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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

XI QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended March 31, 2009
or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 000-31161

ARENA PHARMACEUTICALS, INC.

(Exact name of registrant as specified in its chaer)

Delaware 23-290830&

(State or other jurisdiction of incorporation or (I.R.S. Employer Identification No.)
organization)

6166 Nancy Ridge Drive, San Diego, CA 92121

(Address of principal executive offices) (Zip Code)

858.453.7200

(Registrant’s telephone number, including area code

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for the pastags. Yes O No

Indicate by check mark whether the registrant lsmstted electronically and posted on its corpo¥atb site, if any, every Interactive Data
File required to be submitted and posted pursuaRile 405 of Regulation S-T (§232.405 of this ¢bgpduring the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). Y&s3 No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @accelerated filer, or a smaller reporting
company.

Large accelerated filel] Accelerated filer
Non-accelerated filer (I Smaller reporting company
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Exgfe Act).
O Yes No

The number of shares of common stock outstandirg te close of business on May 6, 2009:

Class Number of Shares Outstanding

Common Stock, $0.0001 par val 80,030,641
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PART I. FINANCIAL INFORMATION

Iltem 1. Financial Statements.
Arena Pharmaceuticals, Inc.
Condensed Consolidated Balance Sheets
(In thousands)
Assets

Current asset:
Cash and cash equivalel
Shor-term investments, availal-for-sale
Accounts receivabl
Prepaid expenses and other current a:
Total current asse
Land, property and equipment, 1
Acquired technology and other intangibles,
Other noi-current assel

Total asset

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable, accrued compensation and otleenext liabilities
Accrued clinical and preclinical study fe
Warrant liability
Current portion of lease financing obligatic
Total current liabilities
Deferred ren
Deferred revenue
Note payable to Siegfrie
Lease financing obligations, less current por
Deferred income taxe
Commitments
Stockholder' equity:
Common stocl
Additional paic-in capital
Stock subscription receivak
Treasury stock, at co
Accumulated other comprehensive income (li
Accumulated defici
Total stockholder equity
Total liabilities and stockholde’ equity

December 31

March 31,
2009 2008
(Unaudited) (Note)
$ 62,45¢ $ 73,32¢
7,79¢ 36,80(
1,79t 1,82
3,89¢ 5,031
75,95( 116,98¢
99,02¢ 102,74(
14,88¢ 16,26:
5,64¢ 5,34¢
$19551: $ 241,33
$ 14,54: $ 20,747
23,02( 26,04
1,75: —
52t 41C
39,84( 47,19¢
665 693
4,04¢ 4,04¢
8,091 8,567
77,34( 62,651
534 534
8 8
852,88¢ 859,37:
(900) —
(23,070) (23,070)
(1,93¢) 25€
(761,99) (718,930
64,99: 117,63:
$195,51. $ 241,33:

Note: The balance sheet data at December 31, 280Bden derived from audited financial statemetrttsad date. It does not incluc
however, all of the information and notes requiogdJS generally accepted accounting principles@onplete financial statements.

See accompanying notes to unaudited condensedlitated financial statements.

1
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Arena Pharmaceuticals, Inc.
Condensed Consolidated Statements of Operations
(In thousands, except per share data)
(Unaudited)

Revenues:
Manufacturing service
Collaborative agreemen
Total revenue
Operating Expenses:;
Cost of manufacturing servic
Research and developmt
General and administrati\
Amortization of acquired technology and other ingfies
Total operating expens
Loss from operation
Interest and Other Income (Expense):
Interest incom
Interest expens
Gain from valuation of warrant liabilit
Other
Total interest and other income (expense).
Net loss
Dividends on redeemable convertible preferred s
Net loss allocable to common stockhold

Net loss per share allocable to common stockhalt@sic and dilute
Shares used in calculating net loss per shareaflle¢co common stockholders, basic and dil

See accompanying notes to unaudited condensedlitiated financial statements.

2

Three months ended

March 31,
2009 2008
$ 1418 $ 2,01¢
1,24( 59C
2,65¢ 2,60¢
1,35¢ 2,33(
42,62( 47,36¢
7,64z 8,861
56€ 581
52,18: 59,14(
(49,529 (56,537
17C 3,43:
(1,717 (1,457
36& —
92 84
(1,090) 2,06€
(50,614 (54,465
— (540
$(50,614)  $(55,00%)
$ (0.6 $ (0.79
74,18¢ 73,60¢
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Arena Pharmaceuticals, Inc.
Condensed Consolidated Cash Flow Statements

(In thousands)
(Unaudited)

Operating Activities
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic
Amortization of acquired technology and other ingfies
Shar-based compensatic
Gain from valuation of warrant liabilit
Amortization of shorterm investment premiul
Amortization of prepaid financing cos
Accretion of note payable to Siegfri
Gain on disposal of equipme
Changes in assets and liabiliti
Accounts receivabl
Prepaid expenses and other current a:
Accounts payable and accrued liabilit
Deferred ren
Net cash used in operating activit
Investing Activities
Purchases of shiterm investments, availal-for-sale
Proceeds from sales/maturities of s-term investments, availal-for-sale
Purchase of drug product facili
Purchases of land, property and equipn
Proceeds from sale of equipm
Deposits, restricted cash and other-current assel
Net cash provided by (used in) investing activi
Financing Activities
Principal payments on lease financing obligati
Proceeds from lease financi
Proceeds from issuance of common sl
Net cash provided by financing activiti
Effect of exchange rate changes on ¢
Net decrease in cash and cash equiva
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe

See accompanying notes to unaudited condensedlitated financial statements.

3

Three months ended

March 31,
2009 2008
$(50,614) $(54,46%
2,82¢ 2,84(
567 581
2,021 2,44%
(365) =
43 5
30 84
59 57
4 4
(40 (369)
70z 24¢€
(6,877 7,99t
(29) (20)
(51,679 (40,607
- (30,989
28,94. 9,98¢
— (19,579
(2,275 (4,479
6 4
83 (487)
26,75 (45,529
(202) (31)
15,00( —
26€ 527
15,06+ 49€
(1,018 32
(10,87) (85,609
73,32¢ 386,98¢
$ 62,45¢  $301,38:
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Notes to Unaudited Condensed Consolidated Financi&ttatements

1. Basis of Presentation

The accompanying unaudited condensed consolidetaddial statements of Arena Pharmaceuticals,(tagether with its wholly owned
subsidiaries, the “Company$hould be read in conjunction with the audited otidated financial statements and notes theretodisd in the
Company'’s annual report on Form 10-K for the yeatesl December 31, 2008, as filed with the Secarédied Exchange Commission, or
SEC. The accompanying financial statements have pespared in accordance with US generally accegtedunting principles, or GAAP,
for interim financial information and with the imgttions to Form 10-Q and Article 10 of Regulati&X. Accordingly, since they are interim
statements, the accompanying financial statementotlinclude all of the information and notes rieggh by GAAP for complete financial
statements. The accompanying financial statemefiect all adjustments, consisting of normal recyadjustments, that are, in the opinion
of management, necessary to a fair statement gkthdts for the interim periods presented. Intenésults are not necessarily indicative of
results for a full year.

The preparation of financial statements in accardamith GAAP requires management to make estinatdsassumptions that affect amot
reported in the financial statements and notegtbhefThe Company’s critical accounting policies astimates and assumptions are described
in “Management’s Discussion and Analysis of Finah€londition and Results of Operations,” whichniglided below in this quarterly report
on Form 10-Q. There have been no significant chaufigen those included in the Company’s annual repoi=orm 10-K for the year ended
December 31, 2008 other than as described in Note 2

The accompanying consolidated financial statemiese been prepared assuming that the Companyamilintie as a going concern. A go
concern basis of accounting contemplates the reg@fehe Company’s assets and the satisfactidts difabilities in the normal course of
business.

To achieve its strategic goals, including filintNew Drug Application for lorcaserin, the Companylweed to generate additional funds,
which may be achieved through various activitiesluding raising additional funds through equitydebt financings or other strategic
arrangements, selling assets or receiving milegpayenents under its existing collaborations. Howgthee Company may not be successfi
generating additional funds and there is no guesatitat funding will be available when needed at,ttf available, such funding will be
available on terms that the Company or its stoakérsl view as favorable.

On April 23, 2009, the Company committed to a retiduncin its US workforce of approximately 31%, oratal of approximately 130
employees, which is expected to be substantialfypteted by June 22, 2009. The Company plans taraanto focus on the clinical
development program for lorcaserin and selectevastage research and development programs. Evbrsudch reductions and its cost-
containment efforts, if the Company does not garesafficient funding in 2009, the Company willrelnate or further postpone or scale b
some or all of its research or development programngsmay delay the timeline on the lorcaserin dgwelent program to meet its working
capital requirements through March 31, 2010. If agsament does not make these adjustments in a timatyer, the Company’s financial
condition could be adversely impacted and its ghit operate as a going concern may be adverffelgted.

2. Adoption of New Accounting Standards

On January 1, 2009, the Company adopted EmergiugésTask Force, or EITF, Issue No. 07-5, “Deteimgifhether an Instrument (or
Embedded Feature) Is Indexed to an Entity’s OwrlStEITF 07-5 provides a new two-step model tcapplied in determining whether a
financial instrument or an embedded feature imarfcial instrument is indexed to an issuer’s ovaglstwhich would qualify as a scope
exception under Paragraph 11(a) of Statement @irfeial Accounting Standards, or SFAS, No. 133, ‘Aatting for Derivative Instruments
and Hedging Activities.Paragraph 11(a) of SFAS No. 133 specifies than@ract that would otherwise meet the definitioraaferivative bt
is both (i) indexed to the company’s own stock éndlassified in the stockholders’ equity sectioithe balance sheet would not be
considered a derivative financial instrument. Toenpany’s adoption of EITF 07-5 resulted in the tiferation of warrants that were
determined to be ineligible for equity classificatibecause of certain provisions that may reswdniadjustment to their exercise price. See
Note 11 for the impact adoption of EITF Issue Nt£-5 had on the Company’s condensed consolidateddiabstatements

3. Net Loss Per Share

Basic and diluted net loss per share allocabl@tonaon stockholders are presented in conformity SFAS No. 128, “Earnings per Share,”
for all periods presented. In accordance with SR&S128, basic and diluted net loss per share haee computed using the weighted-
average number of shares of common stock outstgmtliring the period, less any shares subject torcbse or forfeiture.

4
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The total number of shares of common stock outstgnekcluded from the calculation of basic and @itlinet loss per share because they
were subject to repurchase or forfeiture was 2580a031,312 for the three months ended March 319 20id 2008, respectively. Had they
been dilutive, such shares would have been inclidéte computation of diluted net loss per shdlaeable to common stockholders. In
addition, because the Company is in a net losgiposthe Company has excluded all unvested pedon®-based restricted stock unit
awards, which are subject to forfeiture, outstagditock options, preferred stock and warrants fileencalculation of basic and diluted net
loss per share allocable to common stockholderausecthese securities are antidilutive for allgugipresented.

4. Comprehensive Income (Loss)

In accordance with SFAS No. 130, “Reporting Compredive Income,” all components of comprehensiverime (loss), including foreign
currency translation gain and loss and unrealizédsgand losses on investment securities, aretezpor the financial statements in the pe
in which they are recognized. Comprehensive incfoss) is defined as the change in equity duripgrod from transactions and other
events and circumstances from non-owner sourcdswHs a reconciliation, in thousands, of net lassomprehensive loss for all periods
presented.

Three months ended

March 31,
2009 2008
Net loss $(50,614)  $(54,469
Foreign currency translation gain (lo: (1,955 3,19¢
Unrealized gain on availal-for-sale securities and other investme 18 71
Comprehensive los $(52,55)  $(51,19¢

5. Share-based Activity
Share-based Compensation

The Company recognized share-based compensatiemsx|n accordance with SFAS No. 123R, “Share-BRsgdhent,” as follows, in
thousands, except per share data:

Three months ended

March 31,
2009 2008
Research and developme $ 892 $1,02¢
General and administrati\ 1,12¢ 1,41¢
Total shar-based compensation expense and impact on netllosstde to common stockholde $ 2,021 $ 2448
Impact on net loss per share allocable to commmrkkblders, basic and diluti $ 00 $ 0.04

The Company uses the Black-Scholes option pricingehto estimate the grant-date fair value of stesed awards in determining the
share-based compensation expense recognized urRASH $0. 123R. The table below sets forth the weidfdaverage assumptions and
estimated fair value of stock options granted urnlderCompany’s 2006 Long-Term Incentive Plan, asraded, during the three months
ended March 31, 2009 and 2008:

Three months ended

March 31,
2009 _2008_
Risk-free interest rat 2.C% 2.5%
Dividend yield 0% 0%
Expected volatility 86% 57%
Expected life (years 5.72 5.5C
Weightec-average estimated fair value of stock options @@ $ 2.8¢ $ 3.7C
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The table below sets forth the weighted-averagemagtons and estimated fair value of the optiongurchase stock granted under the
Company’s 2001 Arena Employee Stock Purchase Bfaamended, for multiple offering periods during three months ended March 31,
2009 and 2008:

Three months ended March 31,

2009 2008
Risk-free interest rat 0.1%- 5.1% 2.7%-5.3%
Dividend yield 0% 0%
Expected volatility 53%- 72% 53%- 69%
Expected life (years 0.25-2.C 0.25-2.C
Weighted-average estimated fair value of optiomsitpd under Employee Stock

Purchase Pla $1.85- $4.7( $2.85- $5.4¢

Expected volatility for awards granted after thetibn of SFAS No. 123R is based on a combinatforbéb historical volatility of the
Company’s common stock and 25% market-based imptiatilities from traded options on its commonctowith historical volatility being
more heavily weighted due to the low volume of g@aptions on its common stock. The expected filgptions granted under SFAS

No. 123R is determined based on historical expeeai similar awards, giving consideration to thatcactual terms of the shi-based
awards, vesting schedules and post-vesting terinimgatThe riskiree interest rates are based on the US Treasely ¢irve, with a remainir
term approximately equal to the expected term irsdlte option pricing model.

SFAS No. 123R requires forfeitures to be estimatetie time of grant and revised, if necessarguipsequent periods if actual forfeitures
differ from those estimates. Forfeitures of unvegiptions were estimated to be 6.4% and 5.1% fottitree months ended March 31, 2009
and 2008, respectively, based on historical expeeielf actual forfeitures vary from estimates, @@mpany will recognize the difference in
compensation expense in the period the actualiforés occur or when stock options vest.

Tax benefits recognized and related to share-bem®gpensation and related cash flow impacts werenagérial during the three months
ended March 31, 2009 and 2008 because the Compamwinet operating loss position.

Share-based Award Activity
The following table summarizes the Company’s stogtion activity during the three months ended Ma&th2009:

Weighted-

Average
Options Exercise Price
Outstanding at January 1, 20 6,556,63 $ 9.74
Granted 1,231,26! 4.0
Exercisec (60,000 0.6(
Forfeited/cancelled/expire (41,229 9.52
Outstanding at March 31, 201 7,686,67! $ 8.9C

The following table summarizes activity with respecthe Company’s performantased restricted stock unit awards during the threeth:
ended March 31, 2009:

Weighted-
Average
Performance

Grant-Date

Units Fair Value
Outstanding at January 1, 20 1,950,101 $ 12.3(

Granted — —

Vested — —
Forfeited/cancelle: (19,950 10.97
Outstanding at March 31, 20i 1,930,15I $ 12.32

6. Fair Value Disclosures

On January 1, 2008, the Company adopted SFAS No.viltich defines fair value, establishes a framé&wor measuring fair value in
accordance with GAAP and expands disclosures dhoutalue measurements. SFAS No. 157 defines/fdire as the exchange price that
would be received to sell an asset or paid to fearssliability, based upon an exit price, in adenty transaction between market participants
at the measurement date.
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SFAS No. 157 establishes a three-level valuatierainchy of valuation techniques that is based @etable and unobservable inputs.
Level 1- observable inputs such as unadjusted quoted priGegive markets for identical instrumer

Level 2 -quoted prices for similar instruments in active keds or inputs that are observable for the asskalality, either directly
or indirectly.

Level 3- unobservable inputs based on the Com’s own assumption

In accordance with SFAS No. 157, the following taptesents the Company’s valuation hierarchy #ofiftancial assets and liabilities
measured at fair value on a recurring basis asatM31, 2009, in thousands:

Fair Value Measurements at March 31, 2009

Significant
Balance a Quoted Other Significant
Prices in Observable Unobservable
March 31, Active
Markets Inputs Inputs
2009 (Level 1) (Level 2) (Level 3)
Assets:
Money market funds and cash equivalents $46,33¢ $46,33¢ $ — $ —
US government, agency and governr-sponsored enterprise obligations 5,28¢ — 5,28¢ —
Corporate debt instruments | 2,51« — 2,51/ —
Liabilities:
Warrants $ 1,75: $ — $ — $ 1,75¢

(1) Included in cash and cash equivalents on the acanyipg condensed consolidated balance s

(2) Included in either cash and cash equivalenshort-term investments, available-for-sale onabeompanying condensed consolidated
balance shee

The following table presents the activity for then@pany’s outstanding warrants during the three hoahded March 31, 2009, in thousands:

Significant
Unobservable

Inputs

(Level 3)
Balance at January 1, 2009 after reclassificatiomfadditional paid-in capital upon adoption ¢
EITF Issue No. C-5 $ 2,11t
Unrealized gain from valuation of warrant liabil (365)
Balance at March 31, 20( $ 1,75:

7. Short-term Investments, Available-for-Sale

In accordance with SFAS No. 115, “Accounting for@m Debt and Equity Securities,” short-term invesnts are classified as available-for-
sale. The Company defines short-term investmenitscasne-yielding securities that can be readilyvented to cash. These securities are
carried at fair value, with unrealized gains arsbts reported as a separate component of accuchatagr comprehensive income or loss.
The cost of debt securities is adjusted for amatitin of premiums and accretion of discounts tounigt Such amortization and accretion is
included in interest income. Realized gains anddesnd declines in securities judged to be oktaer temporary are included in other income
or expense. The cost of securities sold is basabeapecific identification method. Interest amddends on available-for-sale securities are
included in interest income.
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8. Acquired Technology and Other Intangibles

In January 2008, the Company acquired certain @fseh Siegfried Ltd, or Siegfried, including aditsed production facility and an
assembled workforce originally valued at $12.1 iomlland $1.6 million, respectively. The Companyedetined that the licensed production
facility has an indefinite useful life since theifdy is qualified to produce and package tabkaisadly and is not a specific-purpose
manufacturing plant. The licensed production facilill be tested for impairment annually in accande with SFAS No. 142, “Goodwill and
Other Intangible Assets.” If, in the future, ther@many determines that the nature of the licensedymtion facility has changed to a finite
useful life, amortization would begin to be recatdser the estimated useful life of the facilitheracquired workforce is being amortized
over its estimated benefit of two years, which wetermined based on an analysis as of the acguislite. As of March 31, 2009 and using
the exchange rate in effect on March 31, 2009Ctwapany expects to record expense of $0.6 millainé remainder of 2009 for
amortization of the acquired workforce.

In February 2001, the Company acquired Bunsen Rurs$il5.0 million in cash and assumed $0.4 miliiotiabilities. The Company
allocated $15.4 million to the patented Melanophendnology, its primary screening technology, @eglin such transaction. The
Melanophore technology is being amortized oveedtsmated useful life of 10 years, which was deieeth based on an analysis, as of the
acquisition date, of the conditions in, and theneenic outlook for, the pharmaceutical and biotedbgyp industries and the patent life of the
technology. As of March 31, 2009, the Company etgptrrecord expense of $1.2 million in the remamaf 2009, $1.5 million in 2010 and
$0.3 million in 2011 for amortization of this tedaiagy.

Acquired technology and other intangibles, netststed of the following at March 31, 2009, in thands:

Gross Accumulated
Carrying
Amount Amortization Net
Amortizable intangible assets:
Acquired technology from Bunsen Ru $15,37¢ $ (12,429 $ 2,95¢
Acquired workforce from Siegfrie 1,47¢ (927) E

552
$16,85: $ (13,34 3,507

Indefinite-lived intangible assets:
Acquired licensed production facility from Siegfti 11,37¢
Total identifiable intangible assets, | $14,88¢

9. Concentration of Credit Risk and Major Customers

Financial instruments, which potentially subjea@ ®ompany to concentrations of credit risk, conmigharily of cash, cash equivalents and
short-term investments. The Company limits its esxe to credit loss by, in accordance with its Hespproved investment policy, placing
cash and investments in US government, agency evetigment-sponsored enterprise obligations andripacate debt instruments that are
rated investment grade.

The Company manufactures drug products for Siegjfrider a manufacturing services agreement, arad #le Company’s manufacturing
services revenues are attributable to Siegfried.

Percentages of the Compasyotal revenues derived from its manufacturingises agreement and from its two most significantiaborator.
are as follows:

Three months ended

March 31,
Source of Revenue 2009 2008
Manufacturing services agreement with Siegf 53.2% 77.£%
Collaboration with Orth-McNeil-Janssen Pharmaceuticals, | 46.%% 22.2%
Collaboration with Merck & Co., Inc 0.4% 0.4%

10. Commitments

On March 23, 2009, the Company entered into antgfjnancing commitment of up to $50.0 million wi&zimuth Opportunity Ltd., or
Azimuth. During the 18-month term of the equityaiiting commitment, the Company may sell newly idsegistered shares of its common
stock to Azimuth at a pre-negotiated discount ®rttarket price. The Company will determine, asdke discretion, the timing and amount of
any sales of its stock, subject to certain cond#tidn no event may the Company sell more than3B48®1 shares of its common stock to
Azimuth.
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11. Warrant Liability

Upon adoption of EITF Issue No. 07-5, and as alre$provisions in the agreements for the Compamyitstanding warrants that may result
in an adjustment to their exercise price, on Jania009, the Company recorded a $9.7 million stjent to equity, a $2.1 million current
liability for the fair value of the warrants on demmy 1, 2009 and a $7.6 million adjustment to thening accumulated deficit balance as a
cumulative effect of a change in accounting prilcifhe Company revalued the warrants at Marct28@9, and will continue to revalue the
warrants on each subsequent balance sheet ddtthegtare fully exercised, with any changes infdievalue between reporting periods
recorded as other income or expense. For the thoe¢hs ended March 31, 2009, the Company recordgdheof $0.4 million in the interest
and other income (expense) section of the accompguepndensed consolidated statements of operations

12. Subsequent Events
Equity Financing

On April 14, 2009, the Company received aggregetegeds of $14.6 million (which is net of $0.4 moitl in estimated costs) from the sale
a total of 5,745,591 shares of common stock urtdexquity financing commitment with Azimuth. Ther@pany recorded a stock subscript
receivable of $0.9 million for stock subscriptiqmor to March 31, 2009 for which payment was reedion April 14, 2009. Under the
Company’s outstanding warrants, subsequent eqaligg sit an effective net price below $6.72 resu#tri adjustment to the number of
common shares issuable under the warrants ancethehpre exercise price. Upon the issuance of shakzimuth under the equity financi
commitment, the number of warrants outstandingeiased from 1,106,344 to 1,160,532 and from 82%@869,721 while the per share
exercise price decreased from $7.71 to $7.35 amd $15.49 to $14.78, respectively.

Restructuring Plan

On April 23, 2009, the Company committed to a reiduncin its US workforce of approximately 31%, oragal of approximately 130
employees, which is expected to be substantialtypteted by June 22, 2009. The Company plans taraanto focus on the clinical
development program for lorcaserin and selecterastiage research and development projects. Asudt if this workforce reduction, the
Company expects to incur cash charges, primarithensecond quarter of 2009, of approximately $3illon in connection with one-time
employee termination costs, including severanceatingr benefits.

Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

This discussion and analysis should be read iruocatipn with our financial statements and noteseafweincluded in this quarterly report on
Form 10-Q, or Quarterly Report, and the auditedsobdated financial statements and notes theretladed in our annual report on Form 10-
K for the year ended December 31, 2008, or 2008uAhReport, as filed with the Securities and Exgfga@ommission, or SEC. Operating
results are not necessarily indicative of restiét thay occur in future periods.

This Quarterly Report includes forward-looking etaents, which involve a number of risks and ungaiés. These forward-looking
statements can generally be identified as suchusedhe context of the statement will include wadish as “may,” “will,” “intend,” “plan,”
“believe,” “anticipate,” “expect,” “estimate,” “pdict,” “potential,” “continue,” “likely,” or “oppotunity,” the negative of these words or other
similar words. Similarly, statements that descobe future plans, strategies, intentions, expemtati objectives, goals or prospects and other
statements that are not historical facts are alssdrd-looking statements. For such statementglamn the protection of the Private
Securities Litigation Reform Act of 1995. Readefshis Quarterly Report are cautioned not to placdue reliance on these forward-looking
statements, which speak only as of the time thiart@tdy Report was filed with the SEC. These forvknoking statements are based largely
on our expectations and projections about futuemts/and future trends affecting our businessaaadubject to risks and uncertainties that
could cause actual results to differ materiallynfrthose anticipated in the forward-looking statetsenhese risks and uncertainties include,
without limitation, the risk factors identified mur SEC reports, including this Quarterly Repartatidition, past financial or operating
performance is not necessarily a reliable indicafduture performance, and you should not usehatorical performance to anticipate res

or future period trends. We can give no assuratizsany of the events anticipated by the forwaking statements will occur or, if any of
them do, what impact they will have on our resafteperations and financial condition. Except aguieed by law, we undertake no obligat

to update publicly or revise our forward-lookingtsiments.
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OVERVIEW AND RECENT DEVELOPMENTS

We are a clinical-stage biopharmaceutical companyded on discovering, developing and commerciajiniral drugs in four major
therapeutic areas: cardiovascular, central nersgsiem, inflammatory and metabolic diseases. Owt mdvanced drug candidate, lorcaserin
hydrochloride, or lorcaserin, is being investigated Phase 3 clinical trial program for weight ragement. We have a broad pipeline of
novel compounds that target known and orphan Gepratoupled receptors, or GPCRs, which includespmmads being evaluated
independently and with partners, including MerckC&., Inc., or Merck, and Ortho-McNeil-Janssen Prerguticals, Inc., or Ortho-McNeil-
Janssen. We incorporated on April 14, 1997 in theeof Delaware and commenced operations in JB8y 1

Our recent developments include:

Abstract accepted for presentation of data from BIMD(Behavioral modification and Lorcaserin for Oweight and Obesity
Management), the first of two pivotal trials evdlog the safety and efficacy of lorcaserin for weighanagement, at the 69
Scientific Sessions of the American Diabetes Asgam scheduled for June 5-9, 2009 in New Orlehasjsiana.

Announced positive top-line results from BLOOM. taserin was highly efficacious, achieving statatiignificance (p<0.0001
vs. placebo) on all three co-primary efficacy erdfs(= 5% categorical, absolute, arnd 0% categorical weight loss). The
BLOOM results also satisfy the efficacy benchmarkhie most recent US Food and Drug Administratiori; DA, draft guidance
for the development of drugs for weight managemergatment with lorcaserin was generally very walitrated. Lorcaserin
treatment for up to two years was not associatél eviidence of heart valve damage; rates for tveldpment of
echocardiographic FDA-defined valvulopathy wereikinto placebo throughout the study. We are ocktta report results from
the second pivotal trial, BLOSSOM (Behavioral magdifion and LOrcaserin Second Study for Obesity &gment), by the end
of September 200!

Committed to a reduction in our US workforce of apgmately 31%, or a total of approximately 130 éoypes, which is
expected to be substantially completed by Jun@@29. As a result of this workforce reduction, weect to incur cash charges,
primarily in the second quarter of 2009, of appnaiely $3.0 million in connection with one-time doyee termination costs,
including severance and other benefits. This waddaeduction is expected to result in annual dpegaost savings of
approximately $25.0 millior

Received aggregate net proceeds of $14.6 milliaeua $50.0 million equity financing commitmentexed into in March 2009
with Azimuth Opportunity Ltd., or Azimuth. Duringpé 18-month term of the equity financing commitmevg may sell newly
issued registered shares of our common stock tmiéthi at a pr-negotiated discount to the market pri

Received net proceeds of $14.6 million as reimbues# for improvements made to one of our facilit

Announced the completion of a positive randomiziedible-blind, placebgentrolled Phase 1 program and the initiation Bhas
2 clinical trial of a second generation oral nia@neptor agonist intended for the treatment ofratbclerosis in our partnership
with Merck.

RESULTS OF OPERATIONS

We are providing the following summary of our remes, research and development expenses and gandrafiministrative expenses to
supplement the more detailed discussion below.fdlleving tables are stated in millions.

Revenues
Three months ended
March 31,
Source of revenue 2009 2008
Manufacturing services agreem $ 14 $ 2C
Collaborative agreemen 1.3 0.€
Total revenue $ 27 $ 2¢€
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Research and development expenses

Three months ended
March 31,

Type of expense 2009 2008
External clinical and preclinical study fees angenses $ 238 $ 27«
Salary and other personnel costs (excludin¢-cash shar-based compensatio 10.€ 10.€
Facility and equipment cos 4.0 3.8
Research supplie 2.2 3.2
Non-cash shar-based compensatic 0.9 1.C
Other 1.3 1.7
Total research and development expel $ 426 $ 474

General and administrative expenses

Three months ended

March 31,

Type of expense 2009 2008
Salary and other personnel costs (excludin¢-cash shar-based compensatio $ 2€ $ 26€
Legal, accounting and other professional 2.4 3.C
Non-cash shar-based compensatic 1.1 1.4
Facility and equipment cos 1.C 0.¢
Other 0.5 1.C

Total general and administrative exper $ 7€ $ 8¢

THREE MONTHS ENDED MARCH 31, 2009 AND 2008

RevenuesWe recorded revenues of $2.7 million during the¢hmonths ended March 31, 2009, compared to $2i6mduring the three
months ended March 31, 2008. Our revenues forttee tmonths ended March 31, 2009 included $1.4amilinder our manufacturing
services agreement with Siegfried Ltd, or Siegfreedecrease of $0.6 million from the $2.0 millmfrmanufacturing services revenues
recorded in the three months ended March 31, 2008revenues for the three months ended March@19 2lso included $1.3 million for
patent activities from our collaborations with QriMcNeil-Janssen and Merck, compared to $0.6 milbbsuch revenues recorded in the
three months ended March 31, 2008.

Absent any new collaborations or achievement oflastone in one of our existing collaborations, expect our 2009 revenues will consis
reimbursement for patent activities from our cotliediors and manufacturing services revenue undemauaufacturing services agreement
with Siegfried. Under such Siegfried agreementi| anleast December 31, 2010, Siegfried may suitreat to us the manufacture of certain
drug products it previously manufactured for itstomers, and we agreed to perform such manufagtuprto certain specified amounts. A
under such agreement, Siegfried guarantees a mimilenel of cost absorption, which we will recordrasenues, of CHF 5.4 million in the
remaining three quarters of 2009 and CHF 6.6 miliilm2010. Using the exchange rate in effect ond&1, 2009, this would translate to
approximately $4.7 million and $5.7 million in mdaaturing services revenues for the balance of 20@Pin 2010, respectively.

Revenues from our collaborators for milestonesitiiay be achieved in the future are difficult togicg and our revenues may vary
significantly from quarter to quarter and year &y We expect that any significant revenues dvenext several years will depend on the
clinical success of our partnered programs as agellhether we partner lorcaserin or any of ourratherent or future drug candidates.

Ultimately, we expect our revenues in the long tésrprimarily depend upon the regulatory approvel aommercialization of our partnered
or internally developed drugs.

Cost of manufacturing servicesCost of manufacturing services is comprised ofaio®sts associated with manufacturing drug proeioct
Siegfried under our manufacturing services agreénmeeiuding related salaries, other personnelsaati machinery depreciation costs. Cost
of manufacturing services of $1.4 million and $&lion were recorded for the three months endeddd&1, 2009 and 2008, respectively.

Research and development expensd®esearch and development expenses, which accauhefmajority of our expenses, consist primarily
of costs associated with external clinical and fmaxal study fees, manufacturing costs and otkéated expenses, and the development ¢
earlier-stage programs and technologies. Our nigsifisant research and development costs arelifoical trials (including payments to
contract research organizations, or CROs), predirstudy fees, salaries and personnel, reseapgiias, and facility and equipment costs.
We expense research and development costs to igpsras they are incurred when these expenditetaterto our research and development
efforts and have no alternative future uses. Ctiean external expenses for our clinical and préirprograms, we generally do not track
research and development expenses by projectyrathdrack such expenses by the type of cost irdur
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Research and development expenses decreased hyi#it8 to $42.6 million for the three months eddéarch 31, 2009, from $47.4 millis
for the three months ended March 31, 2008. Theedserwas primarily due to decreases of (i) $3.lfamiin external clinical and preclinical
study fees and expenses due to the completionraflimical studies of APD125 and APD791 and ourcpinical studies of APD916 as we
prioritized our spending towards the completiomof BLOOM trial for lorcaserin and activities thatpport filing a New Drug Application,
or NDA, for lorcaserin, and (ii) $1.0 million insearch supplies due to our cost-containment effAttsough we expect to continue to incur
substantial research and development expense®#) gfimarily related to lorcaserin, we expect mgearch and development expenses will
be significantly lower than the 2008 level as wpent that the majority of expenses from our Phasecaserin BLOOM and BLOSSOM
trials will be recognized in the first half of 200@ addition, we do not plan to initiate any fuetfclinical trials of any other of our drug
candidates until our financial condition improvEsrther, as a result of our recently announced feotk reduction of approximately 130
employees that is expected to be substantially tetegbin June 2009, we expect our research andageuent expenses, particularly salary,
other personnel costs and research supplies, isettend half of 2009 will be less than in the fivalf of 2009. Unless we can obtain
substantial funds through equity or debt financjqgstnerships or sales of assets, we may hawetttef reduce our research and
development activities.

Included in the $23.3 million total external clialand preclinical study fees and expenses notétkitable above for the three months ended
March 31, 2009 was $22.7 million related to oucésrerin program and $0.3 million related to recefghe complete data package from our
Phase 2b clinical trial of APD125. Included in 8®%7.0 million total external clinical and preclialcstudy fees and expenses noted in the
above for the three months ended March 31, 2008p2&as3 million related to our lorcaserin prograrh,8million related to our APD125
program and $0.9 million related to our APD791 peug.

General and administrative expensegseneral and administrative expenses decreased.Byiditlion to $7.6 million for the three months
ended March 31, 2009, from $8.9 million for theetamonths ended March 31, 2008. This decreasenvaarpy due to decreases of

(i) $0.8 million in patent costs and (ii) $0.2 rmolh in consulting services. We expect that ourltgémeral and administrative expenses in z
will be less than in 2008 as a result of our reeamikforce reduction and other cost-containmentsuess. We also expect that, unless a
partner pays for commercialization, marketing ansifiess development expenses related to lorcaserrimgtal general and administrative
expenses will increase significantly beginning @1@ due primarily to increases in such expenseweder, if we are unable to obtain
adequate funds, we may have to further reduce energl and administrative expenditures.

Amortization of acquired technology and other intargibles.We recorded $0.6 million for amortization of acgairtechnology and other
intangibles in both of the three month periods endarch 31, 2009 and 2008. The workforce we acduirem Siegfried in January 2008 is
being amortized over its estimated benefit of twang, for which we expect to record additional amation expense of $0.6 million in the
remainder of 2009. Our patented Melanophore tecigypwhich we acquired in 2001 for $15.4 millios,aur primary screening technology
and is being amortized over its estimated usefildf 10 years. We expect to record charges of illlibn in the remainder of 2009,

$1.5 million in 2010 and $0.3 million in 2011 famartization of the Melanophore technology.

Interest and other income (expense), nelnterest and other income, net, decreased by $#ianrto an expense of $1.1 million for the thi
months ended March 31, 2009, from income of $2llianifor the three months ended March 31, 2008s Thange was due primarily to (i
$3.3 million decrease in interest income attriblei@b both significantly lower cash balances artdrigst rates, (ii) a $0.4 million non-cash
gain from the revaluation of our warrant liabilayd (iii) a $0.3 million increase in interest experand financing costs, which included lease
payments on our lease financing obligations acaalifdr in accordance with SFAS No. 66, “AccountingSales of Real Estate” and SFAS
No. 98“Accounting for Leases.” Due to declining cash Ibakss and low interest rates, we expect our intémestme will continue to decrease
in 2009.

Dividends on redeemable convertible preferred stoclBecause we redeemed all of the outstanding shamg &Geries B Convertible
Preferred Stock in November 2008, we recorded wvidelnd expense related to such stock in the thie@ims ended March 31, 2009,
compared to $0.5 million in the three months endedch 31, 2008.

12



Table of Contents

LIQUIDITY AND CAPITAL RESOURCES
Short term

Our sources of liquidity include our cash balareed short-term investments. As of March 31, 2009 had $70.3 million in cash and cash
equivalents and short-term investments. On Aprjl2BD9, we received aggregate net proceeds of $4lién from the sale of a total of
5,745,591 shares of common stock under our equityn€ing commitment with Azimuth. Other potentialisces of near-term liquidity

include (i) equity, debt or other financing, (iijet partnering or out-licensing of our drug candidatnternal drug programs and technologies,
(iii) the sale of facilities that we own, and (wilestone payments from our collaborators. Althoughwill continue to be opportunistic in our
efforts to obtain cash, we believe that our abilitypbtain cash has been reduced based on oursticek the global economic market and our
financial condition. There is no guarantee thattimthl funding will be available or that, if avable, such funding will be available on terms
that we or our stockholders view as favorable.

We are prioritizing our available cash towards fagdactivities that support completing our lorcaséthase 3 program and filing an NDA,
which we expect to file by the end of 2009, assgnmasitive data from BLOSSOM, the second of oupfal’Phase 3 trials. In connection
with such prioritization, we are deferring the iaiion of any new clinical trials for our other gmams, deferring certain costs related to
lorcaserin that are non-essential to the initimhowercialization of lorcaserin and continuing oustecontainment efforts. As a result of our
recently announced workforce reduction of approxelyal 30 employees, we expect (i) annual operatogj savings of approximately $25.0
million, and (ii) to incur cash charges, primaiiftythe second quarter of 2009, of approximatelY$8illion in connection with one-time
employee termination costs, including severanceatiner benefits. Along with this workforce reductjave decreased the number of our
research programs as well as our current and pleactévities. Even with the workforce reductionfateing of expenses and other cost-
containment efforts, we may not have sufficienhc@smeet all of our objectives over the next 12hthe which, in addition to our primary
focus of lorcaserin, include continuing to imprawed develop our manufacturing capabilities for éserin, including our manufacturing
facilities in Switzerland, and maintaining selezsearch capabilities. If we do not generate sefficiunding in the short-term, we would need
to eliminate or further postpone or scale back soradl of our research programs and further redureexpenses, and may need to delay the
timeline on the lorcaserin development program éenour shorterm working capital requirements. We will contirteemonitor and evalua
the level of our research, development and manufiact expenditures, and may further adjust sucteedjiures based upon a variety of
factors, such as our available cash, our abilitglitain additional cash and partner programs,dhelts and progress in our clinical and
earlier-stage programs, the time and costs retatetinical trials and regulatory decisions, aslvaslthe global economic environment.

Although we expect that the majority of the extémgenses for our Phase 3 lorcaserin programbeibxpensed by mi#009, we expect th
our research and development expenditures willicoatto be substantial as we continue our lorcaggogram and select earlier-stage
research and development programs. In additiofirtical trial costs for lorcaserin, we expect that will continue to incur increasing
manufacturing costs and other pre-launch cost®foaserin.

Long term

We will need to obtain substantial amounts of dastchieve our objectives of internally developérggs, which take many years and
potentially several hundreds of millions of dolléadevelop. If we decide to market and commermgglorcaserin or any other drug candidate
independently or with a partner, we may need testheavily in associated manufacturing, markedimgj commercialization costs. Such ¢
will be substantial and some will need to be inedrprior to receiving marketing approval. We do auntrently have adequate internal
liquidity to meet these objectives in the long tefira do so, we will need to continue our partnesgjvities and look to other external
sources of liquidity, including the public and mte financial markets and strategic partners.

The length of time that our current cash and caglivalents, short-term investments and any avail@blrowings will sustain our operations
will be based on, among other things, our priaaiiian decisions regarding funding for our programs, progress in our clinical and earlier-
stage programs, the time and costs related tortuaire future clinical trials and regulatory deaiss, our research, development,
manufacturing and commercialization costs (inclgdiersonnel costs), the progress in our collabmmaficosts associated with intellectual
property, our capital expenditures, and costs &ssuatwith securing any in-licensing opportunitidée do not know whether adequate
funding will be available to us or, if availabléat such funding will be available on acceptabimte Any significant shortfall in funding will
result in additional curtailment of our developmantl/or research activities, which, in turn, wiflegt our development pipeline and ability to
obtain cash in the future.
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In addition to the public and private financial tets, potential sources of liquidity in the longnteare milestone and royalty payments from
existing and future collaborators and revenues fsatas of any drugs we own.

We evaluate from time to time potential acquisisi@md inlicensing and other opportunities. Any such tratisaanay impact our liquidity &
well as affect our expenses if, for example, owerafing expenses increase as a result of suctséa@macquisition or we use our cash to
finance the license or acquisition.

In January 2008, we entered into strategic coojperagreements with Siegfried that are primarikated to the manufacturing of lorcaserin,
and which are expected to be necessary for ounpthNDA submission to the FDA and for commercidl@aof lorcaserin after regulatory
marketing approval. We paid CHF 21.8 million, o®%.million, of the cash purchase price in Jan2498, and will pay the remaining cash
portion of the purchase price of CHF 10.0 milliortiiree equal installments in the third, fourth §ifttl years after closing.

Sources and Uses of Our Cash

Net cash used in operating activities was $51.Haniuring the three months ended March 31, 2@@8, primarily was used to fund our |
losses in the period, adjusted for non-cash it&ng-cash items included $2.8 million in depreciatimd amortization expense, $2.0 million
in share-based compensation expense, $0.6 mitliamiortization expense related to acquired teclygycdmd other intangibles, $0.4 million
gain from the revaluation of our warrant liabiligs well as changes in operating assets and tiabilNet cash used in operating activities
$40.6 million during the three months ended Marth208, and primarily was used to fund our netéssn the period, adjusted for ncast
expenses. Non-cash expenses included $2.8 miliidepreciation and amortization expense, $2.4anilin share-based compensation, $0.6
million in amortization of acquired technology amither intangibles, as well as changes in operatasgts and liabilities. We expect net cash
used in operating activities in 2009 will decrefitsen the 2008 level as we complete our Phase a$ein BLOOM and BLOSSOM trials,
prioritize our spending towards activities that o filing an NDA for lorcaserin and realize exfesgt operating cost savings from our recent
workforce reduction.

Net cash of $26.8 million was provided by investaagivities during the three months ended March2BD9, primarily proceeds of $2¢

million from our short-term investments. These jgexds were partially offset by $2.3 million used éguipment and improvements to our
facilities. Net cash used in investing activitieass$45.5 million during the three months ended K&, 2008, and was primarily the resul
net purchases of shagfm investments of $21.0 million, $19.6 millioredsfor the purchase of our drug product manufaeguaind packagir
facility in Switzerland and $4.5 million used faqepment and improvements to our facilities. Weestghat our capital expenditures in 2009
will be substantially less than in 2008 due to @oigoing cost-containment efforts.

Net cash provided by financing activities was $1illion during the three months ended March 302@nd was primarily attributable
$15.0 million in reimbursements for improvementsdm#o one of our facilities. Net cash provided imaficing activities was $0.5 million
during the three months ended March 31, 2008, asipsimarily attributable to proceeds of $0.5 roillireceived from option exercises and
purchases under our employee stock purchase plan.

CRITICAL ACCOUNTING POLICIES AND MANAGEMENT ESTIMAT ES

The SEC defines critical accounting policies as¢hthat are, in management’s view, important tgorérayal of our financial condition and
results of operations and demanding of managemguiignent. Our discussion and analysis of finanoialdition and results of operations is
based on our consolidated financial statements;iwiave been prepared in accordance with US génacaepted accounting principles, or
GAAP. The preparation of these financial statemesqsiires us to make estimates and judgments fileat ¢he reported amounts of assets,
liabilities, revenues and expenses and relatedodisies. We base our estimates on historical estpegiand on various assumptions that we
believe are reasonable under the circumstancesgshéis of which form the basis for making judgmsesbout the carrying values of assets
and liabilities that are not readily apparent frother sources. Actual results may differ signifitafrom those estimates.

Our critical accounting policies include:

Clinical trial expenses.We accrue clinical trial expenses based on worfopmed. In determining the amount to accrue, wg oel estimates
of total costs incurred based on the enrolimerstubiects, the completion of trials and other evams follow this method because we believe
reasonably dependable estimates of the costs apfdito various stages of a clinical trial can tee However, the actual costs and timing
of clinical trials are highly uncertain, subjectrtsks and may change depending on a number afrfadDifferences between the actual clin
trial costs and the estimated clinical trial cabegt we have accrued in any prior period are
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recorded in the subsequent period in which theahciosts become known. Historically, these diffeesnhave not been material and we have
not had to make material adjustments in the amaeatsrded in a subsequent period; however, matiffatences could occur in the future.

Revenue recognitionOur revenue recognition policies are in accordamitle the SEC Staff Accounting Bulletin, or SAB, NI01, ‘Revenut
Recognition in Financial Statements,” as amendeNdy104, “Revenue Recognition,” and Emerging Isstiask Force, or EITF, 00-21,
“Revenue Arrangements with Multiple Deliverablewfiich provide guidance on revenue recognitionmaificial statements. Some of our
agreements contain upfront technology access ffegsarch funding, milestone achievements and iegalt

Revenue from a milestone achievement is recognidesh earned, as evidenced by acknowledgment frarnadiaborator, provided that

(i) the milestone event is substantive and itsecility was not reasonably assured at the inoemf the agreement, (ii) the milestone
represents the culmination of an earnings pro¢@igshe milestone payment is non-refundable arm)l qur performance obligations after the
milestone achievement will continue to be fundedbycollaborator at a level comparable to thellbedore the milestone achievement. If
of these criteria are not met, the milestone a@hieant is recognized over the remaining minimumaakof our performance obligations
under the agreement. We defer non-refundable upfeas under our collaborations and recognize toeen the period in which we have
significant involvement or perform services, usiragious factors specific to each collaboration. Aimts we receive for research funding fi
specified number of full-time researchers are rectegl as revenue as the services are performedarisdvpayments we receive in excess of
amounts earned are classified as deferred revemtiégarned.

We manufacture drug products under a manufactsengices agreement for a single customer, Siegfdpdn Siegfrieds acceptance of dr
products manufactured by us, we recognize manufagtgervices revenues at agreed upon prices fdr drug products. We have also
contracted with Siegfried for them to provide ushwadministrative and other services in exchangea fiee paid to Siegfried. We determined
that we are receiving an identifiable benefit foege services from Siegfried, and are recordinf fes in the operating expense section of
our consolidated statements of operations.

Share-based compensatiorOn January 1, 2006, we adopted SFAS No. 123R degodified-prospective transition method.
Compensation expense recognized subsequent to@uaptiudes: (i) compensation expense for all eHzased awards granted prior to, but
unvested as of, January 1, 2006, based on the-dasafair value, estimated in accordance withattiginal provision of SFAS No. 123 using
the Black-Scholes option pricing model, and (iijrgensation expense for all share-based awardsegranbsequent to January 1, 2006,
based on the grant-date fair value, estimateddordance with the provisions of SFAS No. 123R ush@gBlack-Scholes option pricing
model.

The determination of the grant-date fair valuelare-based awards using the Black-Scholes optiommgmodel is based on the exercise
price of the award and our stock price on the datgant, as well as assumptions for expected Nitjathe expected life of options granted
and the risk-free interest rate. Changes in themagtons can have a material impact on the compiemsaxpense we recognize. Expected
volatility for awards granted after adoption of SNo. 123R is based on a combination of 75% hisbriolatility of our common stock and
25% market-based implied volatilities from tradgdions on our common stock, with historical voistibeing more heavily weighted due to
the low volume of traded options on our commonlstdde expected life of options granted under SN&8S123R is determined based on
historical experience of similar awards, giving sidieration to the contractual terms of the shaset@awards, vesting schedules and post-
vesting cancellations. The risk-free interest ratesbased on the US Treasury yield curve, wittnaaining term approximately equal to the
expected term used in the option pricing model.

As compensation expense recognized is based onlswkimately expected to vest, it is reduced &imeated forfeitures. SFAS No. 123R
requires forfeitures to be estimated at the timgraht and revised, if necessary, in subsequeridif actual forfeitures differ from those
estimates. If actual forfeitures vary from estinsatge will recognize the difference in compensat@pense in the period the actual
forfeitures occur or when options vest.

Accounting for lease financing obligationsWe have accounted for our sale and leaseback ti@mssin accordance with SFAS Nos. 66 .
98. Our option to repurchase these propertiesariuture is considered continued involvement urBfeAS No. 66 and, therefore, we have
applied the financing method under SFAS No. 98.&Jride financing method, the book value of the props and related accumulated
depreciation remain on our balance sheet and easatcognized. Instead, the sales price of thpegties is recorded as a financing
obligation, and a portion of each lease paymergdsrded as interest expense. We estimated theviiog rate that we use to impute interest
expense on our lease payments.
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The above listing is not intended to be a comprehensive list of all of our accounting policies. In many cases, the accounting treatment of a
particular transaction is specifically dictated by GAAP. See our audited consolidated financial statements and notes thereto included in our
2008 Annual Report, which contain additional accounting policies and other disclosures required by GAAP.

ltem 3. Quantitative and Qualitative Disclosures About Market Risk.

There have been no material changes from the irgftbom we included in this section of our annuabmpn Form 10-K for the year ended
December 31, 2008.

ltem 4. Controls and Procedures.

Based on an evaluation carried out as of the etideoeriod covered by this quarterly report, urtbersupervision and with the participation
of our management, including our Chief Executivéid@f and Vice President, Finance and Chief Firarofficer, of the effectiveness of our
disclosure controls and procedures, our Chief Evez©Officer and Vice President, Finance and CRieincial Officer have concluded that,

as of the end of such period, our disclosure cémtmd procedures (as defined in Rule 13a-15(egmitine Securities Exchange Act of 1934)
were effective. There was no change in our intecoatrol over financial reporting that occurredidgrthe quarter covered by this quarterly

report that has materially affected, or is reasoniely to materially affect, our internal controver financial reporting.

PART Il. OTHER INFORMATION
ltem 1A. Risk Factors.
RISK FACTORS

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

Therisk factors set forth below with an asterisk (*) before the title are risk factors containing substantive changes, including any material
changes, from the risk factors previously disclosed in Item 1A to Part | of our annual report on Form 10-K for the year ended December 31,
2008, as filed with the Securities and Exchange Commission.

Risks Relating to Our Business

*We will need additional funds to conduct our planred research and development efforts, we may not lable to obtain such funds and
may never become profitable.

We have accumulated a large deficit since inceptianhas primarily resulted from the significaesearch and development expenditures we
have made in seeking to identify and validate newg dargets and develop compounds that could becoanketed drugs. We expect that our
losses will continue to be substantial for at leastnext several years and that our operatingresgsewill also continue to be substantial, €

if we or our collaborators are successful in adiramour compounds or partnered compounds.

We do not have any commercially available drugd,\&a have substantially less money than we nedduelop our compounds into
marketed drugs. It takes many years and potentialhdreds of millions of dollars to successfullyelep a preclinical or early clinical
compound into a marketed drug, and our efforts nayresult in any marketed drugs.

We will need additional funds or a partner to brimg most advanced drug candidate, lorcaserin aiket, if ever, and we may not be able to
secure adequate funding or find an acceptable graatrall or on terms you or we believe are faviealy/e also believe that due to global
economic challenges, and as our cash balancegpletet, it may be difficult for us to obtain adllial financing or enter into strategic
relationships on terms acceptable to us, if atfadldditional funding is not available, we will\mato eliminate or further postpone or scale
back some or all of our research or developmergraras or delay the development of one or more df guograms, including our lorcaserin
program.
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The current global economic environment poses sewechallenges to our business strategy, which relies access to capital from the
markets and our collaborators, and creates other fiancial risks for us.

The global economy, including credit markets aredfthancial services industry, has been experignaiperiod of substantial turmoil and
uncertainty. These conditions have generally magdéyeand debt financing more difficult to obtaamd may negatively impact our ability to
complete financing transactions. The duration awsty of these conditions is uncertain, as isetktent to which they may adversely affect
our business and the business of current and prgpeollaborators and vendors. If the global exop does not improve or worsens, we
may be unable to secure additional funding to sustar operations or to find suitable partnersdaamce our internal programs, even if we
receive positive results from our research and ldemeent or business development efforts.

We maintain a portfolio of investments in marketatdebt securities which are recorded at fair vallthough we have established investr
guidelines relative to diversification and matunitith the objectives of maintaining safety of pijpad and liquidity, credit rating agencies n
reduce the credit quality of our individual holdéngrhich could adversely affect their value. Lowexdit quality and other market events, s
as changes in interest rates and further deteporat the credit markets, may have an adversegedie the fair value of our investment
holdings and cash position.

We are focusing our activities and resources on thdevelopment of lorcaserin and depend on its sucees

We are focusing our near-term research and devanpatctivities and resources on lorcaserin, antielieve a significant portion of the
value of our company relates to our ability to depehis drug candidate. The development of lordase subject to many risks, including
risks discussed in other risk factors. If the ressaf clinical trials and preclinical studies ofdaserin, the regulatory decisions affecting
lorcaserin, the anticipated or actual timing arehdfor commercializing lorcaserin, or, ultimatelye market acceptance of lorcaserin do not
meet our, your, analysts’ or others’ expectatithe,market price of our common stock could dectigaificantly.

*If we do not partner one or more unpartnered programs or raise additional funds, we may have to furtér curtail our activities.

In light of our current financial resources, we ided to focus our near-term research and developeffarts on our lorcaserin Phase 3
program and select earlistage preclinical and research programs. We alsedsed the number of our US employees by appraeiynal %
in a workforce reduction expected to be substdpt@@mpleted by June 22, 2009. While we believe tiategy will conserve resources, our
ability to advance our drug candidate pipeline ioiet®f lorcaserin will be limited. Without additiahcapital or funding from partners, we will
need to significantly curtail some of our currentiplanned activities and expenditures. Any sucthér reductions may adversely impact
lorcaserin development and commercialization tineebr narrow or slow the development of our pipgliwhich we believe would reduce ¢
opportunities for success. Our decision to limameerm development of drug candidates other therakerin will likely extend the time it
will take us to reach the market in these otherapeutic areas and may allow competing productsd@oh the market before our drug
candidates.

*Our stock price could decline significantly basedn the results and timing of clinical trials and preclinical studies of, and decisions
affecting, our most advanced drug candidates.

We announce results of clinical trials and prechihistudies from time to time. For example, we amoed the results from our Phase 3
BLOOM pivotal trial for lorcaserin in March 2009 éguexpect to announce the results of our Phase 338@M pivotal trial for lorcaserin by
the end of September 2009.

The results and timing of clinical trials and pieitlal studies can affect our stock price. Prechhstudies include experiments performed in
test tubes, in animals, or in cells or tissues flmmmans or animals. These studies include all dtugies except those conducted in human
subjects, and may occur before or after initiatbwlinical trials for a particular compound. Resuwf clinical trials and preclinical studies of
lorcaserin or our other drug candidates may natiéeed favorably by us or third parties, includingestors, analysts, potential collaborat
the academic and medical community, and regulaldrs.same may be true of how we design the devedopprograms of our most
advanced drug candidates and regulatory decisinasiding by us or regulatory authorities) affegtitnose development programs.
Biotechnology company stock prices have declingditantly when such results and decisions weffawosrable or perceived negatively or
when a drug candidate did not otherwise meet eapiens.
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We have drug programs that are currently in clinicals. In addition to successfully completingnatal trials, to conduct long-term clinical
trials and gain regulatory approval to commercetizug candidates, regulatory authorities reqiia¢ &ll drug candidates complete sharte
long-term preclinical toxicity and carcinogenicgtudies. These preclinical, animal studies areireduo help us and regulatory authorities
assess the potential risk that drug candidatesbmdgxic or cause cancer in humans. The resultbro€al trials and preclinical studies are
uncertain and subject to different interpretaticaarg] the design of these trials and studies (wimial change significantly and be more
expensive than anticipated depending on resultsemdatory decisions) may also be viewed negatilaglus, regulatory authorities or other
third parties and adversely impact the developraadtopportunities for regulatory approval and comuiadization of our and our partnered
drug candidates. We may not be successful in aditvguotir programs on our projected timetable, #latFailure to initiate or delays in the
development programs for any of our drug candidateanfavorable results or decisions or negatemegptions regarding any of such
programs, could cause our stock price to decligeifstantly. This is particularly the case with pest to lorcaserin.

Our development of lorcaserin may be adversely impzied by cardiovascular side effects previously assiated with fenfluramine and
dexfenfluramine.

We have developed lorcaserin to more selectivéyutate the serotonin 2C receptor because we leeti@g may avoid the cardiovascular
side effects associated with fenfluramine and dekieamine (often used in combination with phentirenthe combination of which was
commonly referred to as “fen-phen”). These two dragre serotonin-releasing agents and non-selesggtonin receptor agonists, and were
withdrawn from the market in 1997 after reportecidences of heart valve disease and pulmonary tgmson associated with their usage.
We may not be correct in our belief that selecyiv@imulating the serotonin 2C receptor will avth@ése undesired side effects or lorcaserin’s
selectivity profile may not be adequate to avoikthside effects. Moreover, the potential relalignbetween the activity of lorcaserin and
the activity of fenfluramine and dexfenfluramineymasult in increased US Food and Drug Administrator FDA, regulatory scrutiny of tt
safety of lorcaserin and may raise potential advprslicity in the marketplace, which could affelinical enroliment or sales if lorcaserin is
approved for commercialization.

The development programs for our drug candidates a expensive, time consuming, uncertain and suscdgt to change, interruption,
delay or termination.

Drug development programs are very expensive, tiomsuming and difficult to design and implementr @uug candidates are in various
stages of research and development and are prahe tisks of failure inherent in drug developmétie will need to complete additional
clinical trials and preclinical studies before vamaemonstrate that our drug candidates are sdfeftattive to the satisfaction of the FDA
and similar non-US regulatory authorities. Thegdgrare expensive and uncertain processes thaltss to complete. Failure can occur at
any stage of the process, and successful earigallior preclinical trials do not ensure that latéals or studies will be successful. In addition,
the commencement or completion of our plannedddirtrials could be substantially delayed or preégdrby several factors, including:

. limited number of, and competition for, suitabldipats required for enrollment in our clinical tag
. limited number of, and competition for, suitablesito conduct our clinical trial

. delay or failure to obtain FDA approval or agreetrtercommence a clinical tric

. delay or failure to obtain sufficient supplies afr@lrug candidates for our clinical tria

. delay or failure to reach agreement on acceptdiviea trial agreement terms or clinical trial pocols with prospective sites or
investigators; an

. delay or failure to obtain institutional review lidaor IRB, approval to conduct a clinical trialeaprospective sit¢
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Even if the results of our development programdarerable, the development programs of our mogaacded drug candidates, including
those being developed by our collaborators, mag sigmificantly longer than expected to complateaddition, the FDA, other regulatory
authorities, our collaborators, or we may suspéethy or terminate our development programs attiiamg for various reasons, including:

. lack of effectiveness of any drug candidate dudlngjcal trials;

. side effects experienced by study participantsiogrosafety issue:

. slower than expected rates of patient recruitmedtenrollment or lower than expected patient réamates;
. delays or inability to manufacture or obtain suéfitt quantities of materials for use in clinicals;

. inadequacy of or changes in our manufacturing m®oe compound formulatio

. delays in obtaining regulatory approvals to commeemstudy, or “clinical holds,” or delays requirisgspension or termination of
a study by a regulatory authority, such as the F&f&er a study is commence

. changes in applicable regulatory policies and rainns;

. delays in identifying and reaching agreement orpiable terms with prospective clinical trial sjt
. uncertainty regarding proper dosir

. unfavorable results from ongoing clinical trialdagsreclinical studies

. failure of our clinical research organizations tonply with all regulatory and contractual requirerseor otherwise perform their
services in a timely or acceptable mani

. scheduling conflicts with participating clinicianad clinical institutions

. failure to design appropriate clinical trial probés;

. insufficient data to support regulatory appro

. termination of clinical trials by one or more ctali trial sites

. inability or unwillingness of medical investigatdcsfollow our clinical protocols

. difficulty in maintaining contact with subjects duy or after treatment, which may result in incoatpldata; o

. lack of sufficient funding to continue clinicalafs and preclinical studie
There is typically a high rate of attrition frometfailure of drug candidates proceeding throughicdil trials, and many companies have
experienced significant setbacks in advanced dpuatot programs even after promising results inexsstudies or trials. For example,
because our drug candidate for insomnia, APD12bndt meet the primary or secondary endpointsRifiase 2b clinical trial, we are not
planning any further clinical development of APD1¥8e have experienced setbacks in other developpregtams and may experience
additional setbacks in the future. If we or our@obrators abandon or are delayed in our developeféarts related to lorcaserin or any other
drug candidate, we may not be able to generat&wuft revenues to continue our operations at thieeat level or become profitable, our

reputation in the industry and in the investmemhigwnity would likely be significantly damaged, atitahal funding may not be available to
us or may not be available on terms you or we belae favorable, and our stock price would likiégrease significantly.

*Our drug candidates are subject to extensive regation, and we may not receive required regulatory pprovals, or timely approvals,
for any of our drug candidates.

The clinical development, manufacturing, labelipgckaging, storage, recordkeeping, advertisingnptmn, export, marketing and
distribution, and other possible activities relgtto our drug candidates are, and any resultingwill be, subject to extensive regulation by
the FDA and other regulatory agencies in the Un8tades. Neither our collaborators nor we are pegchto market our drug candidates in
United States until we receive regulatory apprdrah the FDA. Neither our collaborators nor we have
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received marketing approval for any of our drugdidates. Specific preclinical data, chemistry, nfaoturing and controls data, a proposed
clinical trial protocol and other information must submitted to the FDA as part of an investigatiorew drug, or IND, application, and
clinical trials may commence only after the IND Bpgtion becomes effective. To market a new drutheUnited States, we must submit to
the FDA and obtain FDA approval of a New Drug Apption, or NDA. An NDA must be supported by exteesilinical and preclinical dat
as well as extensive information regarding chemistranufacturing and controls to demonstrate tfietgand effectiveness of the drug
candidate.

Obtaining approval of an NDA can be a lengthy, @gdee and uncertain process. As part of the Pigtsmni Drug User Fee Act, or PDUFA,
the FDA has a goal to review and act on a percentégll submissions in a given time frame. Theggahreview goal for a drug application
is 10 months for a standard application and sixthwfor priority review. The FDA has missed a pmntdf their PDUFA goals, and it is
unknown whether the review of an NDA filing for éaserin, or for any of our other drug candidatett,o@ completed within the FDA revie
goals or will be delayed. Moreover, the durationhef FDA'’s review may depend on the number and ofpther NDAs that are filed with
the FDA around the same time period. For exampéebelieve that at least two companies are plantairfide an NDA for a drug candidate
for the treatment of obesity at around the timeswgect the FDA will review our NDA for lorcaserwwhich may impact the review of our
NDA. Furthermore, any drug that acts on the cemeavous system, or CNS, such as lorcaserin, leagdtential to be scheduled a
controlled substance by the Drug Enforcement Adstiation of the United States Department of Justc®EA. DEA scheduling is an
independent process that can delay drug launchnidegio NDA approval date.

In addition, failure to comply with FDA and othgmicable regulatory requirements may, either beforafter product approval, if any,
subject our company to administrative or judiciathposed sanctions, including:

. Form 483 notices and Warning Lette

. civil and criminal penalties

. injunctions;

. withdrawal of approved product

. product seizure or detentia

. product recalls

. total or partial suspension of productic

. imposition of restrictions on operations, includicmstly new manufacturing requirements; i

. refusal to approve pending NDAs or supplementp@aed NDAs
Regulatory approval of an NDA or NDA supplementdg guaranteed. Despite the time and expense dxéatkire can occur at any stage,
and we could encounter problems that cause usatodain clinical trials or to repeat or perform amdial preclinical studies and clinical tria
The number of preclinical studies and clinicallgrignat will be required for FDA approval variepgading on the drug candidate, the disease

or condition that the drug candidate is designe@dnget and the regulations applicable to any @aldr drug candidate. The FDA can delay,
limit or deny approval of a drug candidate for maesgsons, including:

. a drug candidate may not be deemed adequatelysdfeffective

. FDA officials may not find the data from preclinicaudies and clinical trials sufficier

. the FDA may not approve the manufacturing processéacilities;

. the FDA may change its approval policies or ad@yt negulations; o

. the FDA may not accept our NDA submission (whickypected to be electronic) due to, among othesores the formatting of
the submissior

We do not expect any drugs resulting from our neseand development efforts to be commercially latdé until at least late 2010. Our m
advanced drug candidates, including lorcaserine mt completed all preclinical studies and thgdapivotal Phase 3 clinical trials for
efficacy and safety that are required for FDA appioAlso, we have not previously filed NDAs withet FDA, either by paper or
electronically. This lack of corporate experiencaynmpede our ability to successfully complete ¢hemls and obtain FDA approval in a
timely manner, if at all, for our drug candidates Which development and commercialization is @sponsibility. Even if we believe that
data collected from our preclinical studies andichl trials of our drug candidates are
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promising and that our information and procedueggmrding chemistry, manufacturing and controlssaféicient, our data may not be
sufficient to support approval by the FDA or anki@tUnited States or foreign regulatory authotityaddition, we believe that the regulatory
review of NDAs for drug candidates intended for @gdread use by a large proportion of the genemllption is becoming increasingly
focused on safety. In this regard, it is possibl some of our drug candidates, including lordasarill be subject to increased scrutiny to
show adequate safety than would drug candidatamndoe acute or life-threatening diseases suchrasecakEven if approved, drug candidates
may not be approved for all indications requestatisuch approval may be subject to limitationshenibdicated uses for which the drug n
be marketed. Our business and reputation may Imedubby any failure or significant delay in recetyiregulatory approval for the sale of ¢
drugs resulting from our drug candidates. As altese cannot predict when or whether regulatorgrapal will be obtained for any drug we
develop.

To market any drugs outside of the United Statesamd our collaborators must comply with numeraus\arying regulatory requirements
of other countries. Approval procedures vary amoogntries and can involve additional product testind additional administrative review
periods. The time required to obtain approval imeotcountries might differ from that required tdaibh FDA approval. The regulatory
approval process in other countries may includefathe risks associated with FDA approval as welhdditional, presently unanticipated,
risks. Regulatory approval in one country doesamsture regulatory approval in another, but a failurdelay in obtaining regulatory appro
in one country may negatively impact the regulafmycess in others. Failure to obtain regulatogyragal in other countries or any delay or
setback in obtaining such approval could have #meesadverse effects associated with regulatoryogppm the United States, including the
risk that our drug candidates may not be approwedlf indications requested and that such appnmagl be subject to limitations on the
indicated uses for which the drug may be marketed.

*The results of preclinical studies and completedlmical trials are not necessarily predictive of fuure results, and our current drug
candidates may not have favorable results in latestudies or trials.

Preclinical studies and Phase 1 and Phase 2 dlinila are not primarily designed to test theafty of a drug candidate, but rather to test
safety, to study pharmacokinetics and pharmacodigsamnd to understand the drug candidate’s sigetsfat various doses and schedules.
To date, long-term safety and efficacy have notgein demonstrated in clinical trials for any of drug candidates, except lorcaserin.
Favorable results in our early studies or trialy mat be repeated in later studies or trials, idiclg continuing preclinical studies and large-
scale clinical trials, and our drug candidatesatei-stage trials may fail to show desired safety efficacy despite having progressed through
earlier-stage trials. In the case of lorcaserisyits in one pivotal trial (BLOOM) may not be canfied in another pivotal trial (BLOSSOM).
Unfavorable results from ongoing preclinical stisdig clinical trials could result in delays, modétions or abandonment of ongoing or fut
clinical trials, or abandonment of a clinical pragr. Preclinical and clinical results are frequestigceptible to varying interpretations that
may delay, limit or prevent regulatory approvalcommercialization. Negative or inconclusive resuoit adverse medical events during a
clinical trial could cause a clinical trial to beldyed, repeated or terminated, or a clinical paogto be abandoned. In addition, we may re
top-line data from time to time, which is basedsopreliminary analysis of key efficacy and safedyad and is subject to change following a
more comprehensive review of the data relatedda@tiplicable clinical trial.

Many of our research and development programs areniearly stages of development, and may not resuti the commencement of
clinical trials.

Many of our research and development programsnaieei discovery or preclinical stage of developm&he process of discovering
compounds with therapeutic potential is expendivge consuming and unpredictable. Similarly, thegess of conducting preclinical studies
of compounds that we discover requires the comnmitroa substantial amount of our technical andriial resources and personnel. We
may not discover additional compounds with thergipgotential, and any of the compounds for whiaghave conducting preclinical studies
may not result in the commencement of clinicaldti&Ve cannot be certain that results sufficiefdalyorable to justify commencement of
Phase 1 clinical trials will be obtained in thesegtinical investigations. Even if such favorabteglinical results are obtained, our financial
resources may not allow us to commence Phaseitatlinials. If we are unable to identify and deygehew drug candidates, we may not be
able to maintain a clinical development pipelingenerate revenues.
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Our revenues, for at least the shorterm, depend upon the actions of our collaboratorand our ability to enter into new collaborations

We expect that, for at least the next few yearsability to generate significant revenues will dag upon the success of our existing
collaborations and our ability to enter into neviadmorations. Future revenues from our collaboretiwith Merck and Ortho-McNeil-Janssen
will depend on, in addition to patent reimbursersentilestone and royalty payments, if any. Thuswilereceive little additional revenues
from our existing collaborators if our own or owllaborators’ research, development or, ultimatetgrketing efforts are unsuccessful.

Typically, our collaborators (and not us) conttw development of partnered compounds into drugs &we have met early preclinical
scientific milestones. In addition, we may not haeeplete access to information about the resaltisstatus of our collaborators’ clinical
trials and regulatory programs and strategies. ¥ eat entitled to the more significant milestorgments under our agreements until our
collaborators have advanced compounds in clinestlrtg. Our partners may not devote adequate res®tw the development of our
compounds and may not develop or implement a ssftdedinical or regulatory strategy. We cannot igudee that any development,
approval or sales milestones in our existing aureicollaborations will be achieved in the futwethat we will receive any payments for the
achievement of any milestones. In addition, ousténxg collaborations, including our collaboratiomish Merck and Ortho-McNeil-Janssen,
may be terminated early in certain circumstangegtiich case we may not receive future mileston@yalty payments or patent
reimbursements.

Moreover, our ability to enter into new collaboceits depends on the outcomes of our preclinicaktinital testing. We do not control these
outcomes. In addition, even if our testing is ssstid, pharmaceutical companies may not partndr uston terms that we believe are
acceptable until we have advanced our drug carefidato the clinic and, possibly, through lategstalinical trials, if at all.

*We may participate in new partnerships and other srategic transactions that could impact our liquidity, increase our expenses and
present significant distractions to our management.

From time to time we consider strategic transastiench as out-licensing or in-licensing of comptsuar technologies, acquisitions of
companies and asset purchases. Additional poteérdisactions we may consider include a varietyifférent business arrangements,
including strategic partnerships, joint venturgsns<offs, restructurings, divestitures, businessibimations and investments. In addition,
another entity may pursue us as an acquisitioretafqy such transactions may require us to inam-recurring or other charges, may
increase our near- and long-term expenditures amdpuse significant integration challenges, reqadditional expertise or disrupt our
management or business, which could harm our dpasand financial results.

As part of an effort to enter into significant tsactions, we conduct business, legal and finadcialdiligence with the goal of identifying and
evaluating material risks involved in the transactiDespite our efforts, we ultimately may be urgssful in ascertaining or evaluating all
such risks and, as a result, might not realizérttemded advantages of the transaction. If wetdaikalize the expected benefits from any
transaction we may consummate, whether as a i@fsuttidentified risks, integration difficulties,gelatory setbacks or other events, our
business, results of operations and financial dadcould be adversely affected.

Drug discovery and development is intensely compéire in the therapeutic areas on which we focus. Ibur competitors develop
treatments that are approved faster, marketed bette less expensive or demonstrated to be more effaa or safer than our drug
candidates, our commercial opportunities will be reluced or eliminated.

We focus our efforts on GPCRs. Because GPCRs amaportant target class for drug discovery effonte, believe that many pharmaceutical
and biotechnology companies and other organizatiame internal drug discovery programs focused BERs. Many of the drugs that our
collaborators or we are attempting to discover dexelop would compete with existing therapies.ddiion, many companies are pursuing
the development of new drugs that target the sassaskes and conditions that we target. Many otonrpetitors, particularly large
pharmaceutical companies, have substantially greesearch, development and marketing capabibtiesgreater financial, scientific and
human resources than we do. Companies that congbieial trials, obtain required regulatory agempprovals and commence commercial
sale of their drugs before we do for the same atthia may achieve a significant competitive advgeatancluding certain patent and FDA
marketing exclusivity rights. In addition, our coetjpors may develop drugs with fewer side effetere desirable characteristics (such as
route of administration or frequency
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of dosing) or better efficacy than our drug cantidar drugs, if any, for the same indication. Gampetitors may also market generic or
other drugs that compete with our drugs at a lgwiee than our drugs, which may negatively impastdrug sales, if any. Any results from
our research and development efforts, or from omt efforts with our existing or any future coltatators, may not compete successfully v
existing or newly discovered products or therapies.

Collaborative relationships may lead to disputes ashdelays in drug development and commercialization.

We have had conflicts with collaborators and maghafuture have conflicts with our prospectivesrent or past collaborators, such as
conflicts concerning the interpretation of predtadior clinical data, the achievement of milestoroeshe ownership of intellectual property.
Our collaborators may stop supporting our drug @atds if they develop or obtain rights to compgtiinug candidates or drugs. If any
conflicts arise with Ortho-McNeil-Janssen, Merckaor other prospective, current or past collabeyatach collaborator may act in a manner
that is adverse to our interests. Any such disages could result in one or more of the followiegch of which could delay, or lead to
termination of, development or commercializatioroaf partnered drug candidates, and in turn prewvgefitom generating revenues:

. unwillingness on the part of a collaborator to payesearch funding, milestone payments or rogatiat we believe are due to us
under a collaboratior

. uncertainty regarding ownership of intellectualgedy rights arising from our collaborative actie#, which could prevent us
from entering into additional collaboratior

. unwillingness on the part of a collaborator to kespnformed regarding the progress of its develaprand commercialization
activities or to permit public disclosure of theuéts of those activitie:

. slowing or cessation of a collaboré s development or commercialization efforts withpexs to our drug candidates;
. litigation or arbitration

Setbacks and consolidation in the pharmaceutical @hbiotechnology industries, and our or our collaboators’ inability to obtain third-
party coverage and adequate reimbursement, could nke partnering more difficult and diminish our revenues.

Setbacks in the pharmaceutical and biotechnologystries, such as those caused by safety conadatimg to high-profile drugs like
Avandia, Vioxx and Celebrex, or drug candidatesyel as competition from generic drugs, litigati@md industry consolidation, may have
an adverse effect on us. For example, pharmacéatioganies may be less willing to enter into n@Naborations or continue existing
collaborations if they are integrating a new operaés a result of a merger or acquisition or éithherapeutic areas of focus change
following a merger. Moreover, our and our collaliors’ ability to commercialize any of our drugstinaay be approved will depend in part
on government regulation and the availability of@@ge and adequate reimbursement from third-panyers, including private health
insurers and government payers, such as the Mddica Medicare programs, increases in governmemtsingle-payer health insurance
plans and compulsory licenses of drugs. Governm@medthird-party payers are increasingly attemptingontain healthcare costs by limiting
coverage and reimbursement levels for new druggerGihe continuing discussion regarding the costeafthcare, managed care, universal
healthcare coverage and other healthcare issuesanmot predict with certainty what additional hiecdre initiatives, if any, will be
implemented or the effect any future legislatiomagulation will have on our business. These effaray limit our commercial opportunities
by reducing the amount a potential collaborataviling to pay to license our programs or drug ddates in the future due to a reduction in
the potential revenues from drug sales. Moreoegislation and regulations affecting the pricingpbfrmaceuticals may change before
regulatory agencies approve our drug candidateséoketing. Adoption of such legislation and regjolas could further limit pricing
approvals for, and reimbursement of, drugs. A gowent or third-party payer decision not to apprprieing for, or provide adequate
coverage and reimbursements of, our drugs, if eoyld limit market acceptance of such drugs.
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We rely on third parties to conduct our clinical trials and many of our preclinical studies. If thosearties do not successfully carry out
their contractual duties or meet expected deadline®ur drug candidates may not advance in a timely amner or at all.

In the course of our discovery, preclinical testamgl clinical trials, we rely on third parties, luding laboratories, investigators, clinical
research organizations and manufacturers, to perfoitical services for us. For example, we relytioind parties to conduct our clinical trials
and many of our preclinical studies. Clinical resbaorganizations are responsible for many aspedtee trials, including finding and
enrolling subjects for testing and administering tiials. Although we rely on these third partiesonduct our clinical trials, we are
responsible for ensuring that each of our clintdals is conducted in accordance with its investiignal plan and protocol. Moreover, the
FDA and foreign regulatory authorities require agdmply with regulations and standards, commoefgrred to as good clinical practices
GCPs, for conducting, monitoring, recording andoréipg the results of clinical trials to ensuretttiee data and results are scientifically
credible and accurate and that the trial subjeetedequately informed of the potential risks atipgoating in clinical trials. Our reliance on
third parties does not relieve us of these respditiis and requirements. These third parties matybe available when we need them or, if
they are available, may not comply with all regofgtand contractual requirements or may not othexywierform their services in a timely or
acceptable manner, and we may need to enter im@mangements with alternative third parties anddinical trials may be extended,
delayed or terminated. These independent thirdgzamay also have relationships with other comnaéssitities, some of which may comg
with us. In addition, if such third parties fail perform their obligations in compliance with olinical trial protocols or GCPs, our clinical
trials may not meet regulatory requirements or megd to be repeated. As a result of our dependentard parties, we may face delays or
failures outside of our direct control. These riaks apply to the development activities of oufatmrators, and we do not control our
collaborators’ research and development, clinigals or regulatory activities. We do not expecy dnugs resulting from our collaborators’
research and development efforts to be commeraatiylable for many years, if ever.

We rely on third-party manufacturers and we or suchthird parties may encounter failures or difficulties that could delay the clinical
development or regulatory approval of our drug canddates, or their ultimate commercial production if approved.

We and third parties manufacture our drug candsdaée do not have manufacturing facilities that peoduce sufficient quantities of drug
candidates for large-scale clinical trials. Accagly, we must either develop such facilities, whigh require substantial additional funds, or
rely, at least to some extent, on third-party maotfrers for the production of drug candidatesttfaxmore, should we obtain FDA approval
for any of our drug candidates, we expect to rafyeast to some extent, on third-party manufacsuiee commercial production. Our
dependence on others for the manufacture of oy cendidates may adversely affect our ability teedtep and deliver such drug candidates
on a timely and competitive basis.

Any performance failure on the part of us or adtparty manufacturer could delay clinical developimeegulatory approval or, ultimately,
sales of our drug candidates. We or third-party ufecturers may encounter difficulties involving guetion yields, regulatory compliance,
quality control and quality assurance, as wellrastages of qualified personnel. Approval of owrgicandidates could be delayed, limited or
denied if the FDA does not approve our or a thiadipmanufacturer’s processes or facilities. Moerothe ability to adequately and timely
manufacture and supply drug candidates is depemaethte uninterrupted and efficient operation @ thanufacturing facilities, which is
impacted by many manufacturing variables including:

. availability or contamination of raw materials azmmponents used in the manufacturing processcphatly those for which we
have no other source or suppli

. facility capacity of our facilities or those of ocontract manufacturer

. facility contamination by microorganisms or virus

. compliance with regulatory requirements, includifa@ym 483 notices and Warning Lette

. changes in forecasts of future deme

. timing and actual number of production ru

. production success rates and bulk drug yields;

. timing and outcome of product quality testil
In addition, we or our third-party manufacturersyneacounter delays and problems in manufacturinglaug candidates or drugs for a
variety of reasons, including accidents during apen, failure of equipment, delays in receivingtenels, natural or other disasters, political
or governmental changes, or other factors inh@neoperating complex manufacturing facilities. Slypghain management is difficult.
Commercially available starting materials, reagamts excipients may become scarce or more expetwsiy®cure, and we may not be able

to obtain favorable terms in agreements with sutvastors. We or our third-party manufacturers maybe able to operate our respective
manufacturing facilities in a cost-effective manoein a time frame that is consistent with
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our expected future manufacturing needs. If weunrtbird-party manufacturers cease or interruptipotion or if our third-party
manufacturers and other service providers failfgpsy materials, products or services to us for @agson, such interruption could delay
progress on our programs, or interrupt the comrakscipply, with the potential for additional coated lost revenues. If this were to occur,
may also need to seek alternative means to folfitlmanufacturing needs.

We may not be able to enter into agreements fomiweufacture of our drug candidates with manufacswwhose facilities and procedures
comply with applicable law. Manufacturers are sabfe ongoing periodic unannounced inspection lgyRBA, the DEA and corresponding
state and foreign authorities to ensure strict d@npe with current Good Manufacturing Practicesc@MPs, and other applicable
government regulations and corresponding foreigndsrds. We do not have control over a third-paxdyufacturer’'s compliance with these
regulations and standards. In addition, our Swissisliary, Arena Pharmaceuticals GmbH, or Arena Bpfitas contracted with Siegfried to
provide safety, health and environmental servicesassess compliance, train personnel and overgmAmbH's compliance with the
applicable safety, health and environmental reguriat We are, therefore, relying at least in parS@éegfried’s judgment, experience and
expertise. If we or one of our manufacturers faihtaintain compliance, we or they could be suliiecivil or criminal penalties, the
production of our drug candidates could be inteedpr suspended, or our product could be recalledthdrawn, resulting in delays,
additional costs and potentially lost revenues.

*Our efforts will be seriously jeopardized if we ate unable to retain and attract key employees.

Our success depends on the continued contributibosr principal management, development and séiepersonnel, and the ability to hire
and retain key personnel, particularly in the areelinical development. We face competition foclsypersonnel. The loss of services of any
principal member of our management or scientifafsir other key personnel, particularly Jack L@y President, Chief Executive Officer
and Chairman, and Dominic P. Behan, Ph.D., ourd@afice President and Chief Scientific Officer, thadversely impact our operations
and ability to raise additional capital. To our luledge, neither Mr. Lief nor Dr. Behan plans tovearetire or otherwise disassociate with us
in the near future.

We may incur substantial liabilities from any product liability claims if our insurance coverage for hose claims is inadequate.

We develop, test and manufacture drugs that ai msbumans. We face an inherent risk of prodadiility exposure related to the testing
our drug candidates in clinical trials, and wiltéean even greater risk if we sell our own drugarmercially. An individual may bring a
liability claim against us if one of our drug caddies or drugs causes, or merely appears to hageazaan injury. If we cannot successfully
defend ourselves against a product liability claiwe,will incur substantial liabilities. Regardlesfsmerit or eventual outcome, liability claims
may result in:

. decreased demand for our dr

. injury to our reputation

. withdrawal of clinical trial subject:

. costs of related litigatior

. substantial monetary awards to subjects or otlameints;
. loss of revenues; ar

. the inability to commercialize our drug candida

We have limited product liability insurance thaveos our clinical trials. We intend to expand awsurance coverage to include the sale of
drugs if marketing approval is obtained for anyof drug candidates. However, insurance coveraigereasingly expensive. We may not be
able to obtain or maintain insurance coverageraasonable cost, and we may not have insuranceage/éhat will be adequate to satisfy any
liability that may arise.

Damages awarded in a product liability action cdagdsubstantial and could have a negative impacuoffinancial condition. Whether or r
we were ultimately successful in product liabilitygation, such litigation would consume substah&imounts of our financial and managerial
resources, and might result in adverse publicltygfavhich would impair our business.
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Even if any of our drug candidates receives regulaty approval, our drug candidates will still be sulject to extensive post-marketing
regulation.

If we or our collaborators receive regulatory amatdor our drug candidates in the United Statestber jurisdictions, we will also be subject
to ongoing obligations and continued regulatoryeevirom the FDA and other applicable regulatorgm@ges, such as continued adverse
event reporting requirements. We may also be sutgeadditional FDA post-marketing obligations, @flwhich may result in significant
expense and limit our ability to commercialize sdchgs in the United States or other jurisdictions.

If any of our drug candidates receive US regulatgrgroval or approval in other jurisdictions, tHeA~or other regulatory agencies may still
impose significant restrictions on the indicatedsufor which such drugs may be marketed or impogeiog requirements for potentially
costly post-approval studies. If the FDA or othegulatory agencies approve any of our drug caneligidghe labeling, packaging, adverse
event reporting, storage, advertising and promdtonhe drug will be subject to extensive regulptieequirements. We and the manufactu
of our products are also required to comply wititMf&regulations, which include requirements relatimgjuality control and quality
assurance as well as the corresponding mainterdimeeords and documentation. Further, regulatggnaies must approve these
manufacturing facilities before they can be useshémufacture our products, and these facilitiesalgect to ongoing regulatory inspections.
In addition, regulatory agencies subject a drigmanufacturer and the manufacturer’s facilitiesdntinual review and inspections. The
subsequent discovery of previously unknown problesitls a drug, including adverse events of unangitgg severity or frequency, or
problems with the facility where the drug is mamtifsed, may result in restrictions on the marketifithat drug, up to and including
withdrawal of the drug from the market. In the @uitStates, the DEA and comparable state-level &gealso heavily regulate the
manufacturing, holding, processing, security, rdkeeping and distribution of drugs that are consideontrolled substances. If any of our
drug candidates are scheduled by the DEA as ctetdrslibstances (due to abuse potential), we wilbime subject to the DEA'’s regulations.
The DEA periodically inspects facilities for comgatice with its rules and regulations. If our mantiféng facilities or those of our suppliers
fail to comply with applicable regulatory requiremtg it could result in regulatory action and aiddial costs to us. Failure to comply with
applicable FDA and other regulatory requirementg,reéther before or after product approval, if asybject our company to administrative
or judicially imposed sanctions, including:

. issuance of Form 483 notices or Warning LetterthieyFDA or other regulatory agenci
. imposition of fines and other civil penaltie

. criminal prosecutions

. injunctions, suspensions or revocations of reguyaapprovals

. suspension of any ongoing clinical trie

. total or partial suspension of manufacturi

. delays in commercializatiol

. refusal by the FDA to approve pending applicationsupplements to approved applications filed bgmusur collaborators
. refusals to permit drugs to be imported into oratgd from the United State

. restrictions on operations, including costly newnofacturing requirements; ai

. product recalls or seizure

The FDA'’s and other regulatory agencies’ policiesymahange and additional government regulations Imeagnacted that could prevent or
delay regulatory approval of our drug candidatefidher restrict or regulate post-approval aciggt We cannot predict the likelihood, nature
or extent of adverse government regulation that eregge from future legislation or administrativeian, either in the United States or abroad.
If we are not able to maintain regulatory complianee might not be permitted to market our drugs @ business could suffer.
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Even if we receive regulatory approval to commerciéze our drug candidates, our ability to generate evenues from any resulting
products will be subject to a variety of risks, mawy of which are out of our control.

Even if our drug candidates obtain regulatory apgkaesulting products may not gain market acagggaamong physicians, patients,
healthcare payers or the medical community. Weebielthat the degree of market acceptance and dity &dbgenerate revenues from such
products will depend on a number of factors, intigd

. timing of market introduction of competitive drug

. efficacy and safety of our drug candidal

. prevalence and severity of any side effe

. potential or perceived advantages or disadvantagesalternative treatment

. strength of sales, marketing and distribution suf|

. price of our future products, both in absolute teand relative to alternative treatmel

. the effect of current and future healthcare lawswndrug candidate

. availability of coverage and reimbursement fromeyovment and other thi-party payers; an
. product labeling or product insert requirementthef FDA or other regulatory authoritie

If our approved drugs, if any, fail to achieve netrlicceptance, we may not be able to generatdisagitirevenue to achieve or sustain
profitability.

In addition, lorcaserin is being assessed for @tugse potential. If lorcaserin is approved for reéirlg, regulatory authorities may determine
that lorcaserin will be a scheduled drug if itasifid to have abuse potential or for other readbtarcaserin were scheduled as a controlled
substance by the DEA, we would expect it would Iselgedule IV or V drug, which we believe would héittée or no impact on our ability to
commercialize lorcaserin. However, if lorcaserirrevecheduled in a more tightly controlled categengch scheduling could negatively
impact the ability to prescribe lorcaserin, a patewillingness to use it and other aspects ofahility to commercialize it.

We may not be able to effectively integrate or marge our international operations and such difficultycould adversely affect our stock
price, business operations, financial condition andesults of operations.

In January 2008, we purchased from Siegfried aedraig product facility assets, including a liceshpeoduction facility, fixtures, equipment,
other personal property and real estate assetacpired employees in Zofingen, Switzerland. Tlagesignificant risks associated with the
establishment of foreign operations, including, ot limited to, compliance with local laws and u&gions, the protection of our intellectual
property, the ability to integrate our corporatéiune with local customs and cultures, the disitacto our management and foreign currency
exchange rates and the impact of shifts in theddritates and local economies on those rates. Walsa be manufacturing drug products
for Siegfried for at least the next several yeaud, sgherefore, be subject to liability for non-gerhance, product recalls and other claims
against manufacturers.

We use biological materials, hazardous materialshemicals and radioactive compounds.

Our research and development and manufacturingitéesiinvolve the use of potentially harmful bigloal materials as well as materials,
chemicals and various radioactive compounds thaltidoe hazardous to human health and safety antironment. These materials and
various wastes resulting from their use are stateglr facility pending ultimate use and dispogét cannot completely eliminate the risk of
contamination, which could cause:

. interruption of our research and development orufeiuring efforts
. injury to our employees and othe
. environmental damage resulting in costly cleanaung

. liabilities under domestic or foreign federal, stahd local laws and regulations governing the siseage, handling and disposal
of these materials and specified waste prod
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In such an event, we may be held liable for anulties) damages, and any such liability could excegdresources. Although we carry
insurance in amounts and type that we consider ancially reasonable, we cannot be certain thattiverage or coverage limits of our
insurance policies will be adequate and we do aeehlinsurance coverage for losses relating to tenruption of our research and
development efforts caused by contamination.

Our operations might be interrupted by the occurrerce of a natural disaster or other catastrophic even

Our US operations, including laboratories, offie@sl a chemical development facility, are locatethensame business park in San Diego.
also have a drug product facility that is locate@ofingen, Switzerland. We depend on our fac8itéad on our collaborators, contractors and
vendors for the continued operation of our busindsgural disasters or other catastrophic eventdding terrorist attacks, interruptions in
the supply of natural resources, political and gorental changes, wildfires and other fires, explos, actions of animal rights activists,
earthquakes and wars could disrupt our operatiottsose of our collaborators, contractors and vesdéven though we believe we carry
commercially reasonable business interruption &fality insurance, and our contractors may caiaipility insurance that protect us in
certain events, we might suffer losses as a re$tltisiness interruptions that exceed the coveaag#able under our and our contractors’
insurance policies or for which we or our contrasto not have coverage. For example, we are satéd against a terrorist attack. Any
natural disaster or catastrophic event could hasigrdficant negative impact on our operations financial results. Moreover, any such e\
could delay our research and development programs.

There may be sales of our stock by our executivefifers and directors, and these sales could advelgaffect our stock price.

Sales of our stock by our executive officers andalors, or the perception that such sales mayrpcould adversely affect the market price
of our stock. Some of our executive officers hagteped trading plans under SEC Rule 10b5-1 to disd a portion of their stock. Any of
our executive officers or directors may adopt stiating plans in the future.

Currency fluctuations may negatively affect our firancial condition.

We primarily spend and generate cash in US doléard,present our consolidated financial statemiaritkS dollars. However, a portion of ¢
expected and potential payments and receipts umgdeagreements are in foreign currencies, includwiss francs. For example, payments
and receipts under our asset purchase agreemeamifacturing services agreement and long-term ARiufacturing agreement with
Siegfried are required to be paid in Swiss fraAcBuctuation of the exchange rates of foreign eaaies versus the US dollar may, thus,
adversely affect our financial results, includirask balances, expenses and revenues. We mayrdgntbedging transactions to try to reduce
our foreign currency exposure in the future, betré¢his no assurance that such transactions willramche successful.

Laws, rules and regulations relating to public compnies may be costly and impact our ability to attrat and retain directors and
executive officers.

Laws and regulations affecting public companiesluiding the provisions of the Sarbanes-Oxley Ac2@®2 and rules adopted by the SEC
and by the NASDAQ Global Market, as well as thedamd regulations of foreign governments, may tesuhcreased costs to us,
particularly as we continue to develop the requaeapabilities in the United States and abroad toroercialize our products. These laws,
rules and regulations could make it more diffiarlicostly for us to obtain certain types of insw&rincluding director and officer liability
insurance, and we may be forced to accept reduléy pimits and coverage or incur substantiallglnér costs to obtain the same or similar
coverage. The impact of these events could alsertakore difficult for us to attract and retainadjied persons to serve on our board of
directors, on our board committees or as executifieers. We cannot estimate accurately the amoutiming of additional costs we may
incur to respond to these laws, rules and regulatio
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Risks Relating to Our Intellectual Property

Our success is dependent on intellectual propertyights held by us and third parties and our interesin these rights is complex and
uncertain.

Our success will depend on our own and on our botktors’abilities to obtain, secure and defend patentpalticular, the patents directec
our most advanced drug candidates and other cordgaliscovered using our technologies or that dreraiise part of our collaborations are
important to commercializing drugs. We have numsridoited States and foreign patent applicationslipgrfor our technologies. There is
assurance that any of our patent applicationsisglle, or that any of the patents will be enforteabwill cover a drug or other commercis
significant technology or method, or that the pteenill be held to be valid for their expected term

The procedures for obtaining a patent in the Unitsdes and in most foreign countries are comflagse procedures require an analysis of
the scientific technology related to the inventaond many sophisticated legal issues. Obtainingnpatghts outside the United States often
requires the translation of highly technical docateeand an improper translation may lead to the ¢dsor otherwise jeopardize, the patent
protection of our inventions. Ensuring adequatdityuaf translators and foreign patent attorneysften very challenging. Consequently, the
process for having our pending patent applicatissige as patents will be difficult, complex anddioonsuming. Our patent position is very
uncertain and we do not know when, or if, we wiltain additional patents for our technologiesfdné scope of the patents obtained will be
sufficient to protect our drugs, or be considengfficent by parties reviewing our patent positigngsuant to a potential licensing or
financing transaction.

In addition, other entities may challenge the vlidr enforceability of our patents and patentlayapions in litigation or administrative
proceedings. Even the issuance of a patent isamafgsive as to its validity or enforceability. Wannot make assurances as to how much
protection, if any, will be given to our patentsi¢ attempt to enforce them or they are challengéslpossible that a competitor or a generic
pharmaceutical provider may successfully challemgrepatents and those challenges may result ircteauor elimination of our patents’
coverage.

We also rely on confidentiality agreements anddrselcrets to protect our technologies. Howeveh sformation is difficult to protect. We
require our employees to contractually agree nahfmoperly use our confidential information ord@se it to others, but we may be unable
to determine if our employees have conformed oragihform to their legal obligations under theseeagnents. We also enter into
confidentiality agreements with prospective collators, collaborators, service providers and cdasts, but we may not be able to
adequately protect our trade secrets or other @@y information in the event of any unauthorizesé or disclosure or the lawful
development by others of this information. Manyaf employees and consultants were, and many of thay currently be, parties to
confidentiality agreements with other pharmaceltica biotechnology companies, and the use ofexhrtologies could violate these
agreements. In addition, third parties may indepatig discover our trade secrets or proprietargrimiation.

Some of our academic institution licensors, redeaatlaborators and scientific advisors have rigbtpublish data and information to which
we have rights. We generally seek to prevent ottnpes from disclosing scientific discoveries befare have the opportunity to file patent
applications on such discoveries. In some of ollaborations, we do not have control over our panghability to disclose their own
discoveries under the collaboration and in somauofacademic collaborations we are limited to reddy short periods to review a proposed
publication and file a patent application. If wanat maintain the confidentiality of our technolegiiand other confidential information in
connection with our collaborations, our abilityrexeive patent protection or protect our proprietaformation will be impaired.

The US Patent and Trademark Office has over thddasyears tried to enact and/or has proposedgdsaim the rules governing (i) the duties
of patent applicants to disclose information tleddtes to their applications, (ii) the ability aitpnt applicants to file unlimited numbers of
patent applications and patent claims that conclesely related inventions and/or different aspetthe same invention, and (iii) the manner
in which the US Patent and Trademark Office wiltide whether to require patent applicants to seépatasely related inventions into
separate patent applications. Some of these ralegels are being challenged in the courts. It iseanevhich of these rule changes, if any,
will be allowed by the courts and which of themlwintinue to be pursued. In addition, the US Ceaglis considering changes to federal
patent laws on several issues including, but matdid to: (i) the information can be used to detemwhether an invention is not new and,
therefore, not patentable, (i) the limits on thdépendent administrative rulemaking authorityhef yS Patent and Trademark Office, (iii)
duties of patent applicants to disclose informattuat relates to their applications, (iv) whetherder what circumstances, and how many
times a third party can challenge an issued UShpatfore the US Patent and Trademark Office, (wthver and under what circumstances
patent applicants can lose their ability to enfdiesr patents in the United States based on thitire to disclose certain information relating
to their inventions, and (vi) how damages for pateflingement may be reduced based by a numbfactdrs, including the similarity of a
patented invention to preexisting technologies.
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We believe that the United States is by far thgdat single market for pharmaceuticals in the wdlketause of the critical nature of patent
rights to the pharmaceutical industry, changes3npdtent rules and laws could have a profound tefieour future profits. Several of the
patent rule and law changes that are being coreddmould significantly weaken patent protectionthim United States in general. They may
also have a disproportionately large negative irhpadhe biotechnology and pharmaceutical indusineparticular, as well as tilt the balar
of market control and distribution of profits be®evethe manufacturers of patented pharmaceuticdupte and the manufacturers of generic
pharmaceutical products towards the generics maturggs. At present there is considerable unceytais to which patent rules and laws \
be changed and whether changes to the patentwilledtimately be enforced or struck down by theucts.

A dispute regarding the infringement or misappropriation of our proprietary rights or the proprietary rights of others could be costly
and result in delays or termination of our future research, development, manufacturing and sales adties.

Our commercial success also depends upon ounyatoildevelop and manufacture our drug candidatdsrarket and sell drugs, if any, and
conduct our research and development activitielsawitinfringing or misappropriating the proprietaigyhts of others. There are many patents
and patent applications filed, and that may bealfiley others relating to drug discovery and devalept programs that could be determined to
be similar, identical or superior to ours or ogelisors or collaborators. We may be exposed todfiitigation by others based on claims that
our drug candidates, technologies or activitiegrige the intellectual property rights of othersimerous US and foreign issued patents and
pending patent applications owned by others emigié area of GPCRS, including some which purmoallbw the patent holder to control the
use of all drugs that modulate a particular drugetior GPCR, regardless of whether the infringingg bears any structural resemblance to a
chemical compound known to the patent holder atithe of patent filing. Numerous US and foreigrusg patents and pending patent
applications owned by others also exist in theapeutic areas in, and for the therapeutic targetsahich we are developing drugs. There
also numerous issued patents and patent applisatiothemical compounds or synthetic processesrthptbe necessary or useful to use in
our research, development, manufacturing or comialeation activities. These could materially affecrr ability to develop our drug
candidates or manufacture, import or sell drugd,aur activities, or those of our licensors or abtirators, could be determined to infringe
these patents. Because patent applications camtakg years to issue, there may be currently pgrajaplications, unknown to us, which
may later result in issued patents that our drunglickates or technologies may infringe. There alsg tre existing patents, of which we are
aware, that our drug candidates or technologiesinfepge. Further, there may be issued patenfseoding patent applications in fields
relevant to our business, of which we are or mapb® aware, that we believe (i) are invalid or wendt infringe; (ii) relate to immaterial
portions of our overall drug discovery, developmeminufacturing and commercialization efforts;idy in the case of pending patent
applications, the resulting patent would not bentgd or, if granted, would not likely be enforcada manner that would materially impact
such efforts. We cannot assure you that otherdrigphlehy of these patents or patent applicationsnail assert infringement claims against us
for damages or seek to enjoin our activities. V@ @annot assure you that, in the event of litigative will be able to successfully assert any
belief we may have as to non-infringement, invaidir immateriality, or that any infringement clamwill be resolved in our favor.

In addition, others may infringe or misappropriate proprietary rights, and we may have to ingittstly legal action to protect our
intellectual property rights. We may not be ablatiord the costs of enforcing or defending ouelletctual property rights against others.

Other organizations, companies and individualssaeking proprietary positions on genomics infororathat overlap with the government-
sponsored project to sequence the human genomedduities, or those of our licensors or collaliors, could be affected by conflicting
positions that may exist between any overlappinpgecs information made available publicly as aittesf the government-sponsored
project and genomics information that other orgatiins, companies or individuals consider to bgpetary. There could also be significant
litigation and other administrative proceeding®ium industry that affect us regarding patent ameiointellectual property rights. Any legal
action or administrative action against us, or@allaborators, claiming damages or seeking to argommercial activities relating to our di
discovery, development, manufacturing and commkzai#on activities could:

. require us, or our collaborators, to obtain a Iggeto continue to use, manufacture or market teeted drugs, methods or
processes, which may not be available on comméreedsonable terms, if at a
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. prevent us from importing, making, using, sellingpéfering to sell the subject matter claimed ingueis held by others and subject
us to potential liability for damage

. consume a substantportion of our managerial, scientific and finanaiesources; c
. be costly, regardless of the outcor

Furthermore, because of the substantial amountesfrial document and witness discovery requiredannection with intellectual property
litigation, there is a risk that some of our coefitial information could be compromised by disctesduring this type of litigation. In
addition, during the course of this kind of litigmat, there could be public announcements of theltesf hearings, motions or other interim
proceedings or developments. If securities analysisvestors perceive these results to be negatigeuld have a substantial adverse effect
on the trading price of our common stock.

We have been contacted from time to time by thadies regarding their intellectual property riglgsmetimes asserting that we may need a
license to use their technologies. If we falil taadb any required licenses or make any necessanyges to our technologies, we may be
unable to develop or commercialize some or allwfdrug candidates.

We cannot protect our intellectual property rights throughout the world.

Filing, prosecuting, defending and enforcing patemt all of our drug discovery technologies anadabur potential drug candidates
throughout the world would be prohibitively experesiCompetitors may use our technologies to deviglejp own drugs in jurisdictions
where we have not obtained patent protection. THasgs may compete with our drugs, if any, and maybe covered by any of our patent
claims or other intellectual property rights. Thevs of some foreign countries do not protect iatdllal property rights to the same extent as
the laws of the United States, and many comparaes bBncountered significant problems in protecéind defending such rights in foreign
jurisdictions. Many countries, including certairuatries in Europe, have compulsory licensing landar which a patent owner may
compelled to grant licenses to third parties (faraple, the patent owner has failed to “work” theention in that country or the third party
has patented improvements). In addition, many c@mlimit the enforceability of patents againstgmment agencies or government
contractors. In these countries, the patent owrasr Imave limited remedies, which could materialijiish the value of the patent.
Compulsory licensing of life-saving drugs is algebming increasingly popular in developing couste#&her through direct legislation or
international initiatives. Such compulsory licensesld be extended to include some of our drug ickatels, which could limit our potential
revenue opportunities. Moreover, the legal systeht®rtain countries, particularly certain devetaptountries, do not favor the aggressive
enforcement of patents and other intellectual ptggarotection, particularly those relating to lEohnology and/or pharmaceuticals, which
makes it difficult for us to stop the infringemagftour patents. Proceedings to enforce our patghtsrin foreign jurisdictions could result in
substantial cost and divert our efforts and attentiom other aspects of our business.

Risks Relating to Our Securities
*Qur stock price will likely be volatile, and your investment in our stock could decline in value.

Our stock price has fluctuated historically. Froamdary 1, 2007 to April 30, 2009, the market pa€eur stock was as low as $2.26 per share
and as high as $14.78 per share.

Very few drug candidates being tested will ultinhateceive FDA approval, and biotechnology or biaghaceutical companies may
experience a significant drop in stock price basea clinical trial result or regulatory action. IGuiock price may fluctuate significantly
depending on a variety of factors, including:

. the success or failure of our clinicgtage development programs or other results osides affecting the development of our d
candidates

. the timing of the discovery of drug leads and theedopment of our drug candidat

. the modification or termination of an existing eddbration or the entrance into, or failure to e, a new collaboratior

. the timing and receipt by us of milestone and nyyphyments or failing to achieve and receive thaes,

. changes in our research and development budgkéoesearch and development budgets of our existipgtential collaborator:
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. the introduction or withdrawal of drugs by othdratttarget the same diseases and conditions that wuer collaborators target or
the introduction of new drug discovery techniqt

. regulatory actions

. expenses related to, and the results of, litigaioth other proceedings relating to intellectuaperty rights or other matter
. financing strategy or decisior

. developments in intellectual property rights oatetl announcement

. capital market conditions; ar

. accounting change

We are not able to control many of these factdrsut financial or scientific results in a partiaulperiod do not meet stockholders’ or
analysts’ expectations, our stock price may dedimg such decline could be significant.

*There are a substantial number of shares of our anmon stock eligible for future sale in the public narket, and the sale of these
shares could cause the market price of our commonck to fall.

There were 74,284,300 shares of our common stostaouling as of March 31, 2009. We also had outgtgras of March 31, 2009 a seven-
year warrant we issued in June 2006 to purchas@B@%hares of our common stock at an exercise pfi§15.49 per share and a se-year
warrant we issued in August 2008 to purchase 13dd6shares of our common stock at an exercise pfi&.71 per share. As a result of our
issuance of common stock in April 2009 at a prielty a predefined adjustment price, such warrants were agljuss follows as of April 1.
2009: the June 2006 warrant is for 869,721 shdrearocommon stock at an exercise price of $14 &t8spare and the August 2008 warrai
for 1,160,532 shares of our common stock at anceseeprice of $7.35 per share. Additional equitigsdelow the pre-defined adjustment
price may result in additional adjustments to autstanding warrants. In addition, as of March 312, there were (i) options to purchase
7,686,675 shares of our common stock outstandidgruour equity incentive plans at a weighted-avemgrcise price of $8.90,

(i) 1,930,150 performance-based restricted statkawards outstanding under our 2006 Long-Ternemtive Plan, as amended, or LTIP,
(iii) 55,010 additional shares of common stock retimg issuable under our LTIP, (iv) 2,655 sharesahmon stock remaining issuable
under our 2001 Employee Stock Purchase Plan, asdedeand (v) 107,919 shares of common stock réngpissuable under our Deferred
Compensation Plan.

The shares described above, when issued, will bitadle for immediate resale in the public marKéte market price of our common stock
could decline as a result of such resales duestinireased number of shares available for saleeimarket.

Any future equity or debt issuances by us may haweilutive or adverse effects on our existing stockHders.

We have financed our operations, and we expeatritirwe to finance our operations, primarily byuisg and selling our common stock or
securities convertible into or exercisable for sisawf our common stock. In light of our need fodididnal financing, we may issue additional
shares of common stock or convertible securitias¢buld dilute your ownership in our company arai/rimclude terms that give new
investors rights that are superior to yours. Mosgpany issuances by us of equity securities magt loe below the prevailing market price of
our common stock and in any event may have a dduthpact on your ownership interest, which cowddse the market price of our common
stock to decline. In addition, we may also raisditmhal funds through the incurrence of debt, greholders of any debt we may issue
would have rights superior to your rights in themwve are not successful and are forced to segfrtitection of bankruptcy laws.

The holders of our stock and other securities mayake actions that are contrary to your interests, isluding selling their stock.

A small number of our stockholders hold a significamount of our outstanding stock. These stocldrslthay support competing
transactions and have interests that are diffdrent yours. Sales of a large number of shares ptmck by these large stockholders or other
stockholders within a short period of time couldedely affect our stock price.

We previously had disagreements with the holdeth®fvarrants we issued in connection with oure3ei Convertible Preferred Stock
financing regarding whether their original warraetditled them to receive exchange warrants folhmthe exercise of such warrants in full.
We entered into agreements to settle such disagresm/Ne may be involved with other disagreemeiitts tlve holders of our stock, warrau
or other securities in the future. Such disagreesneray lead to litigation which may be expensivd aonsume management’s time, or
involve settlements, the terms of which may notaw®rable to us.
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Our rights

agreement and certain provisions in ourcharter documents and Delaware law could delay orfgvent a change in

management or a takeover attempt that you may condér to be in your best interest.

We have adopted certain anti-takeover provisiorduding a stockholders’ rights agreement, dateaf &ctober 30, 2002, between us and
Computershare Trust Company, Inc., as Rights Agendmended. The rights agreement will cause sttatdilution to any person who
attempts to acquire us in a manner or on termsypjotoved by our board of directors.

The rights

agreement, as well as other provisiorwir certificate of incorporation and bylaws amdier Delaware law, could delay or prev

the removal of directors and other management aattlanake more difficult a merger, tender offepooxy contest involving us that you
may consider to be in your best interest. For exantpese provisions:

Item 6.

EXHIBIT NO.

allow our board of directors to issue preferredistwithout stockholder approve
limit who can call a special meeting of stockhoj
eliminate stockholder action by written consent

establish advance notice requirements for nomindtio election to the board of directors or forposing matters to be acted uj
at stockholders meeting

Exhibits.

DESCRIPTION

3.1

3.2

3.3

3.4

3.5

4.1

4.2

4.3

4.4

Fifth Amended and Restated Certificate of Incorgioreof Arena (incorporated by reference to Exh®it to Arena’s
quarterly report on Form 10-Q for the quarter endieae 30, 2002, filed with the Securities and ErgeaCommission on
August 14, 2002, Commission File No. -31161)

Certificate of Amendment of the Fifth Amended aresRted Certificate of Incorporation of Arena (immrated by
reference to Exhibit 4.2 to Arena’s registratioatsinent on Form S-8, filed with the Securities Brdhange Commission
on June 28, 2006, Commission File No. -135398)

Amended and Restated Bylaws of Arena (incorporbyeckference to Exhibit 3.1 to Arena’s report omR@-K filed with
the Securities and Exchange Commission on Octali#d@¥, Commission File No. 0-31161)

Certificate of Designations of Series A Junior Rgrating Preferred Stock of Arena, dated Novenhet002 (incorporate
by reference to Exhibit 3.3 to Arena’s quarterlgas on Form 10-Q for the quarter ended Septembe2@02, filed with
the Securities and Exchange Commission on Noveii¥he2002, Commission File No. (-31161)

Certificate of Designations of Series B-1 ConvéetiBreferred Stock and Series B-2 Convertible PredeStock of Arena,
dated December 24, 2003 (incorporated by referemEshibit 3.1 to Arena’s report on Form 8-K filedth the Securities
and Exchange Commission on December 30, 2003, CssioniFile No. 00-31161)

Rights Agreement, dated October 30, 2002, betwaenaand Computershare Trust Company, Inc. (incated by
reference to Exhibit 4.1 to Arena’s report on F&K filed with the Securities and Exchange Comnoissin November 1,
2002, Commission File No. 0-31161)

Amendment No. 1, dated December 24, 2003, to Riygteement, dated October 30, 2002, between Areda a
Computershare Trust Company, Inc. (incorporatecebBsrence to Exhibit 4.1 to Arena’s report on F@&iK filed with the
Securities and Exchange Commission on Decembe&2(8IB, Commission File No. 0-31161)

Amendment No. 2, dated November 16, 2006, to Riglgteement, dated October 30, 2002, between Arada a
Computershare Trust Company, Inc. (incorporatetebsrence to Exhibit 4.3 to Amendment No. 2 to Arsrregistration
statement on Form 8-A filed with the Securities &xg@¢hange Commission on November 16, 2006, Comandsie

No. 00(-31161)

Form of common stock certificates (incorporatedddgrence to Exhibit 4.2 to Arena’s registratioatetent on Form S-1,
as amended, filed with the Securities and Exch&waamission on July 19, 2000, Commission File N&-3594)
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10.1* 2009 Annual Incentive Plan for Arena’s executivBicef's (incorporated by reference to Exhibit 1@HAtena’s report on
Form &K filed with the Securities and Exchange CommisgianJanuary 29, 2009, Commission File No.-31161)
10.2 Common Stock Purchase Agreement between Arena aimiuwgh Opportunity Ltd., dated March 23, 2009 (impmrated by

reference to Exhibit 10.1 to Arena’s report on F@&iK filed with the Securities and Exchange Comimis®n March 23,
2009, Commission File No. 0-31161)

31.1 Certification of Chief Executive Officer pursuantRule 13-14(A) promulgated under the Securities Exchangeofd934
31.2 Certification of Chief Financial Officer pursuaot Rule 13-14(A) promulgated under the Securities ExchangeofAd934
32.1 Certification of Chief Executive Officer and Chiefnancial Officer pursuant to 18 U.S.C. Section@38d Rule 1344(B)

promulgated under the Securities Exchange Act 8#.
* Management contract or compensatory plan or arraage
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

Date: May 11, 200 ARENA PHARMACEUTICALS, INC.

By: /s/ Jack Liet
Jack Lief
President and Chief Executive Officer (principatentive
officer authorized to sign on behalf of the regist)

By: /s/ Robert E. Hoffma
Robert E. Hoffman, CP,
Vice President, Finance and Chief Financial Offiggimcipal
financial and chief accounting officer authorizedsign on
behalf of the registran
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EXHIBIT INDEX
EXHIBIT NO. DESCRIPTION
3.1 Fifth Amended and Restated Certificate of Incorfioreof Arena (incorporated by reference to Exh®it to Arena’s

3.2

3.3

3.4

3.5

4.1

4.2

4.3

4.4

10.1*

10.2

311

31.2
32.1

quarterly report on Form 10-Q for the quarter endigae 30, 2002, filed with the Securities and ErgeaCommission on
August 14, 2002, Commission File No. -31161)

Certificate of Amendment of the Fifth Amended aresRted Certificate of Incorporation of Arena (immrated by
reference to Exhibit 4.2 to Arena’s registratioatsent on Form S-8, filed with the Securities Brdhange Commission
on June 28, 2006, Commission File No. -135398)

Amended and Restated Bylaws of Arena (incorporbyeckference to Exhibit 3.1 to Arena’s report omR@-K filed with
the Securities and Exchange Commission on Octali#0d@¥, Commission File No. 0-31161)

Certificate of Designations of Series A Junior Rgrating Preferred Stock of Arena, dated Novenhe2002 (incorporate
by reference to Exhibit 3.3 to Arena’s quarterlgae on Form 10-Q for the quarter ended SeptemBe2@02, filed with
the Securities and Exchange Commission on Noveivhe2002, Commission File No. (-31161)

Certificate of Designations of Series B-1 ConvéetiBreferred Stock and Series B-2 Convertible PredeStock of Arena,
dated December 24, 2003 (incorporated by referemEshibit 3.1 to Arena’s report on Form 8-K filadth the Securities
and Exchange Commission on December 30, 2003, CssioniFile No. 00-31161)

Rights Agreement, dated October 30, 2002, betwaenaand Computershare Trust Company, Inc. (incated by
reference to Exhibit 4.1 to Arena’s report on F&K filed with the Securities and Exchange Comnoissin November 1,
2002, Commission File No. 0-31161)

Amendment No. 1, dated December 24, 2003, to Rijgteement, dated October 30, 2002, between Arada a
Computershare Trust Company, Inc. (incorporatecebsrence to Exhibit 4.1 to Arena’s report on F@&iK filed with the
Securities and Exchange Commission on Decembe2(8B, Commission File No. 0-31161)

Amendment No. 2, dated November 16, 2006, to Riglgteement, dated October 30, 2002, between Arada a
Computershare Trust Company, Inc. (incorporatetebsrence to Exhibit 4.3 to Amendment No. 2 to Arsrregistration
statement on Form 8-A filed with the Securities &xd¢hange Commission on November 16, 2006, Comanidsie

No. 00(-31161)

Form of common stock certificates (incorporatedddgrence to Exhibit 4.2 to Arena’s registratioatstment on Form S-1,
as amended, filed with the Securities and Exch&@waamission on July 19, 2000, Commission File N@&-3594)

2009 Annual Incentive Plan for Arena’s executivBicefs (incorporated by reference to Exhibit 1@HAtena’s report on
Form &K filed with the Securities and Exchange CommissianJanuary 29, 2009, Commission File No.-31161)

Common Stock Purchase Agreement between Arena aimiuéh Opportunity Ltd., dated March 23, 2009 (impmrated by
reference to Exhibit 10.1 to Arena’s report on F@&iK filed with the Securities and Exchange Cominis®n March 23,
2009, Commission File No. 0-31161)

Certification of Chief Executive Officer pursuantRule 13-14(A) promulgated under the Securities Exchangeofd934
Certification of Chief Financial Officer pursuaot Rule 13-14(A) promulgated under the Securities Exchangeofd934

Certification of Chief Executive Officer and Chieinancial Officer pursuant to 18 U.S.C. Section@a8d Rule 1344(B)
promulgated under the Securities Exchange Act 8#.

* Management contract or compensatory plan or arraage
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Exhibit 31.1

CERTIFICATION
I, Jack Lief, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Arena Pharmaceuticals, In

Based on my knowledge, this report does notatorny untrue statement of a material fact or don#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and ha

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoies designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

b) Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting to be designed un
our supervision, to provide reasonable assuram@ding the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registrattisslosure controls and procedures and presentiisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; ant

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal cordvelr financial reporting which are
reasonably likely to adversely affect the regidf’s ability to record, process, summarize and refpanhcial information; an

b)  Any fraud, whether or not material, that invawaanagement or other employees who have a sigmiffole in the registrant’s
internal control over financial reportin

Date: May 11, 2009

/sl Jack Lief
Jack Lief, President and Chief Executive Offi




Exhibit 31.2

CERTIFICATION
I, Robert E. Hoffman, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Arena Pharmaceuticals, In

Based on my knowledge, this report does notatorny untrue statement of a material fact or don#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and ha

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoies designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

b) Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting to be designed un
our supervision, to provide reasonable assuram@ding the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registrattisslosure controls and procedures and presentiisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; ant

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal cordvelr financial reporting which are
reasonably likely to adversely affect the regidf’s ability to record, process, summarize and refpanhcial information; an

b)  Any fraud, whether or not material, that invawaanagement or other employees who have a sigmiffole in the registrant’s
internal control over financial reportin

Date: May 11, 2009

/s/ Robert E. Hoffma
Robert E. Hoffman, CPA, Vice President, Finance and
Chief Financial Officel




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f Arena Pharmaceuticals, Inc. (the “Company¥)tfee period ended March 31,
2009, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), JacK,las President and Chief Executive
Officer of the Company, and Robert E. Hoffman, &e\WPresident, Finance and Chief Financial Offafegthe Company, each hereby certif
pursuant to 18 U.S.C. Section 1350, as adoptedipnt$o Section 906 of the Sarbanes-Oxley Act @22@hat to the best of his knowledge:

1. the Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeof 1934; anc

2. the information contained in the Report fairhggents, in all material respects, the financialdétion and results of operations of
the Company

/sl Jack Lief /s/ Robert E. Hoffma
Jack Lief Robert E. Hoffmar
President and Chief Executive Offic Vice President, Finance and Chief Financial Off

Date: May 11, 200 Date: May 11, 200



