconciliation of operating profit
—
2001 2000 1999
Sm Sm $m
Segmental operating {loss)/profit (822.4) 3014 314.0
Corporate costs (7.3) 5.1) 4.5)
(829.7) 296.3 309.5

elan corporaticn, pl¢ 2001 Annual Report & Form 20-F
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(i) Reconciliation of operating profit before exceptional items

Notes Relating to Financial

Statements
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[ 200 2000 1999 |
{ Sm Sm Sm |
Segmental operating profit before exceptional items 1341 380.7 314.0 ;
Corporate costs (6.0) (5.1) (45) |
{1281 375.6 3095 |
—
(iii) Reconciliation of net assets
2001 2000 1999
Sm $m Sm
Segmental net assets 4,236.6 5115.4 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)
! 5,089.7 5,315.1 26876 |
- y
fiv) Reconciliation of depreciation and amortisation
| 20m 2000 199
| sm $m Sm
Segmental depreciation and amortisation ' ‘ 267.1 137.3 814
Corporate depreciation and amortisation {33 33 26
| 2704 1406 84.0
(v) Reconciliation of capital expenditure
N
I 2001 2000 1999
i Sm Sm . $m
Segmental capital expenditure I 1,328.6 2,747.0 4498
Corporate capital expenditure } 1.8 33 231
| 13304 2,750.4 472.9
> Exceptional ltems .
The costs incurred in 2001 and 2000 are inciuded in the profit and loss account under the foliowing statutory headings:
4
v 2001 2000 1999
sm $m &m
Revenue {227.8) — —
Cost of sales 2.8 42.0 -
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 - 33.9 -
| 9646 1136 -
L ———————— S




Notes Relating to Financial Statements
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Exceptional product revenue in 2001 primarily relates to product ratiobalisation revenue of $231.4 million, The exceptional cost of sales
related to product rationalisation revenue was $15.6 million.

$1,009.8 mitlion 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 Naprefan, Ceclor CD and Myambuto! were $81.0 million, $94.2
millicn and $44.4 miliion, 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.
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Elan acquired Neurex in August 1998 for approximately $810.0 million. At the time of the acquisition, Neurex was developing Prialt

=

{ziconotide). The purchase price was primarily allocated to acquired IP. In 2001, Elan wrote down acquired (P arising from the acquisition 3
of Neurex by $500.0 million. This write-down was due to delays in the product launch schedule and reduced revenue projections for 3
Prialt. Elan received an approvable letter from the FDA for Priait 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 fl
additional Phase ll clinical trials for Prialt. These studies have commenced. Revenué;projections for Priaft were recuced in 2001, following the ‘3’
FDA discussions and clinical results, due to a reduction in the projected size of the target patient population for Prialt. The estimated peak 3
sales of Prialt are projected to be in excess of $150 miliion. : g

Elan acquired Sano in February 1998 for approximately $434.6 million. At the time.of the acguisition, Sano was developing transdermal
drug delivery products. The purchase price was primarily allocated to acquired IP.'tn 2001, Elan wrote-down acquired IP arising from the
acquisition of Sano by $285.2 million. The write-down was due to reduced revenye projections from products under development and by "i'
Eian's decision to focus its research and development efforts in other areas. This has adversely impacted the carrying value of the acauired 1P i
arising on the Sano acquisition. The residual value for acquired IP is mainly supported by the development of Nic/Mec. Phase Il clinical tria) 5
supplies for Nic/Mec are currently being manufactured and the Phase Il 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 $32.4 million in 2000 to $13.4 million in 2001. Naprefan 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 2 produd can have & significant irhpact on the level of revenue generated from that product. Elan does not expect to provide any
significant promotional support for Naprefan in future and this has been reflected in the projections for this product. Revenue from Naprelén
declined by $33.6 million in 2007 from $41.8 million in 2000 to $8.2 million in 2001.

The product and acguired 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 simitar costs and asset write-downs arising from the integration of Elan's US Biopharmaceuticals business.

Exceptional research and development costs were $78.6 mitlion. These mainly rélaw 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 puimonary 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 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 relate analysed as follows:

-

Cost Selling, General Research and Net ‘

Revenue  of Sales and Administrative Development Interest Total |

$m $m $m $m Sm Sm |

Froduct rationalisations (231.4) 15.6 —_ — - (215.8) i
Rationalisation of research and development activities 2.0) - - §0.5 — 585
Pharmaceutical division reorganisation costs — 04 55.7 - - 56.1
Acquired 1P and product impairment — —_ 1,009.8 — — 1,009.8

Asset write-down and other charges 5.6 68 18.7 18.1 6.8 56.0 -

Total | (227.8) 228 1,084.2 78.6 6.8 964.6

In 2000, tlan incurrec exceptional charges of $113.6 million. In November 2000, the FDA requested that the pharmaceutical industry
voluntarily cease the distributicn 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, Eian 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 rransfer of most pharmaceutical distribution activities and certain inventory to one location in the United States,
resulting in exceptional inventary 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:

Cost Selling, General Research and Net Loss on
of Sales  and Administrative  Development Interest Fixed Assets  Total
$m $m $m . $m $m Sm
PPA withdrawal ' L 167 - - - 189 356
Dura acquisition - - ' 0.2 0.4 - 0.6
Rationalisation of research and development activities — — 10.4 - —_ 10.4
Pharmaceutical division reorganisation costs 222 — — — — 222
Asset write-down and other charges 3.1 5.3 21.4 - 15.0 4.8
Total 42.0 5.3 32.0 0.4 339 1136

1 Research and Development Arrangements
a2 Axogen

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 5,280,000 Axogen units was completed. The proceeds of the offering were used primarily to make payments to
Elan under the Axogen Development Contract. The Axogen Developmen: Contract provided for Elan to conduct clinica! 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 SNil (2000: $Nil; 1999: $103.0 million).

On 31 December 1998, Elan purchased all of the outstanding common shares of Axogen.
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Nb Neuralab

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 1o reimburse Elan under the Neuralab Development Contract. The Neuralab Development Contract provided for Elan to
conduct clinicat development and final 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 miflion in 2000 and $25.8 millicn in 1998.

On 31 January 2000, Elan purchased all of the outstanding common shares of Neuralab, "if
For additional information regarding the acquisitions of Axogen and Neurzalab, 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 1999. ,

pt

5 Net Interest and Other (Expense}/Income ‘
2001 2000 1999

Sm 3m $m
[ncome from financial assets:
Interest and other income 1592 1125 839
Gain on financial assets B0.5 109.3 382
Foreign exchange gains 18 5.6 —

2415 2274 1221

Interest payable and similar charges:

Bank charges and interest on loans repayable within five years 57 9.5 6.9
Foreign exchange losses 03 11 6.0
Original issue discount on 3.25% Zero Coupon Subordinated Exchangeable Notes 30.2 292 28.3
Interest on guaranteed and exchangeable notes 125.1 68.2 30.2
Amortisation of financing costs 14.5 6.2 4.0
Financing charges 228 — —
Loss on sale of securities ' 237 0.9 1.6
Write-down of intangible assets ’ - 34 24
Write-down of investments 241 — —
Share of funding of business ventures 246 10.0 85
Other financia! charges 20.9 10.3 0.7 RS
2919 1388 88.6 g
Net interest and other (expense)/income (50.4) 88.6 335 ! %
. PR
2
3
r 11
¢!
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¢ Profit/(Loss) on Ordinary Activities Before Taxation
The profitAloss) on crdinary activities before taxation has been arrived at after charging/(crediting) the following items:

2001 2000 1999

tm $m $m

Auditors’ remuneration:
Audit 14 1.2 08
Non-audit 12 0.9 0.3
2.6 21 11

Directors’ emoluments:
Fees 0.7 04 0.4
Other emoluments and benefits in kind 53 3.0 2.8
Pension contributions 0.2 0.2 0.2
Pavrnents to retired directors 0.2 0.2 0.2
6.4 38 3.6

Amorzisation of intangible assets
Depreciation of tangible assets
Profit on disposal of fixed assets
Operating lease rentals:
Premises
Plant and equipment
Grants amortised

2152 9.6 54.4
55.2 41.0 29.6
0.1 (0.8) (2.1)

17.6 87 8.1
93 39 0.7
0.2) ©.3) 0.3)

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 Tax on Profit/{Loss) on Ordinary Activities

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

~
2001 2000 1999 W
Sm $m $m

Irish corporation 1ax 15 13 29

Foreign taxes 15.9 7.7 44
17.4 9.0 7.3

83




3]

£

Notes Relating to Financial Statements

In the three years ended 31 December 2001, substantially all of Elan's income in |Fé}énd was exempt from taxation by virtue of relief granted
on income derived from patents or due o 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

o

of tax losses.

Reflecting the exempt nature of irish income and the availability of tax losses inireland 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 eg
Statements. No taxes have been provided for the unremitted earnings of the Gf.
permanently employed in the business of these companies. Cumulative unremi
totalled approximately $850.0 million at 31 December 2001, Unremitted earni y
were to be distributed as dividends. ;

A reconciliztion of the expected tax expense {computed by applying the staiut@f
expense is as follows:

ed for the periods covered by the Consolidated Financial

ip companies overseas as these are, primarily, cansidered
arnings of overseas subsidiaries and related undertakings
ay be liable to overseas taxes and/or Irish taxation if they

sh tax rate to profit/(lossesy before tax) to the actual tax

~

2001 2000 - 1999
Sm $m $m
Taxes at the Insh statutory rate of 20% ir 2001. 24% in 2000 and 28% in 1999 {174.0) 84.3 ~ 9.1
Irish income at reduced rates (33.7) (16.8) (54.8)
Foreign income at reduced rales (140.9)  (109.3) 47.3)
Losses creating no tax benefit 365.4 49.3 9.1
Share of investments accounted for under the equity method including elimination of revenue 26 — 0.1
Other o (2.0) 15 41
Actual provision for income taxes 17.4 9.0 73
The distribution of (loss)/profit before taxes by geographical arez was as fonows:‘_;‘vf
2001 2000 1999
Sm $m $m
(Loss)/profit before taxes:
Ireland (691.6) m.2 270.8
Foreign (178.2) 1399 724
(869.8) 351.1 343.2
-
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*

Deferred Thxation
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 31 December 2001 At 31 December 2000
« Sm $m
Deferred taxation liabilities: ) 0
Accelerated capital allowances (16.1) (8.3
Financial assets —_ 3.7 o
intangible asses on acquisition- (145.2) (161.7) i
Other —_ (3.9) RS
Deferred interest 4.7) 4.7
{166.0) (182.3)

Deferred taxation assets:
Accelerated capital allowances - ¢ — 12
Net operating losses e 2745 268.0
Tax credits : 703 32,7
Deferred interest S 89.1 57.6
Capitalised items L 692 332
Reserves/ provisiohs - ! 60.3 283
Other I 46 135

! 568.0 4545
Valuation aliowance . 402.0 2722
Deferred tax asset/(lizbilitv) — —

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 GAAR the Company applies SFAS No. 109, “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 1o differences between the financial statement carrying amounts of existing assets and liabifities and their resoective tax bases
and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply 10
taxable income in the years in which those temporary differences are expected to be recovered or settied. The effect on deferrad tax assets
and liabilities of a change in tax rates is recognised in income in the peried that incluces 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 allcwance recorded against the deferred tax assets as of 31 December 2001 was 3402.0 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 aperating losses, is expected to te applied directly to contributed cagital 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 miltion and $630.6 million, respectively, and for state income tax purposes of approximately $167.5 million and
§255.5 million, respectively. Bath the federal and state net operating losses will expire from 2002 to 2021 to the extent they are not utilised.

85




Notes Relating to Financial Statements

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 miflion 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. Conseguently, utilisation of federat 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 lcss carryovers for income tax purposes of $147.8 million. These
combined loss carryovers have arisen in @ number of different tax jurisdictions and as such are subject to varicus 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 refated
interest and penalties, if any, have been provided for any adjustments that may arise as a result of this examination.

Tax Balances

At 31 December At 31 December

2001 2000

Sm $m
Taxation and social security creditors comprise:
Corporation tax : 53.9 37.2
Value added tax 39 ©.1)
Payroll taxes 35 2.8

613 39.9

8 ©Earnings Per Share

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 outsianding during the period. )

The following 1able sets forth the computation for basic and diluted earnings per share:

2001 2001 2001 2000 1999
Before Exceptional  Exceptional Total Total Total
Items Items
Numerator (amounts in $m)
Numerator for basic and diluted EPS—retained profit 77.4° (964.6) (88722) 3421 3359
Denominator (amounts in millions)
Denominator for basic EPS—weighted average shares 336.0 336.0 336.0 287.1 266.6
Effect of dijutive securities—options and warrants 233 - - 225 14.6
Denominator for diluted EPS—weighted average shares 3593 336.0 336.0 309.6 281.2
Basic EPS $ 023 S (2.87) $(264) $119 $1.26
Diluted EPS $ 022 $ (2.87) $ (2.64) $ 110 $ 119
- -/
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9 Stafi Numbers and Costs

Notes Relating to Financial Statements

The average number of persons employed by the Company during the year was 4,528 and is analysed over the following categories:

L2001

2000 1998
Research and development ’ 1,125 872 792
Manufacturing l 1,012 874 715 |
Sales | 1,651 1,118 710
Administration ’ 740 484 429 |
! 4528 3348 2646 |
.
The aggregate payroll costs of these persons were as follows:
—
rzom 2000 1599
i Sm $m $m
Wages and salaries 335.6 208.3 156.2
Social security costs 344 186 13.1
Perision costs 12.7 9.6 4.7
382.7 2365 174.0
10 Fixea Assets—Intangiblie Assets
r :
Acquired
Patents & Intellectual
Licences Goodwill Property Total
$m $m " 8Sm Sm
Cost:
At 1 January 2001 1,633.7 19937 13369 49643
Acquisitions/additions 1,204.9 20 — 1,206.9
Disposais/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 49294
Accurmnulated amortisation: E
At 1 January 2001 1546 63.3 - 218.1
Amortised in vear 108.2 98.6 84 215.2
Disposals/adjustments 20.2) (8.3) —_ (28.5)
Impairment (1.6) — —_ (1.6)
At 31 December 2001 2410 153.8 8.4 403.2
Net book value: 31 December 2001 2,218.2 1,764.7 5433 4,526.2
Net book value: 31 December 2000 1,4791 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, Axoger and NanoSystems was $286.9
miliion, $96.7 miilion, $80.6 million and $79.1 miliion, respectively.

As at 31 December 2001, the main components of the carrying value of gocdwill were $1,038.3 million for Dura ang $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 Maxipimelazactam and $181.5 million for the Roxane pain portfolio. 5

i &%
Elan acquires companies engaged in research and development activities as it expeéts that the intellectual properties created through the %
acquired companies’ research and cevelopment processes may result in a future earnings stream. Acquired IP represents that portion of the 3
purchase price that Elan attributes to the value of the research and development actiin'ty undertaken by the acquired research and development z
company prior to acquisition. It is not a payment for research and development but rather for the value created through previous research ::

and development.

J\u

In accordance with Irish GAAP, acquired IP is capitalised as an intangible asset andlis amortised over its useful economic life. The usefu!

economic life is the period over which Elan expects to derive economic benefits..Acquired IP rights of $383.6 million (relating 1o Neurex :
and Sano) were not amortised in 2001, as the useful economic life of those righi§ had not commenced. Upon commencement of its ‘x
useful economic life, acquired IP will be amortised on a straight-line basis over the‘,penod that economic benefits are expected 1o accrue, {
which is not expected to exceed 20 years. In the case of each acquisition, the usefuk econamic life of acquired IP commences upen the }
generation of product revenue from that acquired IP. Pharmaceutical products cangoz be marketed until the successful completion of :;‘v“
research and development and the receipt of regulatory approval to market, Unde"i; S GAAP, 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, "lmpalrmen; of Fixed Assets and Goodwill " (“FRS 11*), Elan conducts é

W

an impairment review on acquired IP rights at least annually, prior to the commencemem of amortisation, to assess whether its carrying
value is supported. :

EJan acquired Neurex in August 1998 for approximately $810.0 million. At the tfnie of the 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 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 fetter 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 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 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 [P. 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 deveiopment 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
Seno acquisition. The residual value for acquired IP is mainly supported by the develooment of Nic/Mec. Phase Ili clinical trial supplies for
Nic/Mec are currently being manufactured and the Phase Il 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 foss account. This included
$81.C million for Naprelan, $94.2 million for Cecfor 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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11 Fixed Assets—Tangible Assets

Land & Plant & ;
Buildings Equipment Total |
Sm $m Sm |
Cost:
At 1January 2001 189.2 282.7 4719
Acquisitions - 27 2.7
Additions 26.9 93.9 1208 |
Disposals - 1.1 (103 - Qe i
Write-offs : (12.3) (1270~ (250
Translation adjustment (0.4) (0.6) (1.0)
At 31 December 2001 2023 .1 3555 -+, 5578
Accumnulated depre:cli‘étion: . 1 . i
At 1 Januany 2601 .5 : ’ P20 964 . 1184
Charged invear ‘ 8.2 470 552
Disposals (0.5) (8.8) ) (9.3)
Write-offs - : (1.0) €2 (7.2)
Translation adjustment (03) ©3) (04
At 31 December 2001 28.6 128.1 156.7 |}
Net book value: 31 December 2001 173.7 274 401.1
Net book value: 31 December 2000 167.2 186.3 3535

included in the carrying value of tangible fixed assets is $151.2 million relating 1o 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; 1992 $10.8 million).

12 Fixed Assets—Financial Assets

~

At 31 December At 31 December

2001 2000

Sm $m
Other marketable securities 170.3 135.0
Investments in and foans to associates 714 11.1
Quoted investments 284.8 260.3
Unguoted investments and loans 9003 584.7
Securitised investments 675.2 535.0
Total 21020 - 15261
Less current financial assets (144.9) {93.8)
Financial assets 1,957.1 1,432.3

- )




g e e

Notes Relating to Financial Statements

a Movements on non-current financial assets for the vear were as follows:

Other Investments in ‘ Unquoted ﬁ
Marketable and Loans to Quoted Investments Securitised
Securities Associates Investments and Loans Investments Total
$m $m $m Sm $m m

At 1 January 2001 41.2 111 2603 584.7 535.0 1,4323
Additions 254 55.8 1424 518.8 - 7424
Disposals - — (23.9) (117.1) 298 (143.8)
Net transfers —_ 25.2 _ (87.1) (86.4) 1483 —
Transfer to current marketable securities 41.2) — ' — - —_ 41.2)
Elimination of associate revenues ' —_ (23.3) —_ — — (23.3)
Share of profits of associdtes - 103 C—- - — : 10.3
Transfer to investments in group companies — 6] .2) - (26.3) (109) _.(42.'4)
Impairment - 3.0) (6.9) (10.6) (17.1) (37.6)
Interest income -—- 05 —_ 37.2 27 60.4
At 31 December 2001 254 714 284.8 9003 675.2 1,957.1

N

Quoted investments at 31 December 2001 carried at a cost of $284.8 million (2000: $260.3 million) had a market value at that date of
$305.3 million (2000; 3278.3 million).

b Associates

Net revenues from associates amounted to $16,9 million from Amarin (see Note 25 “Related Parties”) and $2.6 million (2000: $7.1 million)
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 deveiopment-stage pharmaceutical compounds tc these associates in return for licence fees, future milestone payments and royalties

on sales. n 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 miliion (2000: $1.6 million) and balances owed by the Company amounted to $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 ioan note due from Amarin,

¢ Significant additions

Total additicns to quoted and unquoted investments made in 2001 were $661.2 million. The most significant component of this amount
were additional investmeénts in pharmaceutical and biotechnology companies including $114.0 million in Xcel.
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a9 . .
d Securitised investments

The securitised investments at 31 December 2001, carried at a cost of $675.2 million, had a fair value at that date of $869.7 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 Consclidated Financial Statements.

13 Stocks

[ At December At 31 December \‘
2001 2000
Sm $m :
Raw materials 299 46.2 i

Work-in-process 481 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.

14 Debtors

At 31 December

At 31 December 1

20m 2000
Sm m

T-ade debtors 3531 2713
Less amounts provided for doubtful debts (15.0) 9.1

338.1 262.2
Other debtors 35.1 434
Prepavments 34.0 263

407.2 3319

Included in debtors is an amount of $26.2 million {2000: $31.9 million) due after one year.

]
\ |
Provision for doubtful debts: i Sm $m
Balance at 1 January f 91 6.2
Profit and loss account charge i 103 5.7
Amounts utilised and cther movements { (4.4) (2.8)
i B
Balance at 31 December [ 150 9.1
i—_____J
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15 Convertible Debt and Guaranteed Notes

N
At 31 December At 31 December
Repayment 12001 2000
Dates Sm $m

Due within one year
3.5% Convertible Subordinated Notes 2002 62.4 -
Series A Guaranteed Notes 2002 160.0 —
Interest accrued 276 39
Debt due within one vear 250.0 3.9
Due after one year
Series B and C Guaranteed Notes 2005 3855 ‘ —
9.56% Guaranteed Notes 2004 447.1 445.1
8.43% Guaranteed Notes 2002 . —_ 347.0
3.25% Zero Coupon Subordinated Exchangeable Notes 200372018 - 8429 841.7
4.75% Exchangeable Notes . 2001/2004 — 319.9
3.5% Convertible Subordinated Notes 2002 —_ 62.0
7.25% Senior Notes 2008 642.7 —_

23182 2,015.7
Interest accrued 88.9 58.9
Deb: due after more than one vear 2,407.1 2,074.6

Series A, B and C Guaranteed Notes

In March 2001, the Company transferred a portfolic of equity and debt securities to a special purpose entity, EPIL Hll, a wholly owned
subsidiary of the Company. £PIL Ill issued $200.0 miliion 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 principai amount of Series A senior guaranteed notes due June 2002 (the “Series A Guaranteed Notes”) and $190.C 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 Il 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 11 and the Company in 2001. The investments and cash in EPIL Ilf are held as security against the EPIL Il senior guaranteed notes. These
assets are not available for distribution outside EPIL Hl. The EPIL (it senior guaranteed notes are guaranteed on a subordinated basis by Elan
and, conseguently, in accordance with the provisions of Financial Reporting Standard S, “Reporting the Substance of Transactions” {“FRS 5"),
the ZPIL Il senior guaranteed notes, investments and cash are included separately on the Company's balance sheet. EPIL 1l disposed of
investments in June 2002 in connection with the maturity of the Series A Guaranteed Nctes. For additional informatiocn on the disposal

of investments by EPIL Iil, 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 8
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 accruec of $9.4 million.
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§,536"« Guaranteed Notes

In June 2000, 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 2000, EPIL It issued $450.0 million in aggregate principal amaunt 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 If paid cash of $340.0 million

10 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 it and the Company in 2001 or 2000. The investments and cash in

EPIL It are held as security against the 9.56% Guaranteed Notes. These assets are not available for distribution outside EPIL II. The 9.56%

Guaranteed Notes are guaranteed on a subordinated basis by Elan and, consequently, 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 (2C00: $21.9 million). The liability outstanding at 31 December 2001, net of financing
costs, was $447.1 million (2000: $3445.1 million) with interest accrued of $0.4 million (2000: 30.4 million).

8.43% Guoranteed Notes ‘

In June 1999, the Company transferred a portfolio of equity and debt securities to a special purpose entity, EPIL, & wholly owned subsidiary of
the Company. On 29 June 1999, EPIL issued $350.0 miilion in aggregate principal amount of 8.43% senior guaranteed notes due June 2002
(the "8.43% Guaranteed Notes”), in a privaie placement to a group of financial institutions. EPIL paid cash of $285.0 million to the Company
for the portfolio of investments transferred tc it. Other than this payment and a payment of $0.2 miflion (2000: $0.7 million) 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 subordinatec 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 amaunted to $6.1 million (2000: $29.7 miliion, 1999: $14.8 million).

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

3.25%. Zero Coupon Subordinated Exchangeable Notes

In December 1998, Elan Finance Corporation Limited, @ wholly owned subsidiary of Elan, issued in a private placement, at a substantial discount,
Liquid Yield Opticn 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 Compary amounted to $862.5 million. The expenses associated with
the transaction amounted to $23.1 miflion. The LYONs are exchangeable at any time at the cption of the holder into 13.75 Elan ADSs per
each $1,0C0 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 disccunt charged to income in the year to 31 December 2001 amounted t0 $30.2 million (2020: $29.2 million,
19399 $28.3 million). At 31 December 2001, the liability represented a price of $578.90 per $1,000 principal amount a: 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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4.75% Exchangeable Notes o
In November 1997, Athena issued 4.75% Exchangeable Notes due 2004 in the principal amount of $325.0 million. Expenses associated with 1
this transaction amounted to $8.6 million. On 8 March 2001, Athena redeemed, principally for Ordinary Shares, all of its outstanding notes ﬂ
at a redemption price equal to 102.7% of their principal amount, together with accrued interest to the redemption date.

3.5% Convertible Subordinated Notes

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 Efan‘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, 1o 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 milfion principal amount cf the Dura Notes under this provision. The remaiﬁing 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: $NIf). 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: SNil).

7.23% Senior Notes
In February 2001, Athena Finance, an indirect wholly owned subsidiary of Elan, rai%’ed $650.0 million of 7.25% Senior Notes due 2008 at a

discount of $2.5 miflion. The Senior Notes are senior, unsecured obligations of Athena Finance and are fully and uncond»tlonally guaranteed
on’a senior unsecured basis by Elan. lssue 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 miliion.

325.0 Million Senior Unsecured Revolving Credit Facility
$325.0 miliion 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 Consclidated Financial Statements.

16 Creditors

—

o R s e g

( At 31 December At 31 December
2001 2000 o
Sm $m (‘
Amounts falling due within one vear: J Z‘
Trade creditors 75.6 75.0
Accrued liabilities 2482 2503
Bank loans and short term debt 3249 199.3 -
Other creditors ks Wi 55.7 o
Taxation and social security (Note 7) 61.3 39.9 )
1,081.7 , 6202 B
Amounts falling due after one year:
Long term debt - 0.7
Other creditors 641.1 823 i
641.1 83.0 :
— y,
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Product Acquisitions and Alliances )

As at 31 December 2001, Elan included in creditors $900.4 million relating to future payments and/or future potential payments on products.
0Of 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 aption payments which may be uncertain in amouns,
which may te 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. £lan 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 $199.8 million for Sonata, $180.1 million for the dermatology product line and $113.7
million for Maxipime/Azactam. :

In 2001, Elen entered into arrangements relating to Roxane for which $101.6 million has been included in creditors at 31 December 20071,

The balance outstanding at 31 December is as follows:

000 2000
Sm $m
Within one vear: !
Dermatology product line 41.4 —
Sonata 1265 -
Maxipime/Azactam ) 715 —
Roxane pain products 30.0 —
Muambutol 214 —
Other 169 20.0
12977 200
After one vear:
Dermatology product line 180.1 —
Sonata . 199.9 -
MaxipimeiAzactam : 119.7 58.0
Roxane pain products C 716 —
Frova ' 249 —
Other 6.5 8.4
602.7 66.4
—

On 8 February 1999, Elan entered into an agreement with a syndicate of banks, mainly Eurcpean 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.S million.
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17 Share Capital

— —
Authorised Share Capital’ No. of Ordinarv Shares
As at 31 December 2001 and 2000:
Ordinary Shares (par value 3 Euro cents) 600,000,000
Executive Shares (par value 1.25 Euro cents) 1,000
“B" Executive Shares (par value 3 Euro cents) 25,000

At 31 December 2001 At 31 Decemnber 2000
Issued and Fully Paid Share Capital Number $000s Number $000s
Ordinarv Shares 349,836,938 19,912 322,496,448 18,695
Executive Shares 1,000 2. 1,000 2
“B” Executive Shares 21375 2 21,375 2

e

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 hoelders thereof the right to be paid & dividend out of the profits of the Company excep: 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 Eian 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.

18 Profit and Loss Account

At 31 December At 31 December‘_._A
2001 2000 %
Sm $m
Holding company . 1,7521 26234
Subsidiary and associated undertakings . (1,5083) (1,492.4)
Goodwill written-off ' (574.3) (574.3)
| (330.5) 556.7
< )
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glan Corporation, pic 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, & 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 relsting to the investments
held in Neurex and Sano. Please refer to Note 3 to the Consolidated Financial Staternents.

19 Minorityv 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 Diagnastics’ 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 dispesal of its shareholding in Athena Diagnostics. The
remaining ($0.5) miliion (2000: (80.4) million) relates to the minority interest in our Asian subsidiaries.-

20 Share Options and Warrants :

Share opticns 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 2 date not later than ten years after their grant. Option‘s generally vest between
one and five years from the date of gran:. There were 39,369,514 options outstanding under these arrangements at 31 December 2001.

Under the terms of the 1986 and 1989 Elar. 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 execusive officers and employees which became exercisable as 1o one third each year from the third
anniversary fram 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
to purchase a further 677,379 snares 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 plen, 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 6,345,424 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, opticns 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 inta
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
grantec by Dura vested and were converted into options and warrants 10 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, Elan issued 1,250,000 warrants. The warrants are exercisable at $65.01 for twe Elan Crdinary Shares
until 14 January 2003. Arising from the acquisition by Elan of all the assets and liabilities of NanoSystems, Elan granted 750.000 warrants tc
purchase 1,500,000 Elan Ordinary Shares. The warrants are exercisable at $45.0Q per share from 1 February 1339 to 1 October 2006.
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The share options and warrants outstanding and exercisable were as follows:

SN

—
Optdons Warrants
Shares WAEP* (3) Shares WAEP* ($)

Outstanding at 31 December 1998 35,846,702 20.61 14,804,676 23.68
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 22.47 14,753,520 2371
Arising on acquisition 4,933,022 44.38 2,453,516 45.22

. Exercised - (6,536,793) 19.21 (838,520) 231
Granted 11,156,611 41.86 - -
Expired {3,513,271) 30.09 (19,250 39.98
Outstanding at 31 December 2000 43,651.9{)0 29.77 16,349,266 26.95
Exercised (7,886,459) 28.83 (10,227,644) 19.20
Granted 18,686,283 53.20 - -
Expired §3,537,813) 39.74 —_ —_
Outstanding at 31 December 2001 40,913,911 34.06 6,121,622 39.89
Exercisable at 31 December 2001 13,325,548 2110 6,121,622 39.89

*Weighted quernge 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 Average
Number ~ Remaining Contractual Number
Outstanding WAEP () Range (3) Life (years) Exercisable WAEP ($)

11,004,566 16.42 $ 7.81-524.99 32 9,043,570 14.95
11,175,728 29.94 $25.00-534.99 4.8 3,021,956 30.22
10,521,463 40.62 $35.00-349.99 81 1,145,660 T 4224

8,212,154 5493 $50.00-358.60 9.3 114,362 54.51
40,913,511 34.06 $ 7.81-358.60 6.1 13,325,548 21.10

21 Financial Instruments

The Company uses derivative financial instruments to reduce exposure to 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, 10 generate the desired effective profile of currency and interest rate risk.
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Notes Relating to Financial Statements

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
pelieve that the risk of any net foss 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 1o 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$.

a  Interest rate risk

The interest fate risk profile of Elan’s financial liabilities as at 31 December 2001 was as follows:

t At 31 December 2001 At 31 December 2000

l Fixed  Floating  Nolnterest  Total Fixed  Floating  Nolnterest Total
Principal Currency . Sm Sm Sm Sm $m $m $m $m
US Dollars . | 875 344.9 537.5 970.3 273.9 1.2 — 2771

The foliowing liabilities are not included in the above table:

9.56% Guaranteed Notes due 2004—the lizbility cutstanding on these notes at 31 Decernber 2001 was $447.5 million (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 cutstanding
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 $Nil (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: $500.5 miflion) 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 million (2000: $62.0 million}
including interest accrued.

7.25% Senior Notes due 2008—the liability cutstanding on these notes at 31 December 2001 was $659.4 million (2000: $Nii) including
interest accrued.

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

Fixed interest rates on liabilities have & weightad average interest rate of 6.3% (2000: 5.8%), 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 liabilities are generally based on the appropriate LIBOR.
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The interest rate risk profile of Elan’s financial assets was as follows:

[ At 31 December 2001 At 31 December 2000
Fixed  Floating NoInterest  Total Fixed Floating  Nolnterest  Total
Principal Currency Sm Sm $m Sm $m Sm $m $m
US Dollars
Investments 1,028.3 - 1,002.3 2,030.6 620.2 —_ 905.9 1.526.1
Cash and liquid resources 193.6 1,624.8 11 1,819.5 279.1 691.7 13.1 9839
— -

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 interes: rate investments is 0.7 years (2000: 1.5 years). '

Fixed interest rates on bank and liguid resources have a weighted average interestfrate 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 #, in an amount of $120.9 million (2000: $110.1 million).

Variable interest rates on investrents anc bank and liquid resources are generally based on the appropriate Euribor, Libid and bank rates

dependent on principal amounts on deposit.

b Currency rate risk

The Group has exposure 1o various reporting currencies due 1o 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 Efan that are not
denominated in the operating currency of the operating unit involved. As at 31 December 2001 and 2300 respectively, these exposures were

as follows:

Net Foreign Currency
Monetary Assets/(Liabilities)

~

Functiona! Currency of Group Operation

~

At 31 December 2001

At 31 December 2000

In US Sm Swiss Francs  US Dollar Total Swiss Francs  US Dollar Peso Total
Sterling 01 32 31 03) 32 - 29
Euro (0.8) — {0.8) 0.7} — (0.2) 0.9
US Dollar - —_ —_ (1.8) —_ 0.4 (1.4)
Swiss Franc — — — — (0.5) _— 0.5}
Taiwan Dollar —_ (0.4) (0.4) —_ 0.4) — (0.4)
Canadian Dollar - 0.4 0.4 - - —_ —_
Total (0.9) 3.2 23 2.8) 2.3 ©02 0.3)
9,

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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Notes Relating to Financial Statements

¢ Fair values
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 10 estimate the fair value of each material class of financial instrument:

tinancial assets—the fair values of financial assets have been estimated for quoted eguity 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 profile
and for material unguoted equity investments by both the most recent private financing prices, discounted projectec future cash flows and
option valuation models. The fair values of marketable securities, inclucing interest rate futures, have been estimated based on quctes 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 Exchangesble Notes, 3.5% Convertible S‘u"bordinaxed Notes and 7.25% Senior Noies—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 insiruments at 31 December 2001 was as follows:

{ At 31 December 2001 At 31 December 2000

Carrving Fair Carrying Fair

Value Value Value Value
Financial Instruments sm Sm Sm Sm
Financial assets ) 2,030.6 2,564.4 1,526.1 1,948.9
Cash and liquid resources 1,819.5 18195 983.9 983.9
Bank foans (325.00 . (325.0) (272.35) (272.5)
9.56% Guaranteed Nates (450.4) {450.4) (450.4) (430.9)
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)
4.73% Exchangeable Notes — — (326.7) (431.9)
3.5% Convertible Subcrdinated Notes (63.6) (64.8) (62.6) (62.1)
7.25% Senior Notes i (666.7) {679.8) — —

101




Notes Relating to Financial Statements

d Liquidity risk

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 37 December 2001 were as follows: =

( At 31 December 2001 At 31 December 200? .
Sm $m s
-
In one vear or less, or on demand 329.2 208.5 5
In more than one year but not more than two vears 3041 45
In more than two years but not more than five vears 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 SNil at 31 December 2001 under a revolving credit facility (2000: $125.0 million).

For additional information on liquicity, please refer to the Financial Review.

e Derivative instruments

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, £lan 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 millicn) and these contracts had a fair value gain of $5.8 million (2000: $2.3 miilion). These iy
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
miliion) 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 dollars for Swiss Francs at 31 December 2001 was $28.2 million (2000: B
$0.7 million) and these contracts had a fair vatue gain of $C.3 million (2000: $0.01 million gain). These contracts expire on various dates up
to and incfuding 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 millicn)
and these options had a fair value loss of $0.1 million (2000: $0.4 million loss). These options expire on various dates up to and including
December 2003.
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Sens¥ivity analvsis

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 Efan’s expectation of what would be
reasonable on a twelve menth time frame and involved a 10% movement in foreign exchange rates and a 1% movement in interest rates.
The efiect of such an adverse movement in rates would be a decrease in income of approximately $13.0 miliion.

Elar: is exposed 0 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 millian. These investments are primarily in emerging pharmaceutical and biotechnology companies.
A 10% adverse change in equity orices would result in an aporoximate $30.5 million decrease in the fair value of Eian‘s quoted securities.

22 Acquisitions
Details of the acquisition of subsidiary undertakings are given below:

Net Book Fair Value Net Assets Cost of Goodwill

Values Adjustments Acquired Acquisition Capitalised
2001 ! Sm $m $m $m $m {
Delsys | a2 512 500 50.0 ~

N J
Celsvs

In September 2001, Elan acquirec 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 tc $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 vaiue adjustment relates to technolcgies of Delisys valued at the date of acquisition, which are separable from

the business of $51.2 million. These are being amortised over fifteen years.

Dura .

On 9 November 20C0, £lan acquired Dura for a consideration, which was paid by the issuznce of 0.6715 of an Elan Ordinary Share for each
outstanding share of Dura common stock, resulting in the issuance of approximately 30.6 million Elan Ordinary Shares. Options and warrants
granted by Dura prior to the acquisition 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 puréhase of Dura has been accounted for as an
acquisition under Irish GAAP. The fair value adjustment refates 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 orn acguisition 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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Liposome

On 12 May 2000, Elan acquired Liposome. In connection with the acquisition, each outstanding share of Liposome commaon 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
Liposcme prior to the acquisition date were converted inte 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 launch 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 guarter of 2001 and for the qu_: year are $0.5 million and 30.9 million, respectively.

FEI

¥F

The purchase of Liposome has been accounted for as an acguisition. The total considgration of $731.8 million includes the milestone payment
of $54.0 million. The fair value adjustment relates to patents, current products and Qevelopmem projects of Liposome, valued at the date

of acquisition which are separable from the business, of $263.1 million. Patents andf;‘licences arising on acquisition will be amortised over
twenty years. Goodwill arising on acquisizion of $371.3 million is being amortised oéer a period of twenty years.

Neuralab i
On 31 January 2000, Elan compieted the acquisition of Neuralab pursuant to a purchase option to purchase ali, but not less than all, of the
outstanding common shares of Neuralab. The purchase price, paid in cash, amounted to approximately $76.4 miifion. Net liabilities assumed

amounted to $9.7 miflion. Neuralab was formed in August 1997 and is engaged in research and development programs in the field of

N
i

Alzheimer's disease. The purchase of Neuralab has been accounted for as an acquisit_:ion. Goodwill arising on acquisition of $86.1 million is :;
being amortised over twenty years. " :J
Other ‘ - ,:
Elan acquired the shares not previously owned in Segix tzlia, $.p.A. on 20 April 2000 and in Vita Elan Pharma, S.A. on 29 June 2000 and the
entire share capital of Quadrant on 5 December 2000. These acquisitions resulted in a total consideration pa}d of approximately $107.8 million. ‘
i 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. 4 ’
3
Axogen :
On 31 December 1999, Elan completed the acquisition of Axagen for an aggregate cost of $268.4 million, represenrting 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 acguisition are being amortised over a pericd of up to twenty years.
104i elan corporation, plc 2001 Annual Report & Form 20-F :
—




Notes Relating to Financial Statements

3
23 Commitments and Contingencies
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 foliows:
: s =,
| Minimum Rental Payments
,‘ Premises Cther Total :
i Sm $m Sm |
2002 L 161 65 29 |
2003 ' i 153 195 i
2004 . : 139 . 16.0
2005 12. - 01 13.0
2006 13.3 - 13.3
Later vears - - et ’ _ . 98.8 - 98.5
170.3 13.2 1835
L i J
As of 31 December 2001, the Company had commitmen:s under finance leases as follows:
i
; Finance Leases
T
b 2001 2000
l Sm Sm
Within one vear : 10.4 6.5
In more than one vear, but not more than five vears 29.6 19.0
; Arter five vears . 55.8 62.3
! Total gross pavmernts 95.8 88.0
Less finance charges included above ) {26.9) (30.8)
68.9 57.2
1 !
N e e e/

As of 31 December 2001, the following capital commitments for the purchase of property, piant and equipment had been authorised by
the directors:

At 31 December At 31 Decemberj
2001 2000
Sm $m
: Contracted tor 259 4.1
Not-contracted for 114.7 1452
{ 140.6 149.3

Both the contracted for and the not-coniracted for amounts mainly relate to the extension of the Company’s manufacturing facility in
Athtone, Ireland.
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During 2001, Elan disposed of plant and equipment with a net book value ¢f $22.2 million {2000: $10.0 million) and subsequently leaseg
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). E

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
correspording 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 10 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 directars. Concurrently with the private placernent, Pharma
Marketing has entered into a Program Agreement with Elan. The Program Agreement, which substantially regulates the refationship 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 indicaticns (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) Priaft, 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 centain limitations. These payments are made on a quarterly basis based on the actual costs incurrec by Elan. Eian 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 deveiopment expenditures, which has been recarded as
contract revenue. Elan’s revenue from Pharma Marketing was approximately $88.7 miltion 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 Zanaffex above $38.0 million. No royalties were payable on the-
other products in 2001, Elan paid aggregate royzities of $5.6 million in 2001, Pursuant 10 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 Eian 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 P :
royalty rights on Sonata and the royalty rights on Myobloc was 360.0 million. This amount was paid to Pharma Marketing by Elan in cash EE

and was capitalised by Elan in intangible assets.

Elan can acquire certain royaity rights from Pharma Marketing by initiating an auction process by paying a maximum purchase price in cash.
The maximum purchase price was approximately 3385 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 2 purchase price and Elan elects not to exercise its right to re-acguire
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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
rovalty 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 10 a group of institutional
investors, resulting in gross proceeds 10 Autoimmune of $85.0 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 te a seccnd 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 a8 Program Agreement with Elan. The
program Agreement, which substantially reguiates the relationship between Elan and Autoimmune, represents a risk-sharing arrangement
among the companies. Under the terms of the Program Agreement, Autcimmune 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; (i) Maxipime, for the treatment
of infection; (iii) Azactam, for the treatment of infection; and (iv} Abelcet, for the treatment of severe funga! 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 Abefcet 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 royalties due to Auioimmune 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 rovalty rights by initiating an auction process. In addition, the holders of
the Autoimmune commaon 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 gooc 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 portién 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 Aprit 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
acguisition 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

t0 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, Autcimmune 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 one or more third parties and if such product has not been
approved by the FOA 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 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.
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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 tc Elan's non-voting preferred shares in
Autoimmune’s subsidiary.

Elan does not expect to receive any further revenue or cash from Pharme 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 hoiders 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 Autaimmune, or upon a
determination by the holders of the common shares of Pharma Marketing or Autoi'fmrnune 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 prcducts threugh 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 millicn (2000: $15.3 million) in heaithcare managed funds and $Nif
(2000: $28.5 million) in certain emerging pharmaceutical and biotechnology compféanies.

The Company has deferred purchase arrangements for certain products, which amc}unt to 524.5 million. These payments are dependent
on various approvals and milestones being met.

24 Litigation
There are a number cf 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 Georgia, claiming that Elan infringed US Patent No. 5,264,446, allegedly covering Bayer's hypertension drug Adalat CC,
by Elan’s filing of an ANDA for its 60 mg Nifedipine Extended-Release tablets. In Jénuary 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 alsc dismissed the action.

In May 2000, Bayer filed another lawsuit 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
tne same Bayer patent. In February 2001, the court ordered £lan’s mation 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 appeales 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 tc 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.

WG Eaidai

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 hes 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 Eian has viclated federal and state antitrust laws based on its efforts to enforce its intellectual property. Elan believes that its conduct
was lawful but cannot predict the likelinood of any outceme.

T S s T
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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 dass of shareholders who purchased Dura common stock during
2 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 Disirict 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 ‘
sacurizies laws, specifically Sections 10(b} and 20{a) of the Securities Exchange Act of 1934, as amendec (the “1934 Act”) and Rule 10b-5
promulgated thereunder. They allege dlaims cn behaif of classes of persons and envities who purchased securities of the Company during’
periods of time commencing on dates ranging from 30 April 1939 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 LiP 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

talse and misleading information concerning the Company's business and finandial resuts, 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) & 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 stack for ADSs in Elan pursuant to those companies’
mergers with the Company in 2000, and (i) a purported <lass 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
Elar pursuant to Elan’s merger with Dura in 2000. These purported class actions relate generally 1o 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 acticn
filed in the Eastern District of Missouri also alleges claims under Sections 10, 14 and 20 of the 1834 Act. Among other 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 Zastern 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 outside New York have been dismissed or transferred to the Scuthern 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 refief, the
actions seek damages against the defendant officers angd 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 outcome of these actions or the investigation or to estimate the
amounts or potential range of loss with respect to the resclution 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. Efan 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 operations and liquidity of the Company.

In June 2002, Elan entered into a settiement 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 admissicn by Elan that any law has been violated, and does not provide for monetary fines or penalties. Pursuant
tc 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 o their licencing arrangement. Elan's 30 mg nifedipine product hafs been marketed in the United States by Teva. Elan’s

60 mg nifedipine product has not yet been launched. The terms of the consent ordér provide for a continued supply by £lan to Biovail of the
30 mg nifedipine product for sale through Teva in the United States for a term to e)fpire on the earlier of 31 May 2003 or the time at which
Biovall 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 Related Parties ‘ .
At 31 December 2001, the Company had invested a total of $12.9 million in Antigenics, a biotechnology company whose chairman and chief
executive cfficer, 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 Elan in 2001 and 2000, respectively, for consulting work.

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 Nasdag 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, sérve 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 8ell,
chief financial cfficer 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 grantad an option to acquire rights to the product ‘rom 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 royaity 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 milfion from ;
Amarin fer 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 $337.5 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 millien
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 1o $8.0 million. Amarin exercised its optior: to purchase Permax in March 2002 and paid
glan the first installment of the exercise price of $7.5 million.

n 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 equa; to LIBOR pius 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 ecuity on a fully
diluted basis. In March 2002, Elan converted a portion of the Amarin preferrec shares into Amarin ordinary shares. Following this ccnversion,
Elan owned approximately 27% of Amarin's outstanding ordinary shares.

During 2007, 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 Zefapar was filed with the FDA in 2002.

In 2001, Elan accounted for Amarin using the equity methcd. 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 irterest, of $45.5 million and $6.5 million and a net equity investment of
$15.9 million. ’ :

26 Pension Plans

The Company has continued to account for pensions in accordance with Statement of Standard Accounting Practice No. 24, “Accounting for
Pznsions” ("SSAP 24“), and the disclosures given in {a) are thcse required by that standard. FRS 17 will not be mandatery 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).

5 SSAP 24 disclosures

v 200 2000 1999
Pension Costs i . . Sm $m $m
Pension cost of defined benefit schemes 2.8 2.3 21
Pension cost of defined contribution schemes 9.9 73 2.6
12.7 9.6 47 l
L J

(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 retirament, 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 liakilities are assessed in
accordance with the advice of professionally qualified actuaries. The investments of the pians 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 repcrts 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 acwarial report showed that as at 1 April 1899, the market value of the assets of the schemes was $8.9 million and the actuarial valye
of the assets represented 86% of the benefits azcrued to members for the two plans.

These schemes are fully funded on & discontinuance basis.

(ii) Defined contribution schemes
In addition, Elan operates a number of defined contribution pension plans, primarily for employees outside of Irefand. The costs of these
plans are charged 1o the profit and loss account in the period in which incurred.

Balance Sheet Amounts
As at the year ended 31 December 2001, there was a pension contribution due inciuded in accruals of $5.1 million (2000: §5.1 million) ang
a pension prepayment of $0.2 million {2000: $0.3 mitlion).

b FRS 17 retirement benefits

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 balarce sheet date.

The financial assumptions used to calculate the retirement benefit liabilities under FRS 17 were as follows:

( R .

Valuation Method ‘ Projected Unit Credit -
- Discount rate : . 6%
Infiation rate ) 3%

Increase to pensions in pavment 0%-5% w
Salary increases : ) 4%

—_——
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The market value of the assets in the pension schemes and the expected rate of return were:

Long Term Rate of Value at
Return Expected at 31 December 2001
31 December 2001 Sm
Equities 7% 132
Bonds 5.5% ‘ 38
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 ‘ T (0.7)
Ner assets excluding pension assets and liabilities T 5,059.7
Pension & Life Assurance Scheme )
Net pension asset 3.2
Net pension liabilities 67 (2.5)
Employee Benefit Plan
Net pension asset 15.8
Net pension liabilities (14.0) 1.8
Net assets including pension asset and liabilities 5,059.0
Reserves ‘
Profit and loss reserve excluding pension assets and liabilities {330.5)
Pension reserve (0.7)
Profit and loss reserve including pensioh assets and liabilities {331.2)
.

27 Post Balance Sheet Events

In January 2002, Efan and Wyeth announced a suspension of the Phase (I3 clinical trial of AN-1732. 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 nct to resume further
dosing of AN-1792. The companies continue their prectinical and clinical investigations into these cases and are in regu'ar 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 aczions 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 Consclidated Financial Statements.

in June 2002, Elan entered into a settlement agreement with the FTC resolving the FTC's investigation of an arrangement between Elan ang
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 additional 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 Wl 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 ill, to an unaffiliated third party (the “Purchaser”) for approximately 5148 mitiion,

representing the estimated fair value of disposed financial assets. On the closing, the Purchaser’s assets will cansist 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 10 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 loan. 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.

28 Consolidated Cash Flow Statement

a Reconciliation of operating {loss)/profit to operating cash flows

iF—ZOOX 2000 1999ﬁ.
Sm $m $m
Qperating (loss)/profit (829.7) 296.3 3095
Depreciation and amortisation 2704 140.6 84.0
Disposal and impairment of intangibles 1,132.7 34.5 -
QOther 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) 39.4
Net cash inflow from operating activities 524.6 2722 364.5
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b Management of liquid resources

The management of liguid resources comprises the movement in short term deposits, commercial paper and repurchase agreements,
excluding those repayadle on demand.

¢ Analysis of net debt

At1january  Cash Other Acquisitions Exchange Rate At 31 December

2001 Flow  Movements (Excluding Cash)  Movements 2001

Sm $m $m 3m Sm Sm
Cash 637.0 943.8 — — (1.4) 1,579.4
Liquid resources 346.9 (106.8) — — —_ 240.1
Cash and liquid resources 983.9 837.0 — — (1.4) 1.819.5 J]
3.25% Zero Coupon Subordinated

Exchangeablie Notes (900.5) —_ (31.4) — — (931.9)

Guaranteed and Exchangeabie Notes (1,178.0) (834.0) 2867 —_ - (1,725.3)
Other debt (including revolving credit facilitv) (272.4) {141.3) 11 0.3} — {413.1)
Debt ' {2,350.9) (975.5) 256.4 (0.3) — (3,070.3)
Net debt ! (1,367.0) (138.5) 256.4 @.3) (1.4) (1,250.8)

d  Analvsis of net outflow of cash and cash equivalents in respect of the purchases of subsidiary undertakings

200 2000 1999
Total Total Total
Sm Sm Sm
- Cash consideration paid 10.0 170.2 1828
Cash of acquirec subsidiaries i (0.5) (162.2) 45)
Net cash outflow 9.5 8.0 178.3
B J

¢ Effect of acquired companies on cash flow

Cash flaws in 2001 included cash outflows from operating activities of $5.1 million and payments to acquire fixed asseis of SNil, which
relate tc companies acquired during the year.

! Restricted cash

Cash and liguid resources include restrictec cash heid by EPIL W and EPIL W in an amount of $120.9 million (2000: $110.1 million).
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29 Company Balance Sheet

Fixed Assets—Intangible Assets

A
B
N
h
B
¢
a
dx
v

(T
Patents &
Licences
$m

Cost: ‘ z
At 1 January 2001 ‘ 3426 ;
Additions - . 75 3
Impairment . (81.0) k-
h A
At 31 December 2001 : 269.1 i

Accumulated amortisation:

At 1 January 2001 _ 89 | A
Amortised inyear  ° C 27.1 ’;l
) &

At 31 December 2001 : 96.0 : 'g
Net book value: 31 December 2001 : 1731 5
Net book value: 31 December 2000 i TR i
: 3 53

The carrying value of Naprefan was written down by $81.0 million, refiecting anestimated impairment due to reduced projected revenues =%
from the product. !

Fixed Assets—Tangible Assets

f Land & Buildings Equipment . Total 5

$m Smo ... $m| 2

Net book value : ‘;

At 1 January 2001 ©114 102 216 |

Movements : 0.3) 1.8) SR g‘i

At 31 December 2001 11 . 84 195 | %
LN »,

The net book value of tangible assets held under finance lease arrangements at 31 December 2001 amounted to $8.2 million (2000: $9.2 milfion)
and related depreciation for the year amounted to $2.2 miilion (2000: $2.0 million).

IENNURES G T

Fixed Assets—Financial Assets

‘ e

rAt 31 December At 31 December

2001 .20 .5

Sm Sm
Investments in subsidiary undertakings 2,027.2 1,918.8 N
Loans to subsidiary undertakings 5,660.1 5,847.7 ~ -+
? 7,6873 7,766.5.

A J
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4 N
Investments in Loans to

i Subsidiaries  Subsidiaries Total

Cost

$m 3m m
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 20272 56601 76873 |

J/

Debtors
At 31 December At 31 December

2001 2000

Sm $m
Trade debtors 25.5 80.6
Amounts owed by group undertakings 12.7 41.8
Amounts owed by associated uncertakings 1.9 0.7
Other debtors ) 51 4.4

452 127.5

‘ S

Creditors {amounts falling due within one vear)

[’ At 531 December At 31 December )

2001 2000
Sm Sm

Trade creditors 7.0 25.7
Other creditors 3.2 213
Due to group undertakings 844.1 707.5
Accrued expenses 4.6 41
Lease obligation 0.7 0.4
Bank overdraf: —_— 0.4
859.6 7594

S

fFor additional information regarding guarantees, please refer to Note 15 to the Consolidated Financial Statements.

Creditors (amounts falling due after one vear)

—
At 31 December At 31 December
2001 2000
Sm $m
Finance lease obligations (net of finance charges): )
Pavable within two to five years 33 22
Pavable aiter five years 7.8 8.7
11.1 109
— J
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30 Subsidiarv and Associated Undertakings ‘
At 31 December 2001, Elan had the 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 Lid Provision of management services 100 Lincoln House. Lincoln Place
Dublin 2, Ireland .
Elan Pharmaceuticals, inc. Research and development and sale of 100 802 Gateway Bivd
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, szle 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 Szle and distribution of pharmaceutica: products 100 Abel Smith House, Gunnels Wood Rd
Stevenage, Herts., UK
Elan Finance Corporation Ltd Financial services company 100 Clarencon 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 [ 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
Athena Diagnostics, Inc. Diagnostic services 80 377 Plantation 5t. 4 Biotech Park

Worcester, MA. US

Information regarding all other subsidiaries will de filed with the Company’s next annual return as provided for by Seciion 16[3)(a) of the
Companies (Amendment) Act, 1986.

31 Approval of Financial Statements
These financial statements were approved by the directors on 30 June 2002.
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Additional US Information

Differences Bebwecen Irish and United States Accounting Principles
US GAAP income statement data, comprehensive income statement data, balance sheet data and cash flow data have been provided on

pages

130 10 132 for the benefit of United States investars.

The financial statements of Elan have been prepared in accordance with Irish GAAP, which differ in certain significant respects from US

GAAP,

The materia! differences as they apply to Elan’s financial statements are as follows:

A Business combinations

i. Cure On 9 Novemnber 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 cecmbined 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 Efan. 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 cf 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 cast of the investment and the fair
value of the assets and tiabilities cf Dura was recorded as goodwill. The goodwilt arising on the acquisition of Dura is being amortised
over its estimated useiu! life of 20 years. Pra-acguisition results for both companies were not combined. The profit and loss accounts

are consolidated for the post-acquisition pericd only.

The principal differences in accounting for the Dura transaction between irish and US GAAP resulted 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 resuited 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
milion 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 lrish and US GAAP
net income for 2000;
Cura deferred tax assets with a pre-acguisition basic value of $18.4 miliion 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 20C0;
A portion of outstanding Dura debt was repaid in December 2000 under a change cf 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 ligbilities
of Cura 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 accuisition of Dura have been eliminated.
Under Financial Reporting Standard No. 7, “Fair Values in Acquisition Accounting”, necessary adjustments to the provisional fair values
aliocated 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 goedwill amount resuited in a difference in shareholders’ equity of $1,111.7 million in 2001. In addition, the Irish
GAAF goodwill amortisation expense does not arise under US GAAP.
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2. Other business compinations 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 prica
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 price 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 irish GAAP and is currently being amortised. IPR&D expense for 1999

. was $84.8 million. 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 lrish 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 1o 31 December 1998, goodwill arising on acquisition was immediately written-off tc shareholders' equity. Since 1998,
in accerdance with Financial Reperting 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 subseguent disposal or termination of a
previously acquired business, any relevant goodwili previcusly taken directly to sharehoiders’ 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 Decembper 2001.

b Impairment of acquired intellectual property

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, £ian recorded an impairment to
acquired 1P of $785.2 million in 2001.

Under US GAAP, there was no impairment as these amaounts were previausiy expensed as IPR&D arising on the acquisitions of Neurex
and Sano.

¢ Impairment of intangible assets
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 miliion relating to Myambutol was expensed as an impairment charge based on discounted cash fiows. 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 Myambutol intangible asset.
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d Accounting for derivatives

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 &t 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 lrish 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 adopsion 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 Gependent 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 resufts and financial position depending upon future movemenss 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 reccgnised 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.

¢ Product acquisitions and alliances

Under frish GAAP, contingent and potential acguisition payments which are likely to be made in the future are recognised as creditars.
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 resclved. 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 lrish and US GAAP. '

{ Financial fixed assets

Under lrish GAAP, non-current financial fixed assets have been stated at cost less provision for permanent diminution in value. Under US GAAR
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 GAAR,
arising from differences in the accounting treatment for financial fixed assets, was $52.7 million as at 31 December 2001.

§ Warrant subscription receivable

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 1396 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 warrani subscription
receivable. There is no simitar 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 Irish and US GAAP net income for 1999,
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H h Revenue recognition

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 ficence fees was similar to trish GAAP prior to 2000.

i 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, mitestone payments have been treated similariy 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 actual accounting for milestones depends on tne 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 oe 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 1o 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 o
under the contract, based on the percentage of costs incurred to date compared to the total costs expected under the contract. This is
subject 1o 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 lower than under Irish GAAP for 2001 and 2000,
respectively, due to the impact of SAB 101. Elan had a cumuiative deferred revenue balance of 3316.1 million and $414.7 miliicn 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 Decembper 2001. i

Total licence fees recognised under Irish GAAP were $188.6 million, $376.9 million and $268.1 miillion in 2001, 2000 and 1999, respectively,
Under US GAAP in accordance with SAB 101, Elan recognised amortised revenue of $287.2 miilion and $306.2 million in 2001 and 2000,
respectively. Of this, $88.6 million and 3155.4 million of the revenue in 2601 and 2000, respectively, were included as part of the SAB 101
cumulative adjustment. Under US GAAP, licence fees of $268.1 million were recognised in 1899.

i Non-consolidated subsidiaries

Under Irish GAAP, EPIL, EPIL i and EPIL it have been consclidated as subsidiaries of Elan. Elan owns 100% of the equity in the companies.
The individual investments held by EPiL, EPIL | and EPIL Il 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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Additional US Information

Under US GAAP, EPIL I and EPIL Il 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 consclidated. EPIL
(prior to March 2001}, EPIL Il 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 11 and EPIL Ill have been treated as sales of the assets at fair value under US GAAP and the relatec loan notes have not been
included as a fiability. Elan has not expensed the related interest charge in the income statement.

EPIL's 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 Il issued $450.0 million of loan notes with

a maturity date of June 2004. EPIL iit's qualifying special purpose entity status was established in March 2001, EPIL |Il 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 million. tn March 2001, pursuant to an exchange offer and consent solicitation, EPIL Il 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 excharge offer and consent solicitation by a

. majority of EPIL's 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 tc EPIL in 198S. There was a gain of $39.2 million 10 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 EPILs qualifying special purpose entity status in March 2001.

Elan hoids a retained interest in EPIL 1 and EFIL Il through its ownership of the retained beneficial interest (100% of the common stock).
The retained beneficial interest entitles Efan to any resigual proceeds in EPIL 1t and EPIL lll after repayment of the loan notes. Pursuant to the
Stock Pledge Agreement, Elan has pledged the common stock in EPIL [l and EPIL Ii! to the noteholders of EPIL Il and EPIL M, respectively. The
holders of the loan notes have control of key voting rights, such as the right to approve the appoiritment or removal of directors of EPIL I
and EPIL lli, respectively, and the right to approve amendments to the Memorandum of Asscciation and By-L’aws of EPIL Il and EPIL W,
respectively. The board of directors of each of EPIL Il and EPIL i are indepencent of Elan and are comprised of a majerity of independent
directors and one director appointed by Elan. EPIL It and EPIL (Il 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 arganisational
documents of EPIL 1l or EPIL Il do not contain provisions concerning the selection of financia! 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 ).
Upon maturity of the loan notes in June 2002, the organisational 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 EFIL # and EPIL 1ll. Elan may bid for the investments
held by EPIL li and EPIL 11} if EPIL 1! or EPIL i 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 1o the
holders of the loan notes of EPIL 1l and EPIL Iil for the repayment of the loan notes and the payment of any unpaid interest. In the event that
EPIL It or EPIL 11l do not meet their obligations to pay amounts due 1o 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 cate of transfer. The fair value of a retained interest, both for initial and
éubsequent measurement, is calculated as the fair value of the qualifying special purpose entity's assets less the fair value of its liabilities.
For disclosure purpeses, the fair value of the assets of EPIL I and EPIL Il are estimated using established financial methodologies, including
quoted market prices, where availabie 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 Il 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 Il are
measured as the total amount outstanding under its ioan 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 & 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 il 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 formaticn of £PIL 11}, 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 Ill. Elan has not yet
determined the amount of this non-cash loss provision. A future recovery in the vatue of the investments held by EPIL Il or EPIL Il could result
in a reversal of this loss provision. For additional information relating to the disposal of financiai assets by EPIL IIt and prospective impairment
charges 1o 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 Il and EPIL I} 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-iike debt securities.

On 31 December 2001, the estimated fair value of Elan’s retained interest in EPIL It 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 Ii would result in a decline of $15.6 million
(£31.0 million) in the estimated fair value of Elan’s retained interest in EPIL Il. An adverse change of 10% (20%}) in the annual discount rate
used to estimate the fair value of debt-based assets held by EPIL It would result in a decline of $6.6 million ($13.0 miliion) 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 Il was $4.0 million. An adverse change of 10% (20%) in
the common stock prices used to estimate the fair vaiue of equity-based assets held by EPIL il would result in a decline of $26.8 million
{$53.1 million) in the estimated fair value of Elan’s retained interest in EPIL 11l 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 i,

The sensitivities outlined above regarding the fair value of Elan's retained interests in EPIL Il and EPIL Il are hypothetical and shouid be used
with caution. As the figures indicate, changes in fair value based on a 10% variation in an assumption generally 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 outlined 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 Il and EPIL IIl. All compensation paid
to Elan represents an armé—length price for those services. In 2001, Elan received a fee of $0.2 million (20C0: $0.7 million, 1999: 30.4 miliion),
$0.8 million (2000: $0.4 million, 1899: $Nil) and $0.6 million {2000: $Nil, 1999: $Nil) for providing these services to EPIL, EPIL I and

£PIL W, respectiveiy.

i Associate accounting

Under US GAAP, Elan’s investment in Amarin is accounted for using the equity methed in 2001 based on the percentage of voting equity
shares held by the Company at 31 December 2001, Under trish GAAP, the investment is accounted for using the eguity 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 sharehoiders’ equity of $11.0 million between US and.irish GAAP.

Under US GAAF certain investments of Elan were accounted for under the equity method of accounting and treated as associates. Under Irish
GAAP, these investments were accounted for under the cost methoc. These investments were written-off for the purposes of trish GAAP in
2001 resuiting in a reconciling item 1o net income of $2.0 million due to the different cost basis of the investments.

kK Stock option compensation

Elan grants ootions to employees under its stock option plans. These optibns 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 Oginion No. 25, “Accounting for Stock Issues to Employees” (“APB 25“). In
accordance with APB 25, no compensation cost was initially recognisec for stack options grarted, 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 Involving 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 ¢f $0.2 million and $31.8 million in 2001 and 200C, respectively, arising from modifications. The
modifications included option acceleration upon severance of employees and a change of status from emp!oyees 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 3$0.7 million in 1999, arising from options
granted to non-employees. Under Irish GAAP, no compensation expense arises as a result cf grants to non-employees.

The disciosures required by SFAS No. 123, “Accounting for Stock Based Compensation” ("SFAS No. 123"}, are included on page 137.
| Pensions
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 unreccgnised obligations or assets.
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+ Under lrish 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 1o 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 m accordance with SSAP 24. A new accounting standard,
FRS 17, was issued in 2001 dealing with retirement oenefits, 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 Financial Statements. The standard introduces changes

1o the accounting for defined benefit schemes, the basic requirements of which aré: pension scheme assets are measured using fair values;
pension scheme liabilities are measured using a projected unit method and 'discoun_ted at the current rate of return; and full actuarial
valuations should be obtained at intervals not exceeding three years. There is also 3 requirement that these valuations should be updated

at each balance sheet date. :

m Deferred taxation

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
deferreG 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.

n Consolidated cash flow data

In accordance with Irish GAAP, the Group complies with Financial Reporting Standard No. 1, “Cash Flow Statements” (“"FRS 1*). Its objective
and principles are similar to those set cut in SFAS No. 95, “Statement of Cash Flows” {"SFAS No. 95”). The principal difference between
the standards is in respect of classification. Under FRS 1, the Group has presented its cash flows for (a) operating activities; (b} returns

on investments and servicing cf finance; () taxation; (d) capital expenditure and financial investment; (e) acguisitions and disposals; and

(f) financing activities. SFAS No. 95 requires only three categories of cash fiow activity, (a) operating; (b} investing; and (¢} financing.

A
r

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 liguid resources include short term barrowings repayabie on demand. SFAS No. 95 reguires
movements in such borrowings to be included in financing activities.

S whes iy Eta

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 qut)id resources and US GAAP cash and cash equivalents is included on page 133.
This arises as cash balances held by EPIL {prior to March 2001), EPIL Il and £PIL il are included in cash and liquid resources under irish GAAP
as these entities are consolidatec 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 $30.2 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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o New accounting standards {US GAAP;

|n June 2001, the Financial Accounting Standards Board ("FASB”) issued SFAS No. 141, “Business Combinations”. This statement requires
that the purchase methad of accounting be used for all business combinations initiated after 30 June 2001. The adoption of this standard did
nct have @ material impact on the Company’s Consolidated Financial Statements.

In July 2001, the FAS8 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 $23.2 million, $20.0 million and $9.1 million in 2001, 2000 and
1698, 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 googwill. 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. if the carrying amount exceeds the fair value then
the second step is required ¢ be completed, which involves the fair value of the reporting unit being allocated to each asset and iizbility
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 & “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 goocwill 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 accbunting 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 {ong-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 tong-Lived Asse:s” {“SFAS No. 144"), addresses financial accounting and
reporting for the impairment or disposai of long-lived assets. The provisions of this statement are effective for financiat 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.

tn April 2002, the SASB 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 forthe 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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p Financial statement format

The following is a summary of the material adjustments to net income and sharehotders’ equity which would be required had the financial
statements been prepared in accordance with US GAAP:

(1) Net income/(loss)

2001 2000 1999 .
Sm $m $m '
Net (loss)/income as stated under Irish GAAP ‘ (887.2) 3421 3359 .
Adjustments to conform to US GAAT: )
Pooling of interests accounting .
Pre-acquisition results of Dura (0.4) 328 417 ’
Merger costs N — (35.1) - ?
Fair value financing costs — 2.7 -—
Purchase accounting
Acquired in-process research and development —_ (246.0) (84.8)
Amortisation of intangible assets 775 16.9 1.6 i
Other . ) - 1.0 - 2
Impairment of acquired intellectual property 7852 - - 7;
Impairment of Myambuto! intangible asset 44 - - ¥
Accounting for derivatives 35 — - . ‘-
Amortisation of acquired product rights and finance charges - 346 - —_ :
Warrant subscription receivable : -— — RN N
Revenue recognition 98.6 - {70.7) - -
Non-consolidated subsidiaries 165.1 389 111
Associate accounting ’ 13.0 - 3.0
Loss on disposal of investment in associate undertaking : - 32 -
Stock option compensation expenses (0.5) (31.8) (079
Pensions and cther’ 12 0.9 04
Net income before cumulative effect of accounting change as stated under US GAAP . 335.0 49.5 303.4
Cumulative effect of accounting change (net of tax) 7.8 (344.0) -
Net income/(loss) as stated under US GAAP 3428 (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) —
Basic earnings/(ioss) per Ordinary Share under US GAAP . $ 1.02 $ (0.94) $ 102 °
Diluted eamings per Ordinary Share under US GAAP before cumulative effect of accounting change $ 093 $ 015 $ 097
Cumulative effect of accounting change $ 0.02 $ (109 -
Diluted earnings/{loss) per Ordinary Share under US GAAP } $ 095 $ (0.94) $ 097
l:: .
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(it) Shareholders” equity

Additional US Information

[ At 31 December

At 31 December

i

2001 2000 |
Sm Sm 1
Shareholders’ equitv as stated under Irish GAAP 5,054.5 5.315.5 :
Adiustments to conform to US GAAP: !
Pooling of interests accounting i
Elimination of goodwill arising on consolidation of Dura (1,111.7) (1,164.6)
Finalisation of Irish GAAP fair value allocations (52.9) -
Purchase accounting {
Amortisation of intangitle assets 95.1 17.6 i
Acquired in-process research and development (2,121.1) (2.121.1)
Goodwill written-off 5743 574.3
Other 18 18
Impairment of acquired intellectual property 7852 —
Impairment of Myambutol intangible asset 44.4 —
Accounting for derivatives 1.3 -
Amortisation of acquired products and finance charges 346 —
Financia! fixed assets 527 154
Revenue recognition including cumulative effect of accounting change (316.1) (414.7)
Non-consalidated subsidiaties 215.1 50.0
Associate accounting 11.0 (2.0
Persions and other 57 4.7
Shareholders’ equity as stated under US GAAP 3,283.9 2,276.9

US GAATP Condensed Financial Data

Due to the differences between Irish and US GAAF 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 GAA?, 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 relating to product

rationalisazions are included in operating cash flows.
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US GAAP Income Statement Data

2001 2000 1999 tj:
Sm $m $m
Revenue 1,8625 15214 1,3125 -
Costs and expenses: ,
Cost of sales ’ 3795 321:3 257.0 -
Selling, general and administrative expenses 603.4 5121 4060
Research and development expenses 32 22 2894 z
Other charges, primarily relating to the acquisition of in-process research and . ] i
development, asset and investment write-offs, merger costs, rationalisation and similar:costs 362.9 4457 88.6 'f'
Total operating expenses 16670 ° 16013 ° 10410 l
Operating income/(loss) 1955 (79.9) 2715 '
Net interest and other income N 156.9 1388 55.9 E
—~ 4
Income before provision for income taxes : 3524 58.9 3274 ‘
Provision for income taxes : (17.4) 5.4) (24.0) | /
: et 4
Net income before cumulative effect of accounting change ) 335.0 495 730347 g
Cumulative effect of accounting change (net of tax) . : 78 (344.0) - ":
Ner income/(loss) after cumulative effect of accounting change ’ 3428 . (294.5) 303.4. , :
. '-:5
US GAAP Comprehensive Income Statement Data ’f
[ a0 ]
Sm $m $m '
Net income/(loss} ‘ 3428 (294.5) 303.4
Other comprehensive income: - :
Foreign currency translation adjustment (33 0.9) 1.3
Unrealised gains on securities . 542 19.9 36.6. .
Reclassificatior. adjustment for (gains)/losses included in net income (16.4) (15.5) 10.6
Other comprehensive income 345 35 459
Comprehensive income/(loss) . 3773 (291.b) 349.3
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At 31 December

-~
At 31 December |

i

2001 2000
Sm $m

Current Assets
Cash and cash equivalents 15725 802.5
Marketable investment securities 798.4 358.7
Accounts receivable and prepavments | 4251 3405
Inventories : 183.6 155.2
Tota) current assets 2,979.6 1,656.9
Property, plant and equipment 401.1 353.5
Intangible assets 2,1246 1,999.9
Other non-current assets §58.4 642.7
Total assets 6,363.7 4,653.0
Liabilities and Shareholders’ Equity
Current liabilities 948.8 552.5
Other liabilities 131.9 33.7
Deferred revenue 316.1 414.7
Long term and convertible debt 1,677.8 1,375.6
Minority interest 5.2 0.4)

3,079.8 2,376.1
Shareholders’ Equity
Share capital 19.9 18.7
Additional paid-in capital 4,534.6 3,906.0
Retained earnings and other reserves (1,270.6) (1,647.8)
Sharekolders’ equity 3,283.9 2,276.9
Total liabilities and shareholders’ equity 6,363.7 4,633.0

—
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9 US GAAP Cash Flow Data

Year Ended December 31, ;
2001 2000 1999 ¥
$000s $000s $000s
Cash flows from operating activities: 5
Net income/(loss) : 3428 (294.5) 303.4 E
Adjustments to reconcile net income/(loss) to net cash provided by operating activities: : )
Cumulative effect of accounting change for implementation of SAB 101 : -_ 3440 —
SFAS No. 133 accounting ‘or derivatives : (34.2) — -
Amortisation of deferred revenue p (98.6) 70.7 -
Acquisition of in-process research and development —_— 246.0 848
Depreciation and amortisation : , 177.6 158.5 1175
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 03
Net changes in assets and liabilities:
Decrease/{increase) in receivakles : 2.5 (108.0) (59.8)
Increase in inventories : i (37.6) (41.3) (36.1)
(Decrease)/increase in accounts pavable and accruals p (124.0) (22.6) 714
Other ! 6.1 16.6 0.5
Net cash provided by operating activities : 542.6 406.3 4764
Cash flows from investing activities: SN !
Proceeds from disposal of property, piant and equipment : 20 19.8 117 - f:
Purchase of property, plant and equipment ; (120.8) (73.8) (94.2) &
Purchase of investments _ ‘ (680.7)  (3%08) (@861 | 3
Proceeds from disposal of investments 339.4 259.3 2615
Purchase of marketable investment securities : (524.2) (146.3) (178.1) ;
Sale and maturity of marketable investment securities . 3317 189.7 117.9 3
Purchase of intangible assets : (295.0) (1318 (161:0) £
Proceeds from disposal of intangible assets 112 - — 4
Other - — G5 |1 -
Part disposal of subsidiary 419 — — %
Acquisition of subsidiaries primarily represented by: :
i ' Goodwill and other intangible assets arising on acquisitions : (9.5) (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 (205.5) (495.4) (118.3)
Issue of loan notes 650.0 — —_
Bark loans 3428 200.0 125.2
Net cash provided by financing activities 1,092.1 (204:0) 36.0
Effect of exchange rate changes on cash (0.7) 0.8} . (0.4)
Net increase/(decrease) in cash and cash equivalents 7700 (184.5) (101.9
Cash and cash equivalents at beginning of year 8025 987.0 1,088.9
Cash and cash equivalents at end of year 15725 8025 987.0
. J
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Cash Balances

Reconciliation Between Irish GAAP and US GAAP

Additional US Information

{' At 31 December

At 31 December !

2001 2000

Sm Sm
Cash and liquid resources {Irish GAAP) 18195 9839 |
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

Marketable Invastment Securities (US GAAP!)

For the purposes of US GAAP the following information on marketable investment securities is presented in accordance with the requirements

of SFAS No. 115.

2001 2000

USSm US$m
Trading securities
Debt 94.0 35
Equity 108.6

202.6 63.7
Available tor sale securities
Debt 258.0 55.5
Equity 305.3

563.3 3126
Held to maturity securities 57.8 713
Total marketable investment securities (current and non-current) 823.7 447.6

N—— e/

The cash inflows arising from the sale of marketable investmen: securities were $331.7 million, $189.7 million and $117.9 million in 2001,
2000 and 1999, respectively. The cash outilows arising from the ourchase of marketable investment securities were $524.2 million, $146.2
million and $178.1 million in 2001, 2000 and 1998, respectively. :
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Available for sale
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 282.1 46.8 (23.6) 3053

Debt securities 228.4 319 2.3) 2580

At 31 December 2000

Equity securities 2391 321 : (14.1) 2571

Debt securities 46.6 10.0 (1.1) 55.5

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 million, respectively. The net
unrealised holding gains on available for sale debt securities as at 31 December 2001, 31 December 2000 and 31 December 1539, 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 million, $40.5 milfion and $85.2 million, respectively.

“Based on fair value, the maturity of delbt securities classified as available for sale at 31 December 2001 was $10.7 million within one year,
$117.3 million within one to five years and $130.0 million between five and ten years. The maturity of debt securities classified as available
for sale at 31 December 2000 was $2.5 million within cne year, $28.3 million within one to five years and $24.7 million between five and
ten years, Based on cost, the maturity of debi 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, $18.2 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 1333 were $53.1 million, $32 .8 million and $20.0 million,
respectively. The gross realised losses on available for sale securities in 2001, 2000 and 1992 were $2.2 million, $1.0 million and $6.1 million,
respectively. The cost basis for determining realised gains and iosses 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 ariginal 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 value in the lrish GAAP to US GAAP recanciliation of either shareholders’ equity or net income,
as Elan believed the differences were not material to either its financial pasition or results of operations for 2000 or 1999, respectively. The fair
value of these free-standing warrants was epproximately $16.0 million and $8.0 millicn at 31 December 2000 and 31 December 1999,
respectively. The original cost of these free-standing warrants was $2.0 million and $2.0 millicn 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 operations for
2000 and 1999, respectively. The fair value of these debt securities was approximately $55.5 million and $72.0 millicn 2t 31 December 2000
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and 31 December 1998, respectively. The original cost of available for sale debt securities was 346.6 mitlion 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 o Elan's
financial condition and results of operations for 2000 and 1999, respectively. ‘

Held to maturity
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 heid to maturity at 31 December 2001 were $32.5 million
within one year and $25.3 millior 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 milion 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. : :

Trading securities ' .
~ The unrealised gains included in earnings for 2001, 2000 and 1993 were $7.7 million, $21.9 million and $10.8 million, respectively. The
unrealised losses included in earnings for 2001, 2000 and 1999 were $2.7 million, $Nil and $Nil, respectively.

Pensioﬁ and Post-Retirement Benefits (LS GAAP)

for the purposes of US GAAP, the pension costs of the major Irish retirement plans have been restated in the foilowing tables in accordance
with the requirements of SFAS No. 132. The Company funds the pension entitlements of certain empioyees through defined benefit plans. Two
plans are operated for Irish employees. In general, on retirement, @ 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.

2001 2000 1999 ]
Change in benefit obligation: } ) ' Sm $m $m
Benefit obligation at beginning of vear . 154 13.0 10.5
Service cost 1.2 . 12
Interest cost 0.9 0.7 0.6
Plan participants’ contributions 14 11 0.9
Actuarnial gain 1.5 0.4 0.6
Benefits paid 0.2 ©02) -
Foreign currencv exchange rate changes 0.9) ©0.7) 0.8)
Benefit obligation at end of vear 19.7 15.4 13.0
— J
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. (—At December 31 At December 31
2001 2000 B
Change in plar assets: . Sm m
—_— L
Fair value of plan assets at beginning of vear 174 )
Actual return on plan assets (0.9)
Emplover contribution 19
Plan participants’ contributions ) 14
Benefits paid ' 02
Foreign currency exchange rate changes ;i (2.0)
Fair value of plan assets at end of year 19.0
Funded status : ‘ 07
Unrecognised net actuarial gain : ) ; 55 -
Unamortised prior service cost : 0.9
Unrecognised transition obligation « -
Prepaid benefit cost ‘ 5.7
{ L
: | (2000 2000
The ‘net periodic pension cost was comprised of the following: $m $m
Service cost 1.2 1.1
Interest cost 0.9 0.7
Expected return on plan assets . (1.6) (1.4
Amortisation of prior service cost 0.1 0.1 —
Net periodic pension cost 06 05 0.8
— p

The weighted average assumptions used in the calculation of the pension cos: 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 $8.9 million, $7.3 million
and $2.6 millian for 2001, 2000 and 1999, respectively. ’
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Compensation Cost (US GAAP)
glan 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
datermined ccmpensation 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.

2001 2000 1999
Sm $m $m
Ner income/(loss) under US GAAP as reported 3428 (294.5) 303.4
Compensation cost (156.5) (113.2) (72.2)
Pro-torma net income/(loss) 186.3 (407.7) 231.2
Basic eamings/ (loss) per Ordinary Share
As reported $ 102 $ (0.99) $1.02
Pro-forma $ 055 $ (130 $0.78
Diluted earnings/(ioss) per Ordinary Share
As reported $ 095 5 (0.94) $097
Pro-forma $ 052 $ (1.30) $0.74
—

The weighted average fair value of the individual options granted during the years ended 31 December 2001, 2000 and 1999 is estimated
a5 $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

aption-pricing model with the following weightec average assumptions:

e
2001 2000 1999 )
Risk-free interest rate 3.47% 5.98% 4.76%
Volatility 46.99% 46.66% 42.71%
Dividend vield Nil Nil Nil
Expected life (vears) 4.1 38 5.0
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Selected Financial Data

The selected financial data set forth below as of and for the years ended 31 December 2001, 2000, 1999, 1998 and 1997 have heen derived
from Elan’s audited Consolidated Financial Statements, which have been restated ynder US GAAP to incorporate the results of Dura. Such
audited Consolidated Financial Statements of Elan have been audited by KPMG, Ché’nered 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 1o, the Consolidated Financial Statements of the Company and the Noies thereto, which are included elsewhere in this document,

Operating income and net income in 2001 includes $7.8 million income relating 10'the cumulative catch up adjustment for the implementation
of SFAS No. 133.

Group Financial Record—US GAAP
The selected financial data under US GAAP has been restated to take into acccunt the merger with Dura which was accounted for using
pooling of interests account:ng

-

ri A o
Year Ended Year Ended Year Ended Year Ended Year Ended
31 December 31 December 31 December 31 December 31 December
2001 2000, 1999 1998 1997
(Sm, except per snare data)
Income Statement Data: 1
Total revenue 1,862.5 15214 13125 878.8 568.6
Operating inccme/(loss) 195.5(1 (7949}(3) 271.56 (1,191.7)® 5590 - .
Net income/(loss) - 342,812 (294.3)9) 305.4¢3) (1.190.7)1 77.9(0
Basic eamings/(:0ss) per Ordinan Share® $ 102 S (0.94)1 $ 1020 $ (442)® $ 0.:4@
Diluted earnings/(ioss) per Ordinan: Share® $ 0952 $ (0.94)R $ 0970 % (4.42)®) $ 0.51(M
- N )
(- : B
At At At At At
31 December- 31 December 31 December 31 December 31 December
2001 2000 1995 1998 1997
(Sm, except sharc datap
Balance Sheet Data:
Cash, cash equivalents and marketable
investment securities 23962 1,250.1 1,285.6 1,276.0 9283
Total assets 6,363.7 4.633.0 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 3,2839 2,276.9 1,751.1 1,367.3 1,1800
iNumber of shares outstanding S 3498 3225 298.8 293.7 2389

. Afer other charges of S362.9 million primarily relating to asset writc-down cesis. severance, ratienafisatien. integration and simiiar costs.

. After other charges of $362.9 million primantly relaring w0 asset writc-doiont costs, scoerance, razionalisation, integration and similar costs and after $7.8 miliion relating to the cumulative catch up
adfustnent for the implementation of SFAS Na, 133.

Afer other charges of $443.7 miilion primarily relaiing to the acquisirion of IPRED. morger coste, rationaiisation. fntegration and similar costs.

After other charges of $443.7 million primarily relating to the acquisition of IPR&D. merger costs. rationniisation. integration and similar costs and afir $344.0 million relating to the cumulative
adjishnent for the imploneuation of SAB 101.

. Afer ativer charges of $38.6 million primarily relating to the acquisition of [FRSD.

. After other charges of S1.423.7 millien primarily relating to the acquisition of IPRED. raticralisarion nud integration costs, a loss on a sale of a busingss and n contribution to Axogen.

. After ciher charyes of S121.0 million primarily reiating to the acqusition of IPRGD and the acquisition of purchasc aptions.

. Earnings per share is based on the weighted auerage number of owstanding Ordinary Shares and the cffect of petential dilutivs securities icluding options. warrants and convertible securities.

™
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Group Financial Record~—Ilrish GAAP

Year Ended Year Ended Year Ended Year Ended Year Ended
31 December 31 December 31 December 31 December 31 Decernber
2001 2000 1999 1996 1997
(Sm, exeep? per share daia)
Profit and Loss Account Data: .
Total revenue : 1,740.7 1,302.0 1,007.8 76.7 389.2
Operating (loss)/profit ) (829.7)M) 296.3(3) 3093 148.1%9) 140.6
Retained (loss)/profit (887.2)(2) 342,14} 335.9 146.4@ 179.6
Basic (loss)/eamings per Ordinary S:'hare(/—’ $ (2.69) 5 1199 $ 12 $ 0.626 $ 0.90
Diluted (loss)/earnings per Ordinary:Sharel7: $ (2.64)@ $ 1104 $ 119 $ 0.56/€ $081
- T ]
At At CAt At At )
g 31 December 31 December 31 December 31 December 31 December
2000 2000 1999 1998 1997
] (Sin. except share data)
Balance Sheet Data: P :
Working capital 1,223.5 940.7 753.7 9520 - 553.6
Total assets : 9,439.6 8,096.8 4,674.2 3,799.4 1,152.8
Long term lizbilities ' 3,048.2 2,157.6 1,550.9 1,234.7 3191
Total shareholders’ equity ' 5,054.5 53,3155 2,687.6 2,3321 770.4
Number of shares outstanding. 349.8 3225 269.1 264.0 208.3
)

1. After cxceptional items of $857.8 million primarily relating to a write-doum of acquired intelicchun! properry, asset write-owns, severance. rationalisaticn, integration and similar cosis and produzt
rationalisations.

. After exceptions] items of $664.6 millinn primarily relating wo a write-dewn of equired imelicerual property, assct write-downis, imvesmion? orite-doons, svemnee. rationalisasion. imtegration and similar
costs and proguct rationalizations .

. After exceptioual itoms of $79.3 miflion primeriy rolating to severince. rationafisation, integration and sineilar costs, a product withdrawnl and asset wriie-doiens.

. After exceptional items of $113.¢ millicn prinarily relaring o severance and rationalisation costs. a product withdrawai and asser write-downs.

. After cxceptional items of $98.8 million prinwarily relating to a con'ribution of $67.5 miltion 1o Axagen and a charge of S31.3 million relating to the rationalisatior and mtegration of acquisitions.

. Afier exceprional itoms of S112.6 militen primarily relating ta a contritution of $67.5 million to Asogon, a cinrrge of $30.8 mrflion relating tn the mationalisation and fitegrition of avquisitions and o
charge of $3.3 miilion relard 1o 2 loss on disposal of inveshnents,

7. Eamnings per share is based on the weighted querage number of outStanding Ordinary Shares and the ¢ffect of potential dilurive securirics including aptions, warrants and convertible sceurities,
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Shareholders’ Information

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 not 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
Eian's Executive Shares and 'B’ Executive Shares at a time when no dividends are being paic on the Ordinary Shares. For additional information
regarding the Executive Shares and ‘B’ Executive Shares, please refer to Note 17 to ghe Consolidated financial Statements.

Nature of Trading Market . ﬁ

Elan ADSs are traded on the NYSE under the symbol “ELN”. The following table sei_‘s, 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 puf}iished tinancial sources.

N i High Low
4 $ $
1997 . : 2844 15.00
1998 f 3797 24.06.
1999 43.63 2125
2000 - Quarter 1 48.25 26.00
- Quarter 2 ‘ ] 49.00 3650
— Quarter 3 _1.‘3. 59.88 46.25
- Quarter 4 : £0.13 43.25
2001 - Quarter 1 57.80 42.75
- Quaner 2 ’ 65.00 47.85
— Quarter 3 ' 62.85 41.50 .
- October 52,00 44,36
- November 46.80 39.35
- December . 46.24 4—0.2_
2002 - January . ' 4518 2240
- February ’ 3015 1201
~ March 15.95 - 13007
- April | 13.97 1040
- May 12,607 9.06
—_—_—

Elan’s Ordinary Shares are also traded in Dublin on the Official List of the Irish Stock Exchange and in London on the Offidial List of the
London Stock Exchange. The voiume of trading in Elan’s Ordinary Shares on such markets is limited.

A total of 350,354,380 Ordinary Shares of Elan were issued and outstanding at 31 May 2002, of which 1,150 Crdinary 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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Shareholders' Information

agreeme?xt. At 31 May 2002, the number of halders of record of Ordinary Shares was 4,341, which includes six helders 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 hoiders.

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 far 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 Warran_ts 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
$ 3 3 $

2000 - Quarter 1 i 59.75 2550 43.25 24.00
— Quarter 2 ) 61.56 42.19 43.25 40.75
- Quarter 3 84.00 59.25 65.38 42.75
— Quarter 4 83.50 54.00 65.75 40.50
2001 - Quarter 1 : 78.50 5138 60.00 37.56
- Quarter 2 92.50 61.24 68.40 45.00
- Quarter 3 . 8750 4830 63.19 34.00
- October 63.55 53,20 47.50 36.20
~ November 55.61 42.50 39.00 29.50
- December 52.01 4430 39.50 32.00
2002 - January —_ - 34.20 11.00
- February . — - 1335 120

- March — — 370 2.00 |

- April - - 1.80 100 |
- May —_ _ 1.04 0.35

(- J

A total of 1,247,250 ADWSs representing B-Series Warrants were issued and outstanding as of 31 May 2002 and were held 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 additionat 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
waded under the symbol “ODURAW". 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 exercisevprice of $81.67 per Elan ADS. CVRs trade on the Nasdaq
under the symbal “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 periods indicated as repc}ned in published financial sources.

Z-Serjes W-Series CVRs j
High & Low High Low High Low
$ A s $ $ $ $
2001 - Quarter 1 5.19 319 1.06 0.41 1.56 075
~ Quarter 2 , 545 3.95 1.00 0.40 144 0
~ Quarter 3 5.10 275 0.94 0.16 0.24 0.1 :
—October . © b 385 3.30 0.39 017 - 021 0.08 B
— November 340 258 036 0.15 0.17 010
- December 3.60 2.88 0.24 0.10 0.16 011
2002 - January 3.60 115 0.22 0.01 0.14 0.08
— February : 1.85 0.35 0.06 001 0.10 0.03
~ March 0.90 0.44 0.06 0.02 0.06 002
~ April ‘ . 0.64 0.44 0.0 0.03 0.08 0.04
- Mayv 0.60 0.44 0.04 0.02 0.06 001
L ) J/

)
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. -

Exchange Controls and Other Limitations Affecting Security Holders

Irish exchange control requlations ceased to apply from and after 31 December 1992. Except as indicated below, there are no restrictions
on non-residents of {reland 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 haolders 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 ireland 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 European 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 invoiving the government of arly country which is currently the subject of United Nations
sanctions, any person or body controlied by any of the foregoing, or by any person acting on beha!f of the foregoing, may be subject to
restrictions pursuant to such sanctions as implemented into Irish [aw. Currently, there are orders in force by the Minister for Finance of
treland under the Financial Transfers Act, 1992, including restrictions applicable to Angola, Federal Republic of Yugoslavia, Republic of Serbia,
fraq and Afghanistan. In addition 1o the prohibitions on financial transfers referred to above, there are also 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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Irag, 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.

Irish Taxation

The following is a general description of irish taxation indusive 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 1o 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 ali the
lrish tax considerations that may}‘ be relevant in a United States Holder's decision to purchase, hold ar dispase of Elan Qrdinary 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 g.\,

basis). The Irish tax treatment o"f;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 lrish or other tax
consequences of the purchase,“,bwnership and disposition of Elan Qrdinary Shares.

For the purposes of this tax déé&ription, a "United States Holder" is a holder of Elan Ordinary Shares that is: (i) 2 citizen or resident of the '

United States; (it} a corperation: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 regardiess of its source; or (iv) a trust, if a
United States court is able to exercise primary sugervision over the administration of such wrust and ane cr more United States persons have .
the authoriiy to control all substantial decisions of such trust. :

Taxation of Corporate Income

Elan is @ public iimited company incorperated, and resicent for tax purposes, in lreland. Under current Irish legislation, a compazny is regarded
as resicent for tax purposes in Irefand if it is centralty managed and controlled in Ireland, or, in certain circumstances, if it is incorporated in
treland. The Taxes Consolidation Act, 1997, pravides that a company which is resident in irefand 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 reiief. 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 royalty or other sum is paid, for the purpose
of activities which would be regarded under trish 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 connacted with Elan. Accordingly, Elan’s income from such qualifying patents is disregarded

for taxation purposes in Ireland. Any lrish manufacturing income of Elan and its subsidiaries is taxable at the rate of 10% in Ireland until

31 December 2010C. Income arising from qualifying activities in Elan's Shannon-certified subsidiary is taxable at the rate of 10% in Ireland
untit 31 December 2005. From 1 January 2006, it is anticipated, based on Irish legisiation currently enacted, that such income will be
taxable at a rate of 12.5%. Any trading income of Elan which does not qualify ‘or the patent exemption or the 10% rate of 1ax is taxable
at the frish 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 2022. Non-trading income is taxable at 25%. V

Taxation of Capital Gains and Dividends

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 1o Irish capital gains tax en the disposal of Elan Orcinary Shares. Unless exempted, all dividends paid by Elarn other than
dividends paid out of exempt patent income, will be subject 1o 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 individua! shareholder resident in a country with which Ireland has a double tax treaty, which
includes the United States, or in a member state of the European Union, other than Ireland (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 Relevarit Territory; (ii} are resident in a Relevant Territory and are
not controlled by Irish residents; (i) have the principal class of their shares, or of a 75% parent, traded on a stock exchange in a Reievant
Territory; or (iv) are wholly owned by two or more companies, each of whose pnnopai class of shares is su‘ostannaliy and regularly traded on
one or more recognised stock exchanges in a Relevant Territory or Territories, will B ‘exempt from wnhholdmg tax on the production of the
appropriate certificates and declarations.

Holders of Elan ADSs will be exempt from withholding tax if they are beneficially &
depositary shares maintained by the depocsitary is in the United States, provided th
Commissicners as 3 qualifying intermediary and provided the apprapriate declardt
withhotding is made, it will satisfy the liability to Irish tax of the shareholder except
may have an additional liability. A charge to irish social security taxes and other
Welfare Agreement between Ireland and the United States, an individual who is
normally claim exemption from these taxes and levies,

tled to the dividend and their address on the register of
the depositary has been authorised by the Irish' Revenue
n is made by the holders of the ADSs. Where such -
certain circumstances where an individual shareholder
s can arise for individuals. However, under the Social

e for United States social security contributions can

Irish Capital Acquisitions Tax
A gift or inheritance of Elan Ordinary Shares will be and, in the case of Elan warrants’
the charge to !rish capital acquisitions tax, notwithstanding that the person from wi the gift or inheritance is received is domiciled or resident
outside Ireland. Capital acquisitions tax is charged at the rate of 20% above a 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 relanonshlp category. Gifts and inheritances between spouses are
nct sutject to capital acquisitions tax.

r ADWSs representing such Elan warrants, may be, within

The Estate Tax Convention between ireland and the United States generally prowdes 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: Unned 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 acguisitions 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.

Irish Stamp Duty .

Under current Irish {aw, 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, alf
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. Qur 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”.

We and certain of our officers and directors have been named as defendants in numerous purported class actions and we are the
subject of an SEC investigation: these proceedings, the investigation and other events have materially adversely affected our ability
to access sources of external financing for our business and an adverse outcome in these proceedings or the investigation would

have a material adverse effect on*our business, financial condition, results of operations and cash tlows. -
We and certain of our officers anﬁ' directors have been named as defendants in more than thirty purported class actions filed in the United
States District Court for the Sou:hem District of New York, the Northern District of Georgia and the Southern District of California commencing
on or about 4 February 20C2. The: complamts 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 securmes 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 cne or more of the actions lnclgde Mr Geaney, Mr Groom, Mr Lynch, Mr Cooke, Mr Clark and Mr Daniel, and KPMG LLP and an entity
identified as “KPMG”. Tne 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 infermation 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 fer proceeds from the Company’s sales of centain product
lines; the accounting for certain qualified special purpose entities; and certain alieged 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 Califernia on behalf of a class of persons and entities who held stock in Dura and Liposome and
exchanged such stock for ADSs in Eian 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 aiso alleges claims under
Sections 10, 14 and 20 of the 1934 Act. Among other relief, these actions seek compensatory damages, and the actions aiteging 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 cutside New York have been dismissed or transferred
to the Southern District of New York.

The Company is a nominal defendant in two cerivative actions filed against the directors and centain 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 afleged 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 is pending.
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Risk Factaors

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 or to estimate the amounts
or potential range of loss, if any, 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 resolutioh of the actions could require substantial payments

by us. We believe that an adverse outcome with respect to the actions or the mvestlgat:on could have a material adverse effect on our
business, financial condition, results of operations and liquidity. N

In addition, these actions, the investigation and other events, such as the deciine in pnce of our shares and the downgrade of our debt
rating, have materizlly adversely affected our ability to access sources of external fmancmg for our business. As a result, our ability 10 meet
our longer-term liquidity requiremants and capital needs coutd be matena‘ly adverseLy tmpacted which could have a material adverse effect
on our business, financial condition and results of operat;ons : :

We face intense competition from new brand name products and from )ower-ciqst generic products.

The pharmaceutical industry is highly competitive. Our principal pharmaceutical coﬁﬁetitors consist of major international companies,

many of which are Jarger and have greater financial resources, technical staff, manufiacturing, research and development and marketing
capabilities than Elan. Other competitors consist of smaller research companies and ‘§eneric drug manufacturers. A'drug may be subject to
competition frorm alternative therapies during the period of patent protection or reg(;latory 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 developmeﬁﬁ; 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, of undér 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 'QrowTh in, the sales and profitability of certain of our
products not protected by patents or regulatory exclusivity and may adversely affect Gur future results and financial condition. for example,
generic forms of Ceclor CD and Myambutol were approved by the FDA 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 miliion for Myambutol
erising on write-downs of the product intangibles for these products. in addition, Zanafiex is not currently protected by patents or regulatery
exclusivity. in June 2002, Elan announced that £on Labs, Inc. received FDA approval to market a generic alternative for the Zanaflex 4 mg
dosage form. Approximately 75% of prescriptions written for Zanaffex are for the 4 mg dose. In 2001, product revenues from Zanaflex were
$161.7 million. Arising from the approvat 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 producis may materially adversely affect our business, financial condition and results of operations.
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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. If we fail to maintain our competitive position, our business, financial condition and results of operations may

be materially adversely affected. ¥

We are subject to extensive government regulation, which may adversely affect our ability to bring new products to market and may
affect our ability to manufacture and market our existing products.

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 promation
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" of our pRarmaceutical products, which include drugs, bialogics and medical devices. The FDA also has the authority to recall products and
impose significant penalties fer viclations of the law under which it regulates 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 producis
from a number of regulatory authcrities, including Prialt and Antegren in the United States and other territories. The submission of an
application to a regulatory authority with respect 1o 3 product does not guarantee that approval to market the product will e 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 a 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 approva:l will not impose significant limitations that cauld negatively impact upon the potential profitability of the
approved preduct. Even after a p'rodyct is approved, it may be subject to regulatory action based on newly discovered facts about the safety
and efficacy of the product, on 2ny activities which regulatory authorities consider to be improper or on changes in regulatory policy.
Reguiatory action may have a ma erial adverse effect on the marketing of & product, require changes in the product’s labe?lmg or even lead
10 the withdrawal of the regulatory marketing approval of the product. :

All facilities and manufacturing techmques used for the manufacture of products and devices for dlinical use or for sale in the United States must
be operated in conformity with cGMP, the FDA's requiations governing the production of pharmaceutical products. There are comparable
regulations in other countries. Any finding by the FDA or other. regulatory autharity that we are not in substantial compiiance with cGMP
regulations or. that we or our empioyees have engaged in activities in violation of these regulatiors could interfere with the continued
manufacture and distribution of the affectec products, up to the entire output of such products, and, in some cases, might also require the
recall of previously distriouted preducts. Any such finding by the FDA or other regulatory agency could also affect our ability to obtain new
approvals unti) such issues are resolvad. The FCA and other regulatory authorities conduct scheduled periodic reguiatory inspections of our
faciiities 1o ensure compliance with ¢cGMP reguiations. Any determination Dy the FDA aor other regulatory authority that we, or one of our
suppliers, are not in substantial comgliance with these regulatiors or are otherwise engaged in improper or illegal activities could have a
material adverse effect on our business, financial condition and results of operations,

i May 2001, Elan's wholly owned subsidiary, Elan Holdings, and Donal J. Geaney, Cnairman and Chief Executive Officer of Elan, William C.
Clark, President Operaticns and Hal Herring and Cheryl 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 viclations of cGMP
a1 Elan's Georgia, United States, facility. The facility currently manufactures verapamil hycrochloride, 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 untit at least May 20086, Elan Holdings
and the officers and employees named above are permanently enjoined from violating c<GMP regulations. in addition, Elan Holdings is
requirec to engage an independent expert, subject to FDA approval, to concuct 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 1o these inspections. In March 2002, the FDA approved Avinza, which is being manufactured at the Georgia facility.

Our research and development efforts may not succeed or our competitors may develop muore effective products.

Qur continued competitiveness is dependent upcn 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 coliaboraticns
with third parties. Our ongoing investments in new preduct 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 iengthy 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 Ha clinical study. This was immediately after learning
that some patients were reported to have experienced clinical signs consistent w;th inflammation in the CNS. On 1 March 2002, the
companies decided not to resume further dosing of AN-1732.

‘:5
f we fail to continue to develop commercially successful products, or if our competntors develop more effective products, our busmess
financial condition and results of operations could be materially adversely affected.
'i
Our business exposes us to risks of environmental liabilities.
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 wn{; environmental laws, regulatory enforcement and claims
related to personal injury and property damage. If an accident occurred or if we we"?e to discover contamination caused by prior operations,
we could be liable for cleanup obligations, damages or fines, wh|ch could have an adverse effect on our financial condition and results
of operations.

Tne environmental laws of many jurisdictions impose actual and potential obligafjjéi;ns 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 redd’ce our aperating results. In particular, our accruals for
these obligations could prove 10 be insufficient if the assumptions underlying the accrua&s 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 tiabilities to us, and could subject
our handling, manufacture, use, reuse or disposal of substances or pollutants 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 resulits of operations, '
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Memorandum and Articles of Association

Objects
The Company's objects, which are detailed in its memorandum and articles of association, are broad and include manufacturing, buying,
sefling and distributing pharmaceutical products. The Company’s registered number is 30356.

Directors

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 shail,
from time to time, be voted 10 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 net required to retire at a particular age.
There is no requirement for the directors to hold shares.

Rights, Preferences and Dividends Attaching to Shares

All 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 chairmén) retire and offer themselves for re-election at each annual general meeting. All of the sharekolders 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 redeémable shares on such terms and in such manner as the shareholders may determine by speciai resolution.

The liability of shareholders to further capital cails is limited to the amounts remaining unpaid on shares.

Action Necessary to Change the:Rights of Shareholders

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 Rights to Own 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 ireland and other specified countries, more particularly described in Exchange Controls and Other Limitations
Affecting Security Holders on page 142 and 143.

Other Provisions of the Memorandum and Articles of Association
There are no provisions in the memorandum and articles of association:

« delaying or prohibiting a change in contro! 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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Documents on Displav :

Copies of the Company's memorandum &nd articles of associaticn may be obtainéd{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(3) 1o the
Company’s Annual Report and Form 20-F for the fiscal year ended 31 December 1999 (the "1985 Form 20-F"). You may read and copy
the 1999 Form 20-F, and any other of the Company’s reports, statements or other’{i:r_‘:formarion filed by the Company with the SEC, at the

SEC's following pubiic reference rcoms: wl
Public Reference Room Chicago Regional Office

450 Fifth Street, N.W. Citicorp Center

Room 1024 SO0 West Madiscn Street

Washington, D.C. 20548 Suite 1400

Chicago, Hlinois 60661

Copies of such documents can also be obtained at prescribed rates by writing to 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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Directors, Senior Management and Other Information

Board oi Directors
Donal Geaney
Garo Armen, PhD
Brendan Boushel
Laurence Crowley
Alan Gillespie, PhD
Ann Mavnard Grav
John Groom

Thomas Lvnch

Kieran McGowan ‘ .
Kevin Mclntvre, MD
Kyran Mclaughlin
Dennis Selkoe, MD
The Honorable Richard Thornourgh
Daniel Tully

Senior Management-

Donal Geaney

Chairman and chicf executive officer
Thomas Lvnch

Exccutive vice chairman

William Clark

President. operations

Shane Cooke

Exccutive vice president and chief financial officer
William Daniel

Company secretary

Lars Ekman, MD, PhD

President, rescarch and development, blopiarnaceuticals
Arthur Falk, PhD

Executive vice president, corporate compliance

Campbell Fitch

Vice president, oman resources

Ivan Lieberburg, MD, PhD

Exectitive vice president amd chiief scientific and medical officer
Seamus Mulligan

Exccietive vice president, bitsiness and corporate development
Lisabeth Murphy

Executive vice president, intellectual property and legai affairs
Mary Pendergast

Executive vice president, governmen! affairs

Larry Sternson, PhD
President. druug delivery
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Trademarks and Service Marks

The following trademarks and service marks appearing in this publication are owne}dv;by or licenzed to Elan:

Abelcet™ (amphotericin B lipid complex} injectable
Aclovate™ (aiclometasone dipropionate) cream o
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) tabiets
Herbesser™ (diltizem hydrochloride)
Maxipime™ (cefepime hydrochloride) injectable
MEDIPAD™ device
Myambutol™ (ethambutal hydrochloride) tablets
Myobioc™ (botulinum toxin type B) injectable solution
NanoCrystal™ technology
Naprelan™ (naproxen sodium controlled-release} tablets
Oramorph™ SR (morphine sulfate sustained-release) tablets
Oxistat™ (oxiconazole nitrate) cream
Prialt™ (ziconotide) solution
Roxicadone™ (oxycodone hydrocloride) tablets
Safe-T-Mix™ injector
Skelaxin™ (metaxaione) tablets
Sonata™ (zalepon) capsules
Temovate™ (ciobetasol proprionate) cream
Theodur™ (theophyliine)
Verelan™ (verapamil hydrochloride sustained-release) capsules
Zanaffex™ (tizanidine hydrochloride) tablets
Zelapar™ (selegiline) o
Zonegran' (zonisamide) capsules

Third party marks appearing in this publication are:

Cardizem™ CD (diltizem hydrochloride controlled-release) capsules
Diastat™ (diazepam) rectal ge!

Entex™ (phenylpropanolamine hydrochloride) capsules
Furadantin™ (nitrofurantoin) suspension

Luvox™ (fluvoxamine)

LYONs™ (Liquid Yield Option Notes)

Midrin™ capsules

Mysoline™ (primidone} tablets

Nasalide™ (flunisolide) solution

Nasarel™ (flunisolide) solution

Oratonin™ {calcitonin}

Permax™ (pergolide mesylate)

Rapamune™ (sirolinus)

Ritalin™ LA (methylphenidate)
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Shareholder Services

Elan's ADSs are listed on the NYSE (Symbol ELN). The Crdinary 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: 883-269-2377 Dubtin 18
Tel: 610:312-5315 Tel: 353-1-216-3100
Fax: 212%815-3050 Fax: 353-1-216-3151

Dupiicate Mailings -
When several sharehclders 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 1o:

lnvestoffﬂelnﬁous
Elan Corporation, plc
Lincoln House
Lincoln Place

Dublin .’;,"\Ireiand

investor Relations

Security analysts and investment professionals should direct their enquiries to:

United States Europe

Joirn Howarth Emer Reynolds

Vice President, Investor Relations Director, Investor Relations

Tel: 212-407-5740 Tel: 353-1-709-4080
§00-252-3526 00800 28352600

Fax: 212-755-1043 Fax: 353-1-709-4018

Email: jack.howarth@eian.com Email: emer.reynolds@elan.com

Inteviet Website
information on Elan is available online via the Interne: at Elan's website, http:/Avwww.elan.com. information on Elan’s website does not
constitute part of this Annual Report and Form 20-F.
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Cross Reference to Form 20-F

ER

o
This Annual Report is prepared under Irish GAAP. A reconciliation from Irish GAAP 10 US GAAP financiat results is providec on pages 115137
in accordance with SEC requirements. Information required by Form 20-F is crossjf'eferenced to this document below. Only information in this
document actually cross-referenced to Form 20-F shalt be deemed to comprise pant ij)f the Form 20-F and filed with the SEC for all purposes.

item Pages Papes
3 Key information )
A, Selected financial data 138-139 Consolidated statements and
D.  Risk factors 145-148 bther financial information 54, 66-137. 140
§ignificant changes 43-50, 113-114
4 Information on the company §
A.  History and development of the company ~ 4-5, 103-104 - 9
B Business overview 4-29, 77-79 Price history of stock listed 140~142
C.  Organisational structure 4,118 A 140-142
D Property, plant and equipment . 8, 18"
10 nal information
5 Operating and financial review and prospects B emorandum and articles of association 149-150
A, Operating results 30-44, 50-53 - C. f}Aateria\ contracts n‘a
B.  Liguidity and capital resources 44-50, 52-53, 98-103, D. ~gExchange controis 142-143
105-108, 114-115 3 xation 143-144
C. Research and development 9, 20, 24-25, 27-29 H. “Documents on display 150
D.  Trend information 44-50 . “Subsidiary information 118
6 Directors, senior management and emplovees 11 Quantitative and qualitative
A.  Directors and senior management 38-60 disd@éures about market risk 50, 52-53, 98-103
B.  Compensation 56-57, 61
C. Board practices 54,51-65 13 Defaults, dividend arréarages
D. Employees o 10 and délinquencies n/a
E.  Share ownership 55-56, 61
14 Material modifications to the rights of
7 Major shareholders and related party transactions security holders and use of proceeds n/a
A, Major shareholders 61, 140-142
B.  Related party transactions 60, 110-111 18 Financial statements 66-137
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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: .

William F. Daniel
Company Secretary

2
Date:  July 30, 200




