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Elan’s significant progress in recent years is the result
of our ability to collaborate effectively with a variety of
organisations, our diverse platform of marketed drugs,
therapeutic candidates and technology solutions,
our core research strengths and our unwavering
commitment to improving patient lives.
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Plaques made of beta amyloid are a hall-
mark pathology of Alzheimer’s disease.
These images, produced in Elan labs, show
vascular beta amyloid in a mouse model of
the disease (main), and the beta amyloid
undergoing removal (inset) after treatment
with bapineuzumab (AAB-001).

ORIGINAL DISCIPLINED
SCIENCE APPLICATION
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A Letter from the Chairman

Dear Shareholders

Last year, we continued to make solid progress in all areas of our business, staying true to our commit-
ment to our shareholders, employees and patients.

In Tysabri for Multiple Sclerosis (MS), we ended the year with over 21,000 MS patients on treatment
around the world. A notable milestone in MS was the positive recommendation in the United Kingdom
by both the National Institute of Health and Clinical Experience (NICE) and the Scottish Medicines
Consortium for the use of Tysabri by people with highly active relapsing remitting multiple sclerosis.
This is the first treatment for MS to be recommended by NICE.

We received final approval by the FDA for use of Tysabri for patients in the U.S. with moderately to
severely active Crohn's disease (CD) who have had inadequate response to conventional CD therapies.
Tysabri for Crohn's patients has been available in the U.S. since February 2008.

In Alzheimer's, where we have multiple research programmes, our major programmes bapineuzumab
(AAB-001) and ELNDOO5 continue to advance in the clinic. By yearend 2007 we announced that first
patients were dosed in bapineuzumab Phase 3 and ELNDOO5 Phase 2 in the U.S.

We are pleased that our Drug Technologies and Commercial groups continued to make progress with
our management team having been refocused and strengthened. During the year, we noted the
generic alternative to Maxipime, one of our key products in infectious diseases. In response, the
management team responded in a timely fashion by realigning its commercial configuration to minimise
the business impact whilst preparing for the Tysabri commercialisation in Crohn's. Throughout the year,
the Drug Technologies business continued to defend its patent estate for its customer collaborators and
diversified its solid foundation to maintain its profitable growth.

The Board and | remain committed to Elan's future success and continue to have complete confi-
dence in the ability of Kelly Martin and the management team to achieve that success. As always, the
dedication of all our employees has been critical in the achievement of our goals in the past year. The
management team has consistently demonstrated its ability to advance the company towards profitable
growth, while adroitly responding to situations that have arisen during the year.

During the past several years, the Board, through the Nominating Committee, has pursued a significant
programme of review, change and refreshment of our Board of Directors.

focused objectives
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During 2007, the Nominating Committee continued on this endeavour to increase the mixture of
relevant backgrounds while maintaining an appropriate level of continuity. In May, we formally
welcomed the addition of Dr. Floyd Bloom and Mr. Jeff Shames to the Board. During the remainder of
2007, we announced Dr. Lars Ekman’s transition to non-executive Board member status, as well the
appointment of Mr. Jonas Frick and Mr. Giles Kerr as non-executive directors. We will continue the
process of renewing the Board.

| would like to thank my fellow Board members for their continued support, encouragement and
constructive advice during the past year.

| would like to specially recognise the dedicated service of Laurence G. Crowley, who has served on
the Board since 1996. Laurence will retire from the Board effective at the conclusion of the 2008 Annual
General Meeting (AGM). | and the Board would like to thank him for his dedication and his outstanding
contributions as a member of the Board during these years.

The Board and | remain committed to Elan’s future success and continue to have complete confidence
that the dedication of all our employees will result in the achievement of our goals.

| thank you, our shareholders, for your continuing support. My fellow Board members and | look forward

to advancements in the coming year which we believe will be a very significant year for the company.

MY

Kyran MclLaughlin
Chairman of the Board

meaningful progress
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A Letter from the President and CEO

Dear Shareholders,

2007 was a year to reinforce our operating principles of being patient focused, science based, driving execution
and producing tangible results, and remaining financially disciplined. Over the last five years, these
principles have been a consistent part of this company and provide a framework which guides our activity, plans
and strategic direction.

Advancements during the year were broad in scope. While listing the individual achievements would be
too numerous, the following highlight a number of major accomplishments that add to the progress of our
company that is focused on advancing our science forward toward those who need it most — the patients.

R&D: Advancing Our Science Towards the Patients
¢ \We made comprehensive advancements in our Alzheimer’s portfolio of programs.

¢ |[n our immunotherapy programs with Wyeth, our lead program, bapineuzumab (AAB-001), remains on
track. In addition to the ongoing Phase 2 trials, we initiated Phase 3. The Phase 3 program is composed of
four trials that will include approximately 4,000 patients across North America, the European Union (EU)
and the rest of the world (ROW). Elan is taking the development lead in North America, and Wyeth in the
EU and ROW. In December 2007, we announced that the first patient was dosed in the U.S. Both compa-
nies remain focused on completing the current Phase 2 trial and advancing the Phase 3 trials in 2008.

¢ |n addition, the active vaccine program, ACC-001, also advanced into Phase 2. This program is an important
part of our immunotherapeutic effort with Wyeth.

e EL.NDOOQb5, a small-molecule program in collaboration with Transition Therapeutics, also advanced in 2007.
We announced that the first patient was dosed for ELNDOO5 Phase 2 in December 2007 and remain
focused on driving this program forward.

¢ |n Discovery, we continue to explore a variety of approaches to Alzheimer's, Parkinson’'s and a multitude
of autoimmune diseases. We will maintain our approach of understanding both the biology as well as
the pathology of specific neurodegenerative and inflammatory diseases. We will apply our knowledge in
a manner that allows for the possibility of discovering and developing additional therapeutic options for
patients and physicians.

Commercial: Specialized Bridge to Patients

¢ \We continue to make solid progress on Tysabri with our collaborator, Biogen ldec, in Multiple Sclerosis
(MS), Crohn'’s disease (CD) and additional indications.

e Tysabriis now available in over 30 countries for MS. By year end, over 21,000 MS patients benefited from
Tysabri, representing an approximate 5% market share.

¢ During the year, we presented our benefit-risk case for Tysabriin CD to the joint Gastrointestinal and Drug
Safety and Risk Advisory Committee in the U.S. In January 2008, the FDA approved Tysabrifor CD patients
who have had inadequate response to conventional CD therapies in the U.S.

Impact and results
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Elan is taking the lead in commercializing Tysabriin CD. Leveraging the existing shared Tysabri infrastruc-
ture, we are mobilizing specialized teams to educate the key gastroenterologists in the U.S.

Continuing the life-cycle management of Tysabri remains an important aspect of maximizing the value of
this asset. To that end, Elan and Biogen |dec are advancing Tysabri into clinical trials for multiple myeloma
and ulcerative colitis.

Responding to the approval of a generic competitor for Maxipime in the hospital anti-infective market, we
quickly realigned our commercial configuration and successfully managed down our SG&A costs. We did
so without compromising our ability to commercialize in specialty markets like Crohn’s disease and neuro-
pathic pain in the near term, and Alzheimer’s disease in the long term.

Our Drug Technologies (EDT) business continued to grow revenue and cash flow.

Continued advancements made by our client collaborators in their respective programs, like Luvox CR,
paliperidone, fampridine and budesonide, continue to reinforce the distinct capabilities that EDT delivers
to help clients advance their science to patients. Further client progress will allow for growth in the depth
and breadth of our portfolio.

Elan Corporation, plc: Foundation, Discipline and Transparency

e Strategically, operationally and financially, we continued to make progress towards establishing the world's
leading neuroscience-based biopharmaceutical company.

We further reduced our global footprint in 2007. We integrated development and commercial functions
from San Diego into our South San Francisco campus, and brought the Stevenage (UK) operations into our
Dublin location. This new infrastructure enables us to efficiently leverage support functions and expedite
communication and teamwork across all areas of the company. We will continue to expand our Dublin-
based headquarters to further grow our activity in both the EU and Japan/Asia regions.

Talent recruitment, development and deployment has been one of our main focus areas. \We added nearly
200 professionals with needed expertise and experience to continue to advance our programs and initiatives.

Consistent with our commitment to transparency and operating discipline, we have and will continue to
report the EDT business separate from the Biopharmaceuticals business. This practice will ensure that
we accurately represent the different business drivers and the distinct operational risks of each business
in our portfolio.
Our achievements during 2007 have been significant, and we are resolute in our commitment to make
meaningful progress in all areas of our business — to advance our unigue science toward providing
therapeutic choice for patients, their families and their caregivers. We thank you, our shareholders, for your
continued support and encouragement.

v

i

G. Kelly Martin
President and CEO

changed lives
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History and Development of the Company

Elan, an Irish public limited company, is a neuroscience-based bio-
technology company headquartered in Dublin, Ireland. \We were incor
porated as a private limited company in Ireland in December 1969
and became a public limited company in January 1984. Our principal
executive offices are located at Treasury Building, Lower Grand Canal
Street, Dublin 2, Ireland, and our telephone number is 353-1-709-4000.
Our principal research and development, manufacturing and marketing
facilities are located in Ireland and the United States.

Business Overview

Ouroperationsareorganisedintotwobusinessunits: Biopharmaceuticals
and Elan Drug Technologies (EDT). Biopharmaceuticals engages in
research, development and commercial activities primarily in the
following areas:

Alzheimer’s disease (AD). Our scientists have been leaders in
Alzheimer's disease research for more than two decades, and insights
from their work have evolved the field’s fundamental view of the
disease. Today, we are testing several compounds in clinical studies
with the hope that they may result in therapies that may alter the
underlying cause of the disease.

Parkinson’s disease. Our research effort in Parkinson’s disease is
designed to improve our understanding of the condition and, as we
have done with Alzheimer's disease, to translate that understanding
into potential new approaches to treatment.

Multiple sclerosis (MS). Our researchers pioneered an approach to MS
that led to the approval of Tysabr® (natalizamab), the first new class of
therapy approved for relapsing remitting MS in nearly a decade.

Crohn’s disease (CD). We recently gained the U.S. Food and Drug
Administration (FDA) approval of Tysabri for Crohn's disease therapy
and continue to make progress in our work on this and other related
disorders.

Severe chronic pain. Our researchers synthesised the venom of a
sea snail into Prialt® (ziconotide intrathecal infusion), the first new intra-
thecal treatment for severe chronic pain in nearly 20 years.

EDT is an established, profitable and growing specialty pharmaceutical
business unit of Elan. For nearly 40 years, EDT has been applying its
skills and knowledge to enhance the performance of dozens of drugs
that have been marketed worldwide. Today, products enabled by EDT
technologies are used by millions of patients each day.




Alzheimer’s Disease

Alzheimer's disease is a degenerative brain disorder that primar-
ily affects older people. It can begin with simple forgetfulness,
but rapidly progresses into more advanced symptoms, includ-
ing confusion, language disturbances, personality and behavior
changes, impaired judgement and profound dementia. As the
disease advances, most patients will eventually need complete
skilled nursing care, and in the absence of other ilinesses, the
progressive loss of brain function will likely cause death. It is
estimated that more than 5 million Americans and more than
24 million people worldwide, at the age of 60 years or older,
suffer from some form of dementia.

Elan’s Approach to

Alzheimer’s Disease

A hallmark pathology of Alzheimer's
disease is the formation of plaques
made of beta amyloid that are
formed through a process known
as the beta amyloid cascade. Beta
amyloid is actually a small part of

a larger protein called the amyloid
precursor protein (APP). Beta
amyloid is formed when enzymes
called secretases “clip” (or cleave)
APP. It is becoming increasingly
clear that once beta amyloid is
released, it exists in multiple
physical forms with distinct func-
tional activities. It is believed that
the toxic effects of these forms are
likely responsible for the complex
mental disruption characteristic of
Alzheimer's disease.

Our scientific approach to treating
Alzheimer's disease focuses on the
beta amyloid hypothesis, as it is
believed that blocking the genera-
tion of beta amyloid in the brain or
enhancing the clearance of beta
amyloid from the brain will result
in the successful treatment of
Alzheimer's disease patients. Our
efforts are focused on three distinct

aspects of the beta amyloid cascade:

e C(Clearing existing beta amyloid
from the brain (beta amyloid
immunotherapies);

e Preventing aggregation of beta
amyloid in the brain (ELNDO005);
and

e Preventing production of beta
amyloid in the brain (secretase
inhibitors).

Our scientists are investigating
three key therapeutic approaches
that target the elimination and
prevention of production or
aggregation of beta amyloid. In
collaboration with Wyeth, we are
developing beta amyloid immu-
notherapies. Separately, we have
research programmes focused on
small molecule inhibitors of beta
secretase and gamma secretase,
enzymes whose actions result in
the over-production of beta amyloid
in the brains of patients with
Alzheimer's disease. In collabora-
tion with Transition Therapeutics,
Inc. (Transition), we are developing
a small molecule therapeutic that
acts by breaking down and pre-
venting the aggregation of beta
amyloid fibrils.

Beta Amyloid Immunotherapies
Beta amyloid immunotherapy
pioneered by Elan involves the treat-
ment of Alzheimer’s disease by
inducing or enhancing the body's
immune response in order to clear
toxic species of beta amyloid from
the brain. In collaboration with
Wyeth, our scientists have been
developing a series of monoclonal
antibodies and active immunisa-
tion approaches that may have the
ability to selectively clear a variety
of beta amyloid species. These new

Our original approach to AD includes

a network of diverse organisations,
whose unique expertise allows us to
understand and tackle the disease from
many perspectives. We collaborate with
leading researchers and labs around

the world to enhance the field’s basic
understanding of the disease, and
launched a programme in 2005 with the
Alzheimer's Drug Discovery Foundation
(ADDF) to provide funding for promising
early-stage research efforts that seek
to identify novel therapeutic targets.
With Wyeth and Transition Therapeutics,
we are moving specific programmes
through the clinic and closer to patients.
And we support organisations like the
Alzheimer’s Association, whose mis-
sion is to advance understanding of AD
and provide information and services to
those who are affected.

Wyeth

) Transition
therapeutics inc.

00
<o @ @ @« Alzheimer's Drug Discovery Foundation
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Microglia are cells that help protect the
brain and central nervous system from
invading micro-organisms. This image,
produced in Elan labs, shows microglia
(in green) engulfing an amyloid plaque
(in red) in a mouse model of Alzheimer's
disease after treatment with bapineu-
zumab (AAB-001).

approaches have the potential to
deliver immunotherapies with robust
and specific therapeutic activity.

The first candidate from the col-
laboration with Wyeth, AN-1792

(an immunoconjugate vaccine),
showed great promise but was
discontinued in 2002 when a small
subset of patients (6%) developed
a type of brain inflammation. The
AN-1792 programme played a major
role in advancing the understanding
of the relationship between beta
amyloid and Alzheimer's disease,
and contributed to a growing body
of scientific evidence pointing to
the promise of immunotherapies as
potential treatments for Alzheimer’s
disease. Long-term follow-up

data presented in 2007 evaluated
participants from the AN-1792
Phase 2 clinical trial and found that
4.5 years after dosing had stopped,
patients who had responded to
treatment continued to show sig-
nificantly slower decline, compared
to placebo patients, on two key
measures of patient function: the
Disability Assessment for Dementia
and the Dependence Scale.

Based upon the proof of principle
established by work on AN-1792,
four distinct new programmes
emerged that seek to build upon
the promising efficacy signal,
including bapineuzumab (AAB-001),
which is generally viewed as one

of the most advanced programmes
with disease-modifying potential in
the field, and ACC-001.

Bapineuzumab (AAB-001) and
AAB-002 with Wyeth
Bapineuzumab (AAB-001) is

an experimental humanised
monoclonal antibody delivered
intravenously that is being studied
as a potential treatment for mild

to moderate Alzheimer’s disease.
Bapineuzumab is thought to bind to
and clear beta amyloid peptide in
the brain. It is designed to provide
antibodies to beta amyloid directly
to the patient, rather than requiring
patients to mount their own

immune responses. Bapineuzumab
has received fast-track designation
from the FDA, which means that it
may receive expedited approval in
certain circumstances, in recogni-
tion of its potential to address the
significant unmet needs of patients
with Alzheimer’s disease.

In May 2007, Elan and Wyeth
announced the decision to initiate
a Phase 3 clinical programme for
bapineuzumab. The Phase 3 pro-
gramme encompasses studies in
North America and the rest of the
world (ROW). In December 2007,
we announced that the first patient
had been dosed in the studies
taking place in North America. It is
expected that the ROW studies will
begin enrolling patients during the
first half of 2008.

The Phase 3 programme includes
four randomised, double-blinded,
placebo controlled studies across
two subpopulations, which are
designed to total approximately
4,000 patients with mild to mod-
erate AD at approximately 350
sites. The treatment duration for
each patient is 18 months with
patients to be equally distrib-

uted between North America

and the rest of the world. The
studies stratify patients by ApoE4
genotype, and all studies have co-
primary efficacy end points — one
cognitive and one functional.

Two Phase 2 studies of bapineu-
zumab remain ongoing and are
expected to be completed in 2008.
Both studies are randomised,
double-blind, placebo-controlled,
multiple ascending dose studies
with four dose cohorts. The main
Phase 2 study enrolled approxi-
mately 240 patients, and the other
enrolled approximately 30 patients
and included a beta amyloid
imaging component. Both studies
are being conducted in patients
with mild to moderate Alzheimer's
disease. The patients are being fol-
lowed for 18 months. Data from the
Phase 1 clinical study presented
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in 2006 showed a statistically sig-
nificant improvement, compared to
placebo, on a key measure of cogni-
tive function: the Mini-Mental State
Examination.

In addition to the intravenous
formulation of bapineuzumab, a
subcutaneous formulation of this
antibody is in Phase 1 clinical trials,
and AAB-002, a back-up compound
to bapineuzumab, is in the preclin-
ical phase.

ACC-001 (Active Immuno-
therapeutic Conjugate) with
Wyeth

ACC-001 is a novel beta amyloid
immunoconjugate that leverages
the innovative conjugate technology
that Wyeth has used in some of its
vaccine products. ACC-001 has also
been granted fast track designation
by the FDA and is in Phase 2 clinical
trials. The ACC-001 approach is
intended to induce a highly specific
antibody response to beta amyloid.
The goal is to clear beta amyloid
while minimising side effects such
as inflammation of the central
nervous system.

ELNDO005 with Transition

In 2006, we entered into an exclu-
sive, worldwide collaboration with
Transition for the joint development
and commercialisation of a novel
therapeutic agent for Alzheimer'’s
disease.

The molecule, ELNDOO5, is a
beta-amyloid anti-aggregate that
has been granted fast track des-
ignation by the FDA. Based upon
preclinical data, by blocking the
aggregation of beta amyloid, clear-
ance of amyloid occurs and plaque
build up is prevented. Daily oral
treatment with this compound

has been shown to prevent cogni-
tive decline in a transgenic mouse
model of Alzheimer's disease, with
reduced amyloid plaque load in the
brain and increased survival rate of
these animals.

In December 2007, Elan and
Transition announced that the first

patient had been dosed in a Phase
2 clinical study. This study is a
randomised, double-blind, placebo-
controlled, dose-ranging study
which evaluates the safety and effi-
cacy of ELNDOO5 in approximately
340 patients with mild to moderate
Alzheimer's disease. The patients
are being followed for 18 months.

In 2007, it was also announced that
multiple Phase 1 clinical studies
had been completed that further
evaluated the safety, tolerability and
pharmacokinetic profile of this com-
pound. ELNDO05 was found to be
safe and well-tolerated at all doses
and dosing regimens examined. No
severe or serious adverse events
were observed. ELNDOO5 was

also shown to be orally bioavail-
able, cross the blood-brain barrier
and achieve levels in the brain

and cerebral spinal fluid shown to
be effective in animal models of
Alzheimer's disease.

Secretase Inhibitors: Beta and
Gamma

Beta and gamma secretases are
proteases (enzymes that break
down other proteins) that appear
to clip the APP, resulting in the
formation of beta amyloid. This is
significant because if the clipping
of APP could be prevented, the
pathology of Alzheimer's disease
may be changed. We have been
at the forefront of research in
this area, publishing extensively
since 1989, and have developed
and are pursuing advanced dis-
covery programmes focused on
molecule inhibitors of beta and
gamma secretases.

Beta Secretase

Beta secretase is believed to ini-
tiate the first step in the formation
of beta amyloid, the precursor to
plague development in the brain.
Our findings concerning the role
beta secretase plays in beta amyloid
production, published in Nature in
1999, are considered a landmark
discovery. Today, we continue to

be at the centre of understanding
the complexities of beta secretase.
Our ongoing preclinical drug dis-
covery efforts in this area focus on
inhibiting beta secretase and its role
in the progression of Alzheimer's
disease pathology.

Gamma Secretase

Gamma secretase is an unusual
multi-protein complex that is
thought to play a significant role in
the formation of beta amyloid. We
have played a critical leadership
role in the increased awareness of
how gamma secretase may affect
Alzheimer's disease pathology. Our
finding, published in the Journal

of Neurochemistry in 2001, that
functional gamma secretase inhibi-
tors appear to reduce beta amyloid
levels in the brain, was an impor-
tant step in this area of Alzheimer’s
disease research. We continue to
progress our gamma secretase dis-
covery programme.

In addition to internal programmes,
we retain certain rights to an Eli
Lilly and Company (Lilly) LY 450139
compound, which arose from a
collaborative research between

the two companies that began

in 1988 and ended in 1998. In
January 2008, Lilly announced

that it has commenced prepara-
tory work for Phase 3 trials for LY
450139 for mild to moderate AD
patients, with estimated enrollment
of 1,500 patients. Each patient’s
participation is expected to last
approximately two years.
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Parkinson’s Disease

Parkinson’s disease is a progressive degenerative neurologic
movement disorder that destroys nerve cells in the part of
the brain responsible for muscle control and movement. This
creates problems walking, maintaining balance and coordina-
tion in patients diagnosed with the disease. It is estimated that
1.5 million Americans currently have Parkinson's disease, with
60,000 new cases diagnosed each year. The condition usually
develops after the age of 65, but an estimated 15% of sufferers

In addition to our internal programmes
for PD, we collaborate with world class
experts to expand the body of scientific
knowledge around this disease. Our
researchers have been actively work-
ing with scientists from The Parkinson’s
Institute and Clinical Center and have
made significant progress in developing
a new animal model, which could enable
our ability to evaluate new approaches
to treating this disease. In 2007, we
expanded our effort with the Michael

J. Fox Foundation by initiating a grant
programme designed to identify and
fund promising projects, helping them
to advance more quickly from the lab to
the clinic.

care ‘

The
Parkinson’s Institute
and Clinical Center

\/\\)

THE MICHAEL J.

FOX

FOUNDATION FOR
PARKINSON'S
RESEARCH

are diagnosed before the age of 50.

Elan’s Parkinson’s Research
Elan’s early discovery efforts in
Parkinson’s disease were guided
by our expertise and leadership

in Alzheimer’s disease research.
Our scientists have made sig-
nificant scientific progress to date
in identifying unusual modified
forms of alpha-synuclein in human
Parkinson’s disease brain tissue.
These unique forms have led us
to a series of therapeutic targets
that will be a focus of our small
and large molecule drug discovery
efforts over the next few years.

Our scientists are also studying
parkin, a protein found in the brain
that has been genetically linked to
Parkinson'’s disease. Parkin may
be involved in the elimination of
misfolded proteins within neurons.
Some familial forms of Parkinson’s
disease have been linked to muta-
tions in parkin, and we are actively
studying the relationship between
parkin activity and neurodegenera-
tion. This research is in the drug
discovery stage.

Parkinson’s disease is characterised by
the death of cells in the brain that pro-
duce dopamine, a neurotransmitter that
helps control movement and behavior.
These images, produced in Elan labs,
illustrate dopamine cell loss in an animal
model of the disease. On the left, the
dense dark lines represent abundant
dopamine cells in the substantia nigra
(top) and striatum (bottom) of a normal
animal. On the right, you see degenera-
tion of those cells in an animal express-
ing the disease pathology.
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Multiple Sclerosis

In autoimmune diseases such as MS and CD, the immune
system mistakenly targets the cells, tissues and organs of a
person’s body, generally causing inflammation. Inflammation
is a response of body tissues to trauma, infection, chemical or
physical injury, allergic reaction or other factors. It is usually char
acterised by a collection of cells and molecules at a target site.
Different autoimmune diseases affect the body in different ways.
For example, in MS, the autoimmune reaction is directed against
the brain, and in Crohn’s disease, it is directed against the
gastrointestinal tract. Autoimmune diseases are often chronic,
affecting millions of people and requiring life-long care. Most
autoimmune diseases cannot currently be reversed or cured.

Alpha 4 Integrin and Tysabri

Our therapeutic strategy for treating
autoimmune diseases is to identify
mechanisms common to autoimmune
diseases and develop novel therapeu-
tics that stop the underlying causes of
disease. Alpha 4 integrin is a protein
expressed by immune cells that
allows those cells to leave the blood-
stream and invade target tissues.
Blocking alpha 4 integrin stops
immune cells from entering tissues.

Tysabriis an alpha 4 integrin antago-
nist. Tysabriis designed to inhibit
immune cells from leaving the blood-
stream and to prevent these immune
cells from migrating into chronically
inflamed tissue where they may
cause or maintain inflammation.
Tysabri was developed and is now
being commercialised by Elan in
collaboration with Biogen Idec Inc.
(Biogen Idec).

Tysabri for the Treatment of
Multiple Sclerosis

In June 2006, the FDA approved the
reintroduction of Tysabrias a mono-
therapy to treat relapsing forms of
MS. Approval for the marketing of
Tysabriin the European Union was
also received in June 2006. The distri-
bution of Tysabriin both the United
States and European Union com-
menced in July 2006. Tysabri
currently is approved in more than

30 countries worldwide, including the
United States, the countries of the

European Union, Switzerland, Canada,
Australia, New Zealand and Israel.

In the United States, Europe and

the ROW, provisions are in place to
ensure patients are informed of the
risks associated with Tysabri therapy,
including progressive multifocal
leukoencephalopathy (PML), and to
enhance collection of post-marketing
data on the safety and utilisation of
Tysabrifor MS. PML is an opportu-
nistic viral infection of the brain that
usually leads to death or severe dis-
ability. Three cases of PML were
detected in clinical trials with Tysabri
among patients who were also taking
other therapies, leading to a tempo-
rary marketing suspension of the
product in the United States in
February 2005.

As of late December 2007, there
were approximately 21,100 patients
receiving Tysabriin either clinical or
commercial settings, with 12,900
patients on Tysabriin the U.S. com-
mercial setting, 7,500 on Tysabri
outside of the United States in the
commercial setting, and 700 patients
in global clinical trials. The safety data
to date continue to support a favour-
able benefit-risk profile for Tysabri.
There have been no new reports of
confirmed cases of PML since the
U.S. reintroduction and EU launch in
July 2006. Global in-market net sales
of Tysabri totalled $342.9 million for
2007 (2006: $38.1 million).

Since the late 1990's, we have actively
collaborated with Biogen Idec to develop
and commercialise natalizumab for
multiple indications, including MS. By the
end of the 2007, Tysabri was approved
for MS in 30 countries around the world,
and over 21,000 patients were using this
treatment. In addition, we support the
work of patient advocacy groups, like the
National Multiple Sclerosis Society, that
offer support and services to MS patients
that help enable them to live full and
productive lives.

|
 biogen idec |
|

—

National
Multiple Sclerosis
Society

™
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In January 2008, Tysabri was approved
for treatment of Crohn's disease in the
US, bringing a new mechanism of action
and new therapeutic choice to patients.
Tysabri is not approved for treatment of
Crohn'’s disease in the EU.

|
 biogen idec |

™

The Ride for Crohn’s & Colitis

Crohn’s Disease and Additional Indications

An estimated 500,000 people in the United States have Crohn's
disease, a chronic and progressive inflammatory disease of
the gastrointestinal tract that commonly affects both men and
women. Approximately 170,000 patients suffer from moderate

to severe forms of the disease.

The disease usually causes diarrhea
and crampy abdominal pain, often asso-
ciated with fever and, at times, rectal
bleeding. Loss of appetite and weight
loss also may occur. Complications
include narrowing of the intestine,
obstruction, abscesses, fistulas
(abnormal channels connecting the
intestine and other organs, including
the skin) and malnutrition. Most
patients eventually require surgery,
which has both risks and potential
short- and long-term complications.

Crohn’s disease can have a devas-
tating impact on the lifestyle of
patients, many of whom are young
and active. Currently, there is no
medical or surgical cure for CD.
Many patients fail to respond to
current therapies, including biological
therapies such as agents that inhibit
tumor necrosis factor alpha (TNF-
alpha). Due to this failure of current
therapies in CD, therapies that have
alternate biological targets provide
patients and physicians with thera-
peutic options.

Tysabri for the Treatment of
Crohn’s Disease

We evaluated Tysabri as a treatment
for CD in collaboration with Biogen
Idec. The safety and efficacy of
Tysabri as both an induction and

maintenance therapy were evaluated
in 11 clinical studies, including three
pivotal, randomised, double-blind,
placebo-controlled, multi-centre trials.

On 14 January 2008, the FDA
approved the supplemental Biologics
License Application (sBLA) for
Tysabri, for inducing and maintaining
clinical response and remission in
adult patients with moderately to
severely active CD, with evidence

of inflammation, who have had an
inadequate response to, or are unable
to tolerate, conventional CD therapies
and inhibitors of TNF-alpha.

In January 2008, we were notified
by the European Commission that
it had denied marketing authorisa-
tion of Tysabri as a treatment of
Crohn'’s disease.

Additional Indications for Tysabri
Elan and Biogen Idec continue to
explore additional indications for
Tysabri, including oncology and
ulcerative colitis. An Investigational
New Drug (IND) application

was filed for Tysabri for multiple
myeloma in 2007 and a proof of
concept study is planned for the
first half of 2008.
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Additional Autoimmune Diseases
Research & Development

Our ongoing research in autoimmune
diseases is primarily based on cell
trafficking and focuses on discovering
disease-modifying approaches to
treating a wide range of autoimmune
diseases, including MS and CD.
Tysabri emerged from this research
programme. In 2007, we continued
our research exploring novel anti-
inflammatory approaches through

our collaboration with Archemix Corp.
(Archemix) in addition to our core
alpha 4 integrin programmes.

Since first publishing the hypothesis
concerning the therapeutic potential
of blocking alpha 4 integrin in 1992,
our scientists have been expanding
and refining our understanding

of how cells enter tissues. Through
this deep understanding, we have
developed small molecules that

can selectively block particular
alpha 4 integrin interactions. We
have advanced two compounds in
this area, with ELNDOO2 currently
in Phase 1 and ELND004 expected
to enter Phase 1 in the first half

of 2008.

In Inflammatory Bowel Disease, cells
from the body’s own immune system
migrate into tissues in the digestive
tract, causing harmful inflammation.
These images, produced in Elan labs,
show immune cells infiltrating an
inflamed intestinal lining in an animal
model of the disease (top), and the
intestinal lining returned to normal
appearance after treatment with
ELNDOO4, an oral small molecule
designed to block such cell migration
and thus prevent inflammation.
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Pictured above is conus magus, a sea
snail that lives in the tropical waters

of the Philippine Islands. Scientists
discovered that the paralysing venom —
made up of peptides — used by the sea
snail to hunt could stop some nerve cells
from sending pain signals to the brain.
This insight led to the development and
approval of Prialt (ziconotide), a synthetic
equivalent of the snail’s venom that is
indicated for the treatment of certain
types of severe chronic pain. Severe
chronic pain is a condition that requires
a community of support and education.
We are proud to work with organisations
like the National Pain Foundation, which
has provided reliable information and
services to patients and their health care
providers since 1998.

National
Pain
Foundation

www.nationalpainfoundation.org

Severe Chronic Pain

Our commercial activities related to meeting the needs of pain
specialists addressing severe chronic pain involve Prialt, a new
type of therapy for patients that we launched in the United

States in January 2005.

Prialt

On December 28, 2004, the FDA
approved Prialt for the management
of severe chronic pain in patients
for whom intrathecal therapy (IT) is
warranted, and who are intolerant
of or refractory to other treatments,
such as systemic analgesics,
adjunctive therapies or intrathecal
morphine. Prialt is approved for use
only in the Medtronic SynchroMed®
EL, SynchroMed® Il Infusion
System and CADD-Micro®
ambulatory infusion pump.

Prialt is administered through appro-
priate programmable microinfusion
pumps that can be implanted or
external and that release the drug
into the fluid surrounding the spinal
cord. Prialtis in a class of non-
opioid analgesics known as N-type
calcium channel blockers. It is a
synthetic equivalent of a naturally
occurring conopeptide found in

a marine snail known as Conus
magus. Research suggests that the
novel mechanism of action of Prialt
works by targeting and blocking
N-type calcium channels on nerves
that ordinarily transmit pain signals.

Prialt has been evaluated as an IT
infusion in more than 1,200 patients
participating in chronic pain trials.
The longest treatment duration to
date is more than eight years. This
combined number of patients repre-
sents the largest IT analgesic safety
database ever complied for any IT
treatment. Prialt is used in a variety
of severe chronic pain patients,
including patients with failed back
surgery, complex regional pain
syndrome, cancer, AIDS and other
non-malignant causes.

In January 2005, we launched Prialt
in the United States. We believe
Prialt represents an important thera-
peutic option addressing an unmet
need and that it has the potential
for significant patient impact in

the area of severe neuropathic

pain. In October 2007, the revised
Polyanalgesic Consensus Guidelines
were published and recommended
Prialt as a first-line alternative to
morphine and hydromorphone for
the IT infusion treatment of severe
chronic pain. Revenue from sales of
Prialt totalled $12.3 million for 2007
(2006: $12.1 million).

In March 2006, we sold the Prialt
European rights to Eisai.
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Maxipime and Azactam

Severe bacterial infections remain a major medical concern. We
distribute two products that treat severe bacterial infections,
each designed to address medical needs within the hospital

environment.

Maxipime

We licensed the U.S. marketing
rights to Maxipime® (cefepime
hydrochloride) from Bristol-Myers
Squibb Company (Bristol-Myers) in
January 1999. Maxipime is a fourth-
generation injectable cephalosporin
antibiotic used to treat patients
with serious and/or life-threatening
infections. Revenue from sales of
Maxipime totalled $122.5 million
for 2007 (2006: $159.9 million).
The basic U.S. patent on Maxipime
expired in March 2007. On 18
June 2007, the first generic formu-
lation of cefepime hydrochloride
was approved by the FDA. Generic
cefepime hydrochloride has, and
we expect it will continue to,
materially and adversely affect our
revenues from, and gross margin
for, Maxipime. While Maxipime is
available through distributors, we no
longer promote this product.

Azactam

We licensed the U.S. marketing
rights to this injectable antibiotic
from Bristol-Myers in January 1999.
Azactam® (aztreonam for injection,
USP) is a monobactam and is prin-
cipally used by surgeons, infectious
disease specialists and internal
medicine physicians to treat pneu-
monia, post-surgical infections and
septicemia. Azactam is often used
in these infections for patients who
have a known or suspected peni-
cillin allergy. Revenue from sales
of Azactam totalled $86.3 million
for 2007 (2006: $77.9 million).

The basic U.S. patent on Azactam
expired in October 2005. No
generic Azactam product has been
approved to date. While Azactam is
available through distributors, we
no longer promote this product.

Please refer to the “Financial Review" for additional information concerning
our revenue by category for 2007 and 2006.
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Biopharmaceuticals
Products and Pipeline

Neurodegenerative Diseases

Preclinical
Approved
Marketed

Discovery
Filed

Alzheimer's Disease Immunotherapies (with Wyeth)

Bapineuzumab (AAB-001) Monoclonal Antibody Intravenous

Bapineuzumab (AAB-001) Monoclonal Antibody Subcutaneous
AAB-002 Monoclonal Antibody
ACC-001 Immunoconjugate

Alzheimer's Disease Abeta Aggregation Inhibitors
(with Transition Therapeutics)

ELNDO005

Alzheimer's Disease Secretase Inhibitors

Beta Secretase Research

Gamma Secretase Research
Gamma Secretase Inhibitor (LY450139 - Eli Lilly)

Parkinson’s Disease

Parkinson’s Research

Autoimmune Diseases

Multiple Sclerosis (with Biogen Idec)

Tysabri® (natalizumab) (U.S.)
Tysabri® (natalizumab) (EU)

Crohn's Disease (with Biogen Idec)

Tysabri® (natalizumab) (U.S.)

Autoimmune Diseases

Small Molecules natalizumab Follow-Ons

Autoimmune Research

Severe Chronic Pain and Infectious Diseases

Severe Chronic Pain

Prialt® (ziconotide intrathecal infusion) (U.S.)

Infectious Diseases

Azactam® (aztreonam for injection, USP) (U.S.)

Maxipime® (cefepime hydrochloride) for Injection (U.S.)

i
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Elan Drug Technologies

EDT is an established, profitable and growing specialty pharma-
ceutical business unit of Elan. For nearly 40 years, EDT has been
applying its skills and knowledge to enhance the performance
of dozens of drugs that have been marketed worldwide. Today,
products enabled by EDT technologies are used by millions of

patients each day.

EDT is focused on using its exten-
sive experience, proprietary drug
delivery technologies and licensing
capabilities to develop innova-

tive products that deliver clinically
meaningful benefits to patients.
EDT's product development
capabilities span formulation devel-
opment, clinical trial management,
analytical development, clinical trial
material manufacturing, product
scale-up, product registration and
commercial manufacturing.

EDT has manufacturing and
research facilities in the United
States and Ireland.

EDT generated $286.2 million in
revenue in 2007, and an operating
profit of $76.3 million. EDT gener-
ates revenue from two sources:
from royalties and manufacturing
fees from licensed products, and
from contract revenues relating
to R&D services, license fees
and milestones.

Typically, EDT receives royalties

in the single digit range as well

as manufacturing fees based on
cost plus arrangements where
appropriate. More recently, EDT
has brought product concepts to a
later stage of development before
out-licensing and as a result has
been able to retain an increasing
proportion of the economics. There
are currently 22 products marketed
by EDT licensees, with eight of
these having been launched since
2001. EDT has a broad pipeline,
with 17 products in clinical devel-
opment, including three filed, four
in Phase 3, five in Phase 2 and

five in Phase 1. These marketed
and pipeline products and EDT's
technologies are protected by an
extensive intellectual property
portfolio, with approximately 1,700
patents and patent applications.

Technologies

NanoCrystal Technology

EDT's proprietary NanoCrystal®
technology is a drug optimisation
technology applicable to many
poorly water-soluble compounds.
It is an enabling technology for
evaluating new chemical entities
exhibiting poor water-solubility
and a tool for optimising the per-
formance of established drugs.
NanoCrystal technology involves
reducing crystalline drugs to par-
ticles under 400 nanometres in
size. By reducing particle size, the
exposed surface area of the drug
is increased and then stabilised to
maintain particle size. The drug in
NanoCrystal form can be incorpo-
rated into common dosage forms,
including tablets, capsules, inhala-
tion devices, and sterile forms for
injection, with the potential for
substantial improvements to
clinical performance.

The potential benefits of applying
the NanoCrystal technology for
existing and new products include:

e Enhancing oral biocavailability;

e |ncreased therapeutic
effectiveness;

e Reducing/eliminating fed/fasted
variability;
e Optimising delivery; and

e |ncreased absorption.

Supported by a robust patent estate,

our proprietary technologies enable the
development of new products and the
enhancement of existing products. We
have successfully worked with many
licensees to support them in developing
and manufacturing a full range of
products in diverse therapeutic areas.
Today, products that incorporate our
technologies are benefiting over 3 million
patients in more than 20 markets around
the world. With more than 40 years of
experience tackling challenging drug
delivery and optimisation problems, we
expect the number patients and licensees
benefiting from our technologies to
continue to grow.

ACOHORDA’

T HEIRAPEUTTI C S

@ Jazz Pharmaceuticals®

Solvay ®
Pharmaceuticals soLvaY
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EDT's NanoCrystal technology has
now been incorporated into 4 com-
mercialised products, with more
than 30 other compounds at various
stages of development.

Oral Controlled-Release (OCR)
Technologies

OCR technologies provide sig-
nificant benefits in developing
innovative products that provide
meaningful clinical benefits to
patients. EDT has developed a
range of OCR technologies, which
it applies to help overcome many of
the technical difficulties that have
been encountered in developing
oral controlled-release products.
Oral controlled-release products are
often difficult to formulate, develop
and manufacture. As a result, sig-
nificant experience, expertise and
know-how are required to success-
fully develop such products.

EDT's OCR technologies are
focused on using advanced drug
delivery technology and its manu-
facturing expertise to formulate,
develop and manufacture con-
trolled-release, oral dosage form
pharmaceutical products that
improve the release characteristics
and efficacy of active drug agents,
and also provide improved patient
convenience and compliance.

The drug delivery technologies
employed, coupled with its manu-
facturing expertise, enable EDT
to cost-effectively develop value-
added products and to enhance
product positioning.

EDT's suite of OCR technologies
has been incorporated into many
commercialised products. EDT's
OCR technology platform allows
a range of release profiles and
dosage forms to be engineered.
Customised release profiles

for oral dosage forms such as
extended release, delayed release
and pulsatile release have all
been successfully developed and
commercialised.

EDT'’s Business Strategy

EDT's business strategy is focused
on profitably growing its business
as a specialty pharmaceutical busi-
ness unit of Elan, underpinned by
its product development capabilities
and drug delivery technologies. In
the near to medium term, EDT will
continue to drive growth through

its existing approved licensed prod-
ucts and pipeline of 17 products in
clinical development. In addition,
EDT will seek to generate new
pipeline opportunities by entering
into further licensing arrangements
with pharmaceutical companies,
and identifying and developing pro-
prietary products as EDT evolves its
specialty pharmaceutical business
model.

EDT's strategy, based on its com-
prehensive product development
and proprietary technology plat-
forms, involves two complementary
elements:

e Selectively developing product
candidates based on its propri-
etary technologies (Proprietary
Product Candidates or PPCs)
where EDT originates the
product concept and ultimately
develops the product to a later
stage of development prior to
out-licensing or making a deci-
sion to continue development
itself, with a view to ultimately
marketing the product by itself or
in co-promotion with a marketing
client; and

e \Working with pharmaceutical
companies to develop products
through the application of EDT
technologies to their pipeline and
marketed products.

Development of PPCs involves
lower risk, reduced costs and faster
development timelines compared to
traditional new chemical entity drug
development. PPCs are based on
existing drugs with known safety
and efficacy profiles.

EDT intends to implement its strate-
gies in the following manner:

1. Progress EDT's existing pipeline
to generate future revenues and
value;

2. Continue to build and develop
EDT's product pipeline;

3. Capture an increasing share of
revenues on products being
developed by EDT through the
evolution of its specialty pharma-
ceutical business strategy;

4. Continue to maintain EDT's posi-
tion as a leading provider of drug
optimisation solutions to phar-
maceutical and biotechnology
licensees; and

5. Enhance and expand its technolo-
gies, products and capabilities.
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Elan Drug Technologies
Products and Pipeline

Marketed Products

22 products that incorporate EDT technologies are currently marketed by EDT licensees, and on which EDT receives

royalties and in some cases manufacturing fees, including:

Licensee Product Indication
Abbott Laboratories TriCor® Cholesterol
Merck & Co., Inc. Emend® Nausea post chemo

Novartis AG Focalin®/Ritalin® ADHD™

Wyeth Rapamune® Anti-Rejection
Victory Pharma Naprelan® NSAID? — Pain
King Pharmaceuticals, Inc. Avinza® Chronic pain

Par Pharmaceutical Co., Inc. Megace®ES Cachexia

Acorda Therapeutics, Inc. Zanaflex® Muscle spasticity

(1) Attention Deficit Hyperactivity Disorder
(2) Non-Steroidal Anti-Inflammatory Drug

Pipeline Products

In addition, EDT has a large number of projects at the preclinical or formulation development stage.

Licensee

Product

Jazz Pharmaceuticals Inc.

Luvox CR®

Johnson & Johnson

Paliperidone Pal. Depot

Merck & Co., Inc.

Emend® Japan

Acorda Therapeutics, Inc.

Fampridine SR

EDT proprietary

Morphelan EU

EDT proprietary

Megestrol EU

MAP Pharmaceuticals, Inc. Budesonide
Entremed, Inc. Panzem®
Solvay S.A. Zolip
Zogenix, Inc. CR Opioid
Nitromed Inc. Bidil XR®

Sanofi Aventis S.A.

Not disclosed

Roche

Not disclosed

Approved

Johnson & Johnson

Not disclosed

Sanofi Aventis S.A.

Not disclosed

AegeraTherapeutics, Inc.

LS104

Entremed, Inc.

Not disclosed
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Environment

The U.S. market is our most important market. Refer to Note 4 to the Consolidated Financial
Statements for an analysis of revenue by geographic region. For this reason, the factors discussed
below, such as “Government Regulation” and “Product Approval,” place emphasis on require-

ments in the United States.

Government Regulation

The pharmaceutical industry is subject to significant
regulation by international, national, state and local
governmental regulatory agencies. Pharmaceutical
product registration is primarily concerned with the
safety, efficacy and quality of new drugs and devices
and, in some countries, their pricing. A product must
generally undergo extensive clinical trials before it can
be approved for marketing. The process of developing a
new pharmaceutical product, from idea to commerciali-
sation, can take in excess of 10 years.

Governmental authorities, including the FDA and compa-
rable regulatory authorities in other countries, regulate
the design, development, testing, manufacturing and
marketing of pharmaceutical products. Non-compliance
with applicable requirements can result in fines and
other judicially imposed sanctions, including product sei-
zures, import restrictions, injunctive actions and criminal
prosecutions. In addition, administrative remedies can
involve requests to recall violative products; the refusal
of the government to enter into supply contracts; or the
refusal to approve pending product approval applications
for drugs, biological products or medical devices until
manufacturing or other alleged deficiencies are brought
into compliance. The FDA also has the authority to
cause the withdrawal of approval of a marketed product
or to impose labelling restrictions.

In addition, the U.S. Centers for Disease Control and
Prevention regulate select biologics and toxins. This
includes registration and inspection of facilities involved
in the transfer or receipt of select agents. Select agents
are subject to specific regulations for packaging, label-
ling and transport. Non-compliance with applicable
requirements could result in criminal penalties and the
disallowance of research and manufacturing of clinical
products. Exemptions are provided for select agents
used for a legitimate medical purpose or for biomedical
research, such as toxins for medical use and vaccines.

The pricing of pharmaceutical products is regulated in
many countries and the mechanism of price regulation
varies. In the United States, while there are limited indi-
rect federal government price controls over private sector
purchases of drugs, it is not possible to predict future reg-
ulatory action on the pricing of pharmaceutical products.

In June 2001, we received a letter from the Federal
Trade Commission (FTC) stating that the FTC was
conducting a non-public investigation to determine
whether Brightstone Pharma, Inc. (Brightstone), Elan
Corporation, plc or others may have engaged in an
effort to restrain trade by entering into an agreement
that may restrict the ability of Brightstone or others to
market a bioequivalent or generic version of Naprelan.
In October 2001, our counsel met informally with the
FTC staff to discuss the matter. No further communica-
tion from the FTC was received until December 2002,
when we were served with a subpoena duces tecum
from the FTC for the production of documents related
to Naprelan. We have voluntarily provided documents
and witness testimony in response to the subpoena
and continue to cooperate with the FTC relating to this
investigation. We do not believe that it is feasible to
predict or determine the outcome of the investigation
and any possible effect on our business, or to reason-
ably estimate the amounts or potential range of loss, if
any, with respect to the resolution of the investigation.

In January 2006, we received a subpoena from the
U.S. Department of Justice and the Department

of Health and Human Services, Office of Inspector
General, asking for documents and materials primarily
related to our marketing practices for Zonegran. In
April 2004, we completed the sale of our interests in
Zonegran in North America and Europe to Eisai. We are
cooperating with the government in its investigation.
The resolution of this Zonegran matter could require
Elan to pay substantial fines and to take other actions
that could have a material adverse effect on Elan. In
April 2006, Eisai delivered to Elan a notice making a
contractual claim for indemnification in connection with
a similar subpoena received by Eisai.

Product Approval

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

The clinical trial process can take three to 10 years or
more to complete, and there can be no assurance that
the data collected will demonstrate that the product is
safe or effective, or, in the case of a biologic product,
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pure and potent, or will provide sufficient data to
support FDA approval of the product. The FDA may
place clinical trials on hold at any point in this process if,
among other reasons, it concludes that clinical subjects
are being exposed to an unacceptable health risk. Trials
may also be terminated by institutional review boards,
which must review and approve all research involving
human subjects. Side effects or adverse events that
are reported during clinical trials can delay, impede or
prevent marketing authorisation.

The results of the preclinical and clinical testing, along
with information regarding the manufacturing of the
product and proposed product labelling, are evalu-

ated and, if determined appropriate, submitted to the
FDA through a license application such as a New Drug
Application (NDA) or a Biologics License Application
(BLA). In certain cases, an Abbreviated New Drug
Application (ANDA) can be filed in lieu of filing an NDA.

There can be no marketing in the United States of any
drug, biologic or device for which a marketing applica-
tion is required until the application is approved by the
FDA. Until an application is actually approved, there can
be no assurance that the information requested and
submitted will be considered adequate by the FDA.
Additionally, any significant change in the approved
product or in how it is manufactured, including changes
in formulation or the site of manufacture, generally
require prior FDA approval. The packaging and labelling
of all products developed by us are also subject to FDA
approval and ongoing regulation.

Whether or not FDA approval has been obtained,
approval of a pharmaceutical product by comparable
regulatory authorities in other countries outside the
United States must be obtained prior to the marketing
of the product in those countries. The approval pro-
cedure varies from country to country. It can involve
additional testing and the time required can differ
from that required for FDA approval. Although there
are procedures for unified filings for EU countries, in
general, most other countries have their own proce-
dures and requirements.

Once a product has been approved, significant legal
and regulatory requirements apply in order to market
a product. In the United States, these include, among

other things, requirements related to adverse event
and other reporting, product advertising and promo-
tion, and ongoing adherence to cGMP requirements, as
well as the need to submit appropriate new or supple-
mental applications and obtain FDA approval for certain
changes to the approved product, product labelling or
manufacturing process.

The FDA also enforces the requirements of the
Prescription Drug Marketing Act, which, among other
things, imposes various requirements in connection with
the distribution of product samples to physicians. Sales,
marketing and scientific/educational grant programmes
must comply with the Medicare-Medicaid Anti-Fraud
and Abuse Act, as amended, the False Claims Act, as
amended, and similar state laws. Pricing and rebate
programmes must comply with the Medicaid rebate
requirements of the Omnibus Budget Reconciliation Act
of 1990, as amended.

Manufacturing

Each manufacturing establishment, including any con-
tract manufacturers, used to manufacture a product
must be listed in the product application for such
product. In the United States, this means that each
manufacturing establishment must be listed in the drug,
biologic, or device application, and must be registered
with the FDA. The application will not be approved until
the FDA conducts a manufacturing inspection, approves
the applicable manufacturing process for the product,
and determines that the facility is in compliance with
cGMP requirements.

At 31 December 2007, we employed 547 people in our
manufacturing and supply activities, over half of these in
Athlone, Ireland. This facility is our primary location for
the manufacture of oral solid dosage products, including
instant, controlled-release and oral nano particulate
products. Additional dosage capabilities may be added
as required to support future product introductions. Our
facility in Gainesville, Georgia, United States, provides
additional oral controlled-release dosage product manu-
facturing capability and is registered with the U.S. Drug
Enforcement Administration for the manufacture, pack-
aging and distribution of Schedule Il controlled drugs.

We may invest a significant amount into building a bio-
logics manufacturing facility in Ireland.
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All facilities and manufacturing techniques used for

the manufacture of products and devices for clinical

use or for sale in the United States must be operated

in conformity with cGMP regulations. There are FDA
regulations governing the production of pharmaceutical
products. Our facilities are also subject to periodic regu-
latory inspections to ensure ongoing compliance with
cGMP regulations.

Patents and Intellectual Property Rights

Our competitive position depends on our ability to
obtain patents on our technologies and products, to
defend our patents, to protect our trade secrets and
to operate without infringing the valid patents or trade
secrets of others. We own or license a number of
patents in the United States and other countries.

These patents cover, for example:

e Pharmaceutical active ingredients, products con-
taining them and their uses;

e Pharmaceutical formulations; and
e Product manufacturing processes.

Tysabriis covered by a number of issued patents and
pending patent applications in the United States and
many other countries. \WWe have a basic U.S. patent,
which expires in 2017, for Tysabri covering the human-
ised antibody and its use to treat MS. Additional

U.S. patents and patent applications of Elan and/or our
collaborator, Biogen Idec, which cover: (i) the use of
Tysabri to treat irritable bowel disease and a variety

of other indications and (ii) methods of manufacturing
Tysabri, generally expire between 2012 and 2020.
Outside the United States, patents and patent applica-
tions on the product and methods of manufacturing the
product generally expire between 2014 and 2020, and
may be subject to additional patent protection until 2020
in the nature of Supplementary Protection Certificates.
International patents and patent applications covering
methods of treatment using Tysabri would generally
expire between 2012 to 2020.

In addition to our Tysabri collaboration with Biogen

Idec, we have entered into licences covering intellectual
property related to Tysabri. We will pay royalties under
these licences based upon the level of Tysabri sales. We
may be required to enter into additional licences related

to Tysabri intellectual property. If these licences are not
available, or are not available on reasonable terms, we
may be materially and adversely affected.

The fundamental U.S. patent covering the use of

Prialt to produce analgesia expires in 2016. A further
U.S. patent covering the stabilised formulation of Prialt
expires in 2015.

The basic U.S. patent for Maxipime expired in March
2007. An ANDA for a generic version of cefepime hydro-
chloride was approved by the FDA on 18 June 2007

and marketing of the generic product began immedi-
ately thereafter. Following this introduction of generic
cefepime to the market, our revenues from, and gross
margin for, Maxipime were materially and adversely
affected.

The basic U.S. patent for Azactam expired in October
2005. Azactam is expected to face generic competi-
tion, which is expected to have a substantial adverse
effect on our revenues from, and gross margin for,
this product.

The primary patents covering Elan’s NanoCrystal tech-
nology expire in the United States in 2011 and in some
countries outside the United States in 2012. We also
have numerous U.S. and international patents and
patent applications that relate to our NanoCrystal drug
optimisation technology applicable to poorly water-
soluble compounds.

In addition, we have a robust patent estate resulting
from our Alzheimer’s disease research.

Competition

The pharmaceutical industry is highly competitive. Our
principal pharmaceutical competitors consist of major
international companies, many of which are larger and
have greater financial resources, technical staff, manu-
facturing, R&D and marketing capabilities than we have.
We also compete with smaller research companies and
generic drug manufacturers.

Tysabri, a treatment for relapsing forms of MS,
competes primarily with Avonex® marketed by our col-
laborator Biogen ldec, Betaseron® marketed by Berlex
(an affiliate of Bayer Schering Pharma AG) in the United
States and sold under the name Betaferon® by Bayer
Schering Pharma in Europe, Rebif® marketed by Merck
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Serono and Pfizer Inc. (Pfizer) in the United States and
by Merck Serono in Europe, and Copaxone® marketed
by Teva Neurosciences, Inc. (Teva) in the United States
and co-promoted by Teva and Sanofi-Aventis in Europe.
Many companies are working to develop new therapies
or alternative formulations of products for MS, which if
successfully developed would compete with Tysabri.

A drug may be subject to competition from alternative
therapies during the period of patent protection or regu-
latory exclusivity and, thereafter, it may be subject to
further competition from generic products. Our product
Azactam lost its basic U.S. patent protection in October
2005, and the basic U.S. patent for Maxipime expired in
March 2007.

Generic competitors have challenged existing patent
protection for some of the products from which we earn
manufacturing or royalty revenue. If these challenges
are successful, our manufacturing and royalty revenue
will be materially and adversely affected.

Governmental and other pressures toward the dis-
pensing of generic products may rapidly and significantly
reduce, slow or reverse the growth in, sales and profit-
ability of any of our products not protected by patents

or regulatory exclusivity, and may adversely affect our
future results and financial condition. The launch of
competitive products, including generic versions of our
products, has had and may have a material adverse
effect on our revenues and results of operations.

Our competitive position depends, in part, upon our con-
tinuing ability to discover, acquire and develop innovative,
cost-effective new products, as well as new indications
and product improvements protected by patents and
other intellectual property rights. VWe also compete on
the basis of price and product differentiation and through
our sales and marketing organisation that provides
information to medical professionals and launches new
products. If we fail to maintain our competitive position,
our business, financial condition and results of opera-
tions may be materially adversely affected.

Distribution

We sell our pharmaceutical products primarily to drug
wholesalers. Our revenue reflects the demand from
these wholesalers to meet the in-market consumption

of our products and to reflect the level of inventory that
wholesalers of our products carry. Changes in the level
of inventory can directly impact our revenue and could
result in our revenue not reflecting in-market consump-
tion of our products.

We often manufacture our drug delivery products for
licensees and distributors but do not usually engage in
any direct sales of drug delivery products.

Raw Materials and Product Supply

Raw materials and supplies are generally available in
quantities adequate to meet the needs of our business.
We are dependent on third-party manufacturers for the
pharmaceutical products that we market. An inability

to obtain raw materials or product supply could have a
material adverse impact on our business, financial condi-
tion and results of operations.

Employees

At 31 December 2007, we had 1,610 employees world-
wide, of whom 553 were engaged in R&D activities, 547
were engaged in manufacturing and supply activities, 211
were engaged in sales and marketing activities and the

remainder worked in general and administrative areas.

Property, Plant and Equipment

We consider that our properties are in good operating
condition and that our machinery and equipment has been
well maintained. Facilities for the manufacture of products
are suitable for their intended purposes and have capaci-
ties adequate for current and projected needs.

For additional information, refer to Note 15 to the
Consolidated Financial Statements, which discloses
amounts invested in land and buildings and plant and
equipment; Note 27 to the Consolidated Financial
Statements, which discloses future minimum rental
commitments; Note 28 to the Consolidated Financial
Statements, which discloses capital commitments for the
purchase of property, plant and equipment; and “Financial
Review--Liquidity and Capital Resources,” which dis-
closes information relating to our capital expenditures.
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The following table lists the location, ownership interest, use and approximate size of our principal properties:

Location and Ownership Interest Use Size (Sq. Ft.)
Owned: Athlone, Ireland R&D, manufacturing and administration 463,000
Owned: Gainesville, Georgia, United States R&D, manufacturing and administration 89,000
Leased: South San Francisco, California, R&D, sales and administration

United States 257,000
Leased: King of Prussia, Pennsylvania, R&D, manufacturing, sales and administration 113,000
United States

Leased: Dublin, Ireland Corporate administration 20,000
Leased: New York City, New York, Corporate administration 14,000

United States

(1) In June and December 2007, we entered into lease agreements for two additional buildings in South San Francisco, which are currently
under construction. The square footage for the first building will be approximately 109,000 square feet and for the second building approxi-
mately 83,000 square feet, which are not included in the 257000 square feet noted above. The lease term for the first building is expected to
commence in the first quarter of 2009 and the second in the first quarter of 2010. The buildings will be utilised for our R&D, sales and admin-
istrative functions.

(2) Approximately 43,000 square feet of the 257000 square feet currently occupied are related to short-term leases that we expect to vacate
once the two additional buildings are constructed.
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Terms
As used herein, “we” , “our” , “us” , “Elan” and the “Company” refer to
Elan Corporation, plc (public limited company) and its consolidated

subsidiaries, unless the context requires otherwise.

Financial Statements

We prepare our Consolidated Financial Statements contained in this Annual
Report in accordance with International Financial Reporting Standards (IFRS)
that have been adopted by the European Union and were effective at
31 December 2007. In addition to the Consolidated Financial Statements
contained in this Annual Report, we also prepare separate Consolidated
Financial Statements on Form 20-F pursuant to the rules and regulations of
the U.S. Securities and Exchange Commission (SEC) and in accordance with
accounting principles generally accepted in the United States (U.S. GAAP).
The Form 20-F under U.S. GAAP is a separate document from this Annual
Report. IFRS differs in certain significant respects from U.S. GAAP. For a
discussion of the significant differences between IFRS and U.S. GAAP, please
refer to “U.S. GAAP Information,” beginning on page 138 of this Annual
Report.

Trademarks
All product names appearing in italics are trademarks of Elan. Non-italicised
products are trademarks of other companies.

Cautionary Factors That May Affect Future Results

Statements included herein that are not historical facts are forward-looking
statements. Such forward-looking statements are made pursuant to the safe
harbor provisions of the U.S. Private Securities Litigation Reform Act of 1995.
The forward-looking statements involve a number of risks and uncertainties and
are subject to change at any time. In the event such risks or uncertainties
materialise, our results could be materially affected.

This Annual Report contains forward-looking statements about our financial
condition, results of operations and estimates, business prospects and
products that involve substantial risks and uncertainties. These statements
can be identified by the fact that they use words such as “anticipate”,
“estimate”, “project”, “intend”, “plan”, “believe” and other words and
terms of similar meaning in connection with any discussion of future
operating or financial performance or events. Among the factors that could
cause actual results to differ materially from those described or projected
herein are the following:

¢ The potential of Tysabri and the incidence of serious adverse events associated
with Tysabri (including cases of PML);

e The success of our research and development (R&D) activities (including,
in particular, whether the Phase 2 and 3 clinical trials for AAB-001 and
the Phase 1 clinical trials for ACC-001 are successful) and the speed with
which regulatory authorisations and product launches may be achieved,

Our ability to maintain financial flexibility and sufficient cash, cash equivalents,
investments and other assets capable of being monetised to meet our
liquidity requirements;

Whether restrictive covenants in our debt obligations will adversely affect
us;

Competitive developments affecting our products, including the
introduction of generic competition following the loss of patent
protection or marketing exclusivity for our products (including, in
particular, Maxipime, which lost its basic U.S. patent protection in March
2007 and now faces generic competition, Azactam, which lost its basic
U.S. patent protection in October 2005 and several of the products from
which we derive manufacturing or royalty revenues, which are under
patent challenge by potential generic competitors);

Our ability to protect our patents and other intellectual property;

Difficulties or delays in manufacturing our products (we are dependent
on third parties for the manufacture of our products);

Trade buying patterns;

Pricing pressures and uncertainties regarding healthcare reimbursement
and reform;

The failure to comply with anti-kickback and false claims laws in the United
States (including, in particular, with respect to past marketing practices with
respect to our former Zonegran® product, which are being investigated by the
U.S. Department of Justice and the U.S. Department of Health and Human
Services. The resolution of the Zonegran matter could require us to pay
substantial fines and to take other actions that could have a material adverse
effect on us);

Extensive government regulation;

Risks from potential environmental liabilities;

Failure to comply with our reporting and payment obligations under Medicaid
or other government programmes;

Exposure to product liability risks;

An adverse effect that could result from the putative class action lawsuits
initiated following the voluntary suspension of the commercialisation and
clinical dosing of Tysabri and the outcome of our other pending or future
litigation;

The volatility of our share price; and

Some of our agreements that may discourage or prevent someone from
acquiring us.

We assume no obligation to update any forward-looking statements,
whether as a result of new information, future events or otherwise.
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Financial Review

Introduction

This Annual Report for the year ended 31 December 2007 meets the reporting requirements pursuant to Irish Company law, the
listing rules of the Irish Stock Exchange and the United Kingdom Listing Authority (Listing Rules).

This financial review primarily discusses:

e Five-year selected financial data;

Current operations;

Critical accounting policies;

The results of operations for the year ended 31 December 2007, compared to the year ended 31 December 2006;

Analysis of results of operations by segment;

Liquidity and capital resources;

Financial risk management; and

Post balance sheet events.

Five-Year Selected Financial Data

The selected financial data set forth below is derived from our Consolidated Financial Statements in this Annual Report and our
prior years’ Annual Reports, and should be read in conjunction with, and is qualified by reference to, the Operating Review on
pages 10 to 28 and our Consolidated Financial Statements and related notes thereto.

Irish
IFRS™ IFRS™  IFRS™  IFRS™  GAAP?"
Years Ended 31 December, 2007 2006 2005 2004 2003
Income Statement Data (in $m, except for per share data):
Total reVenUE . . .. ..o 516.4 497.3 426.7 367.0 762.1@
OpPerating 10SS .« . o oo vt (539.1)% (286.1)Y  (453.8)°  (431.4®  (935.1)
Net INCOMe/IOSS) . . . . oo oot (665.9)® (408.7)?  612.3"9  (379.50""  (815.4)1?
Basic income/(loss) per Ordinary Share . . .. .................... $(1.42) $ (0.94) $ 1.48 $ (0.97) $ (2.29)
Diluted loss per Ordinary Share™ . .. .. ... ... .. ... .. .. .. ... .. $ (1.42) $(094) $ (1.01)" $ (0.97) $ (2.29)
Irish
IFRS®™ IFRS™ IFRS™ IFRSY  GAAP
2007 2006 2005 2004 2003
At 31 December, $m $m $m $m $m
Balance Sheet Data:
Cash and cash equivalents . . . . ... ... ... ... . .. .. ... .. 423.5 1,510.6 1,080.7 1,347.6 798.7
Restricted cash—current and non-current . . ... ... ... 29.6 23.2 24.9 192.7 33.1
Available-for-sale investments—current . . . ... ... ... 276.9 11.2 9.9 28.1 —19)
Total @ssets . . . . . . 1,598.8 2,829.8 2,499.7 3,157.9 3,171.4
Debts—current and non-current . . .. ... 1,738.4 2,352.9 1,940.2 2,256.4 1,951.3
Total shareholders’ equity/(deficit) . .. ........ ... .. ... . ... ..... (388.4) 204.8 308.4 538.0 825.4
Weighted—average number of shares outstanding—Basic (in millions) . . . . 468.3 4333 413.5 390.1 356.0
Weighted—average number of shares outstanding—Diluted (in millions) . . . 468.3 433.3 459.9 390.1 356.0
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(1) Up to and including the year ended 31 December 2004, our primary financial statements were prepared in accordance with Irish Generally Accepted
Accounting Principles (Irish GAAP). On 1 January 2005, we implemented the requirements of IFRS for the first time and these were used for the
purpose of preparing the financial statements for the years ended 31 December 2005 (including comparative amounts for the year ended
31 December 2004), 2006 and 2007. These financial statements have been prepared based on the recognition and measurement of requirements of
IFRS issued by the International Accounting Standards Board (IASB) as adopted by the European Union. In accordance with IFRS 1, “First-time
Adoption of International Financial Reporting Standards,” we elected to avail ourselves of specified exemptions from the general principle of
retrospective restatement when implementing IFRS relating to business combinations, defined benefit pension plans, share-based payments and
financial instruments. Thus the five year trends will not be entirely comparable.

) Includes revenue from discontinued operations of $452.5 million.

3) After other charges of $306.1 million, primarily relating to a $197.5 million impairment of the Prialt intangible assets, a $76.2 million impairment of
the Maxipime and Azactam intangible and other assets, and $32.4 million of net severance and restructuring costs.

“4) After a gain on arbitration award of $49.8 million,; a $7.4 million net gain on divestment of product; and after severance, restructuring and other
costs of $7.5 million.

(5) After other charges of $4.0 million, relating to net severance, restructuring and other costs of $14.4 million, offset by a credit of $10.4 million
primarily associated with a litigation settlement.

(6) After other charges of $35.7 million, primarily relating to the settlement of the SEC investigation and the shareholder class action lawsuit of
$56.0 million; and after a $21.0 million net gain for rebated insurance premiums.

(7)  After exceptional charges of $576.7 million, primarily relating to asset impairments of $203.9 million, severance, restructuring and other costs of
$37.4 million, and the purchase of royalty rights of $297.6 million. Includes an operating loss from discontinued operations of $183.4 million.

8) After other charges of $306.1 million, primarily relating to a $197.5 million impairment of the Prialt intangible assets, a $76.2 million impairment of
the Maxipime and Azactam intangible and other assets, and $32.4 million of net severance and restructuring costs; and after a $7.7 million net
charge on debt retirement.

©9) After a gain on arbitration award of $49.8 million; a $7.4 million net gain on divestment of product; severance, restructuring and other costs of
$7.5 million; and after a net charge on debt retirement of $11.5 million.

(10)  After other charges of $4.0 million, relating to net severance, restructuring and other costs of $14.4 million, offset by a credit of $10.4 million
primarily associated with a litigation settlement; a fair value gain on conversion option of $1,136.1 million; a net charge on debt retirement of
$20.2 million; and after net income from discontinued operations of $104.1 million.

(11)  After other charges of $35.7 million, primarily relating to the settlement of the SEC investigation and the shareholder class action lawsuit of
$56.0 million; a $21.0 million net gain for rebated insurance premiums, and after net income from discontinued operations of $97.7 million.

(12)  After exceptional charges of $576.7 million, primarily relating to asset impairments of $203.9 million, severance, restructuring and other costs of
$37.4 million, and the purchase of royalty rights of $297.6 million, a net gain on disposal of businesses of $293.3 million; Elan Pharmaceuticals
Investments Il, Ltd. (EPIL ll)/Elan Pharmaceuticals Ill, Ltd. waiver fee of $16.8 million. Includes an operating loss from discontinued operations of
$183.4 million.

(13)  Diluted earnings per share is based on the weighted-average number of outstanding Ordinary Shares and the effect of potential dilutive securities
including share options, Restricted Stock Units (RSUs), warrants and convertible debt securities, unless anti-dilutive.

(14)  Including the net dilutive effect of $1,076.0 related to the assumed conversion of the convertible notes.
(15)  Quoted investments of $35.8 million were included in financial fixed assets under Irish GAAP

Current Operations

Our business is organised into two business units: Biopharmaceuticals and EDT. Biopharmaceuticals engages in research,
development and commercial activities primarily in Alzheimer's disease, Parkinson’s disease, multiple sclerosis, Crohn’s disease,
severe chronic pain and infectious diseases. EDT is an established, profitable and growing specialty pharmaceutical business unit
of Elan. For nearly 40 years, EDT has been applying its skills and knowledge to enhance the performance of dozens of drugs
that have been marketed worldwide.

For additional information on our current operations, please refer to the “Operating Review” on pages 10 to 28.

Critical Accounting Policies

The Consolidated Financial Statements include certain estimates based on management’s best judgements. Estimates are used in
determining items such as the carrying values of intangible assets and property, plant and equipment, the fair value of share-
based compensation, the accounting for contingencies and estimating sales rebates and discounts, among other items. Because
of the uncertainties inherent in such estimates, actual results may differ materially from these estimates.

Goodwill, Other Intangible Assets, Property, Plant and Equipment and Impairment

Goodwill, other intangible assets with an indefinite useful life and intangible assets not yet available for use are not subject to
amortisation and are tested for impairment at least annually. Additionally, these assets are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount may not be recoverable. The recoverable amount is the
higher of an asset’s fair value less costs to sell and value in use. Value in use is calculated by discounting the expected future
cash flows obtainable as a result of the asset’s continued use. For the purposes of impairment testing, assets are grouped at the
lowest level for which there are separately identifiable cash flows (cash-generating units). When reviewing carrying values, we
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assess R&D risk, commercial risk, revenue and cost projections, our expected sales and marketing support, our allocation of
resources, the impact of competition, including generic competition, the impact of any reorganisation or change of business
focus, the level of third-party interest in our intangible assets and market conditions.

Where the carrying value of an asset or its cash-generating unit exceeded its recoverable amount, the carrying values of those
assets have been written down to their recoverable amounts. Total goodwill and other intangible assets amounted to

$294.4 million at 31 December 2007 (2006: $681.7 million). The results of certain impairment tests on intangible assets with
estimable useful lives are discussed below. As the impairment analysis is principally based on estimated cash flows, actual
outcomes could vary significantly from such estimates. If we were to use different estimates, particularly with respect to the
likelihood of R&D success, the likelihood and date of commencement of generic competition or the impact of any
reorganisation or change of business focus, then an additional material impairment charge could arise. We believe that we have
used reasonable estimates in assessing the carrying values of our intangible assets.

In June 2007, we recorded an impairment charge of $76.2 million relating to the Maxipime and Azactam intangible and other
assets. This other charge related primarily to patents and licences, and was included within cost of sales ($2.8 million) and
selling, general and administrative (SG&A) expenses ($73.4 million) in the Consolidated Income Statement. As a direct result of
the approval of a first generic formulation of cefepime hydrochloride in June 2007 and the anticipated approval for a generic
form of Azactam, we revised the projected future cumulative discounted cash flows. The revised projected future cumulative
discounted cash flows were lower than the carrying value of the intangible and other assets, thus indicating the combined
carrying value was not recoverable. Consequently, the impairment charge was calculated as the excess of the carrying value over
the discounted net present value. In conjunction with the impairment charge, we revised the estimated useful lives of the
intangibles by nine months from September 2008 to December 2007. Accordingly, the remaining net carrying value of the
intangible assets was amortised, on a straight-line basis, through 31 December 2007.

In December 2007, we recorded an impairment charge of $197.5 million relating to the Prialt intangible assets. This other
charge related to acquired in-process research and development (IPR&D) costs of $194.0 million and patents and licences of
$3.5 million, and was included within SG&A expenses in the Consolidated Income Statement. We launched Prialt in the United
States in January 2005 and revenue from sales of Prialt totalled $12.3 million in 2007 (2006: $12.1 million). These revenues
were lower than our initial forecast. In light of additional data becoming available in 2007, we adjusted our sales forecast for
Prialt, which caused projected cumulative discounted cash flows to be lower than the carrying value of the intangible assets,
thus indicating that the carrying value was not recoverable. Consequently, the impairment charge was calculated as the excess
of the carrying value over the discounted net present value. The remaining net carrying value of the Prialt intangible assets was
$57.8 million at 31 December 2007. We believe that we have used reasonable estimates in assessing the carrying value of this
intangible asset. Nevertheless, should our future revenues from this product fail to meet our expectations, the carrying value of
this asset may become further impaired.

We have invested significant resources in our manufacturing facilities in Ireland to provide us with the capability to manufacture
products from our product development pipeline. To the extent that we are not successful in developing these pipeline products
or do not acquire products to be manufactured at our facilities, the carrying value of these facilities may become impaired. At
31 December 2007, our best estimates of the likely success of development and commercialisation of our pipeline products
support the carrying value of our manufacturing facilities.

Share-Based Compensation

We account for share-based payments in accordance with IFRS 2, “Share-based Payment,” (IFRS 2). Equity settled share-based
payments made to employees are recognised in the Consolidated Financial Statements based on the fair value of the awards
measured at the date of grant. The fair value is expensed over the requisite service period. The fair value of share options is
calculated using a binomial option-pricing model and the fair value of options issued under our employee equity purchase plans
is calculated using the Black-Scholes option-pricing model, taking into account the relevant terms and conditions. The binomial
option-pricing model is used to estimate the fair value of our share options because it better reflects the possibility of exercise
before the end of the options’ life. The binomial option-pricing model also integrates possible variations in model inputs, such as
risk-free interest rates and other inputs, which may change over the life of the options. Options issued under our employee
equity purchase plans have relatively short contractual lives, or must be exercised within a short period of time after the vesting
date, and the input factors identified above do not apply. Therefore, the Black-Scholes option-pricing model produces a fair
value that is substantially the same as a more complex binomial option-pricing model for these options. The amount recognised
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as an expense is adjusted each period to reflect actual and estimated future levels of vesting. In 2007, we recognised an
expense for share-based compensation of $44.8 million (2006: $46.3 million).

Estimating the fair value of share-based payment awards on the date of grant using an option-pricing model, such as the
binomial model, is affected by our share price as well as assumptions regarding a number of complex variables. These variables
include, but are not limited to, the expected share price volatility over the term of the awards, risk-free interest rates, and actual
and projected employee exercise behaviours. If factors change and/or we employ different assumptions in the application of IFRS
2 in future periods, the compensation expense that we record under IFRS 2 for future grants may differ significantly from what
we have recorded in the Consolidated Financial Statements. However, we believe we have used reasonable assumptions to
estimate the fair value of our share-based awards.

In April 2007, we modified outstanding share option grants and outstanding 2007 RSUs held by members of the Operating
Committee of Elan (15 members at the modification date) to provide for the accelerated vesting of the awards upon involuntary
termination, for any reason other than cause, together with the extension of the period to exercise outstanding share options
for a two-year period (previously 90 days) from the termination date. This resulted in the fair value of the outstanding options
being remeasured at the modification date. The impact of the modification for all applicable outstanding awards amounted to
additional share-based compensation expense of $4.1 million, which has been and will be recognised as expense over the
remaining vesting terms of the awards from the modification date.

Contingencies Relating to Actual or Potential Administrative Proceedings

A provision is recognised in the balance sheet when we have a present legal or constructive obligation as a result of a past
event, it is probable that an outflow of economic benefits will be required to settle the obligation and the amount of the loss
can be reasonably estimated. If the effect is material, provisions are determined by discounting the expected future cash flows at
a pre-tax rate that reflects current market assessments of the time value of money and, when appropriate, the risks specific to
the liability.

We are currently involved in certain legal and administrative proceedings, relating to securities matters, patent matters, antitrust
matters and other matters, some of which are described in Note 30 to the Consolidated Financial Statements. We assess the
likelihood of any adverse outcomes to contingencies, including legal matters, as well as probable losses. We record provisions
for such contingencies when it is probable that a liability will be incurred and the amount of the loss can be reasonably
estimated. A contingent liability is disclosed where the existence of the obligation will only be confirmed by future events, or
where the amount of the obligation cannot be measured with reasonable reliability. Provisions are remeasured at each balance
sheet date based on the best estimate of the settlement amount. As at 31 December 2007, we had provided for $1.7 million
(2006: $5.0 million), representing our estimate of the costs for the current resolution of these matters. We developed these
estimates in consultation with outside counsel handling our defence in these matters using the current facts and circumstances
known to us. The factors that we consider in developing our legal contingency provision include the merits and jurisdiction of
the litigation, the nature and number of other similar current and past litigation cases, the nature of the product and current
assessment of the science subject to the litigation and the likelihood of settlement and current state of settlement discussions, if
any. We believe that the legal contingency provision that we have established is appropriate based on current factors and
circumstances. However, it is possible that other people applying reasonable judgement to the same facts and circumstances
could develop a different liability amount. The nature of these matters is highly uncertain and subject to change. As a result, the
amount of our liability for certain of these matters could exceed or be less than the amount of our current estimates, depending
on the outcome of these matters.

Sales Discounts and Allowances

We recognise revenue on a gross sales basis and make various deductions to arrive at net revenue as reported in the
Consolidated Income Statement. These adjustments are referred to as sales discounts and allowances and are described in detail
below.

In any period where an operating loss has been incurred by the collaboration on sales of Tysabri, the sales discounts and
allowances are recorded within operating expenses. For additional information on the accounting for Tysabri revenue, please
refer to Note 2(c) to the Consolidated Financial Statements.
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Sales discounts and allowances include charge-backs, managed health care and Medicaid rebates, cash discounts, sales returns
and other adjustments. Estimating these sales discounts and allowances is complex and involves significant estimates and
judgements, and we use information from both internal and external sources to generate reasonable and reliable estimates. We
believe that we have used reasonable judgements in assessing our estimates, and this is borne out by our historical experience.
At 31 December 2007, we had total provisions of $18.9 million for sales discounts and allowances, of which approximately
39.9%, 37.2% and 20.5% related to Azactam, Maxipime and Tysabri, respectively. We have more than nine years of experience
in relation to Maxipime and Azactam and almost two years of experience for Tysabri. The sales discounts and allowances related
to Tysabri are estimated based on historical data of a similar product and our experience to date with this product. We do not
expect Tysabri sales returns to be material given the manner in which this product is prescribed and used.

We do not conduct our sales using the consignment model. All of our product sales transactions are based on normal and
customary terms whereby title to the product and substantially all of the risks and rewards transfer to the customer upon either
shipment or delivery. Furthermore, we do not have an incentive programme that would compensate a wholesaler for the costs
of holding inventory above normal inventory levels, thereby encouraging wholesalers to hold excess inventory.

The table below summarises our sales discounts and allowances to adjust gross sales to net revenue for each significant
category. An analysis of the separate components of our revenue is set out in Note 3 to the Consolidated Financial Statements.

2007 2006
$m $m
Gross sales subject to discounts and allowances (including Tysabri U.S. in-market sales) 508.3 3220
Manufacturing revenue and royalties 270.8 2326
Contract revenue 24.5 14.8
Gross revenue 803.6 569.4
Sales discounts and allowances:
Charge-backs (41.6) (28.6)
Managed health care rebates and other contract discounts (2.9) (3.7)
Medicaid rebates (3.5) (1.2)
Cash discounts (11.5) (6.5)
Sales returns (4.3) (0.6)
Other adjustments (6.0) (3.3)
Total sales discounts and allowances (69.8) (43.9)
Net sales subject to discounts and allowances 4385 278.1
Tysabri—net U.S. in-market sales (included in operating expense) (217.4)  (28.2)
Manufacturing revenue and royalties 270.8 2326
Contract revenue 24.5 14.8
Net revenue 516.4 4973

Total sales discounts and allowances as a percentage of gross sales subject to discounts and allowances was 13.7% in 2007 and
13.6% in 2006, as detailed in the rollforward and as further explained below.

Charge-backs as a percentage of gross sales subject to discounts and allowances were 8.2% in 2007, compared to 8.9% in
2006. The managed health care rebates and Medicaid rebates as a percentage of gross sales subject to discounts and
allowances were 0.6% and 0.7%, respectively, in 2007; and 1.1% and 0.4%, respectively, in 2006. The changes were due
primarily to changes in the product mix.

Cash discounts as a percentage of gross sales subject to discounts and allowances was 2.3% in 2007, compared to 2.0% in
2006. In the United States, we offer cash discounts, generally at 2% of the sales price, as an incentive for prompt payment by
our customers.

Sales returns as a percentage of gross sales subject to discounts and allowances were 0.8% in 2007, compared to 0.2% in
2006. The increase was principally due to changes in the product mix.
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The following table sets forth the activities and ending balances of each significant category of adjustments for the sales
discounts and allowances:

Managed
Health
Care
Rebates
and
Other
Contract Medicaid Cash Sales Other
Chargebacks Discounts Rebates Discounts Returns Adjustments Total
$m $m $m $m $m $m $m
Balances at 1 January 2006 6.7 1.4 1.1 0.9 6.6 0.5 17.2
Provision related to sales made
in current period 28.6 3.7 1.2 6.5 2.3 3.3 45.6
Provision related to sales made
in prior periods — — — — (1.7) — 1.7)
Returns and payments (28.6) (3.5) (1.4) (6.3) (2.0) (2.8) (44.6)
Balances at 31 December 2006 6.7 1.6 0.9 1.1 52 1.0 16.5
Provision related to sales made
in current period 41.6 2.9 3.5 11.5 3.9 6.0 694
Provision related to sales made
in prior periods — — — — 0.4 — 0.4
Returns and payments (42.9) (3.6) (1.4) (11.6) (1.9) (6.0) (67.4)
Balances at 31 December 2007 5.4 0.9 3.0 1.0 7.6 1.0 18.9

(@) Charge-backs

In the United States, we participate in charge-back programmes with a number of entities, principally the U.S. Department of
Defense, the U.S. Department of Veterans Affairs, Group Purchasing Organizations and other parties whereby pricing on
products is extended below wholesalers’ list prices to participating entities. These entities purchase products through wholesalers
at the lower negotiated price, and the wholesalers charge the difference between these entities acquisition cost and the lower
negotiated price back to us. We account for charge-backs by reducing accounts receivable in an amount equal to our estimate
of charge-back claims attributable to a sale. We determine our estimate of the charge-backs primarily based on historical
experience on a product-by-product and programme basis and current contract prices under the charge-back programmes. We
consider vendor payments, estimated levels of inventory in the wholesale distribution channel and our claim processing time lag,
and adjust accounts receivable and revenue periodically throughout each year to reflect actual and future estimated experience.

As described above, there are a number of factors involved in estimating the accrual for charge-backs, but the principal factor
relates to our estimate of the levels of inventory in the wholesale distribution channel. At 31 December 2007, Maxipime,
Azactam and Tysabri represented approximately 73.6%, 15.6% and 10.3%, respectively, of the total charge-backs accrual
balance of $5.4 million. If we were to increase/(decrease) our estimated level of inventory in the wholesale distribution channel
by one month’s worth of demand for Maxipime, Azactam and Tysabri, the accrual for charge-backs would increase/(decrease) by
approximately $0.8 million. We believe that our estimate of the levels of inventory for Maxipime, Azactam and Tysabri in the
wholesale distribution channel is reasonable because it is based upon multiple sources of information, including data received
from all of the major wholesalers with respect to their inventory levels and sell-through to customers, third-party market
research data and our internal information.

(b) Managed health care rebates and other contract discounts

We offer rebates and discounts to managed healthcare organisations in the United States. We account for managed healthcare
rebates and other contract discounts by establishing an accrual equal to our estimate of the amount attributable to a sale. We
determine our estimate of this accrual primarily based on historical experience on a product-by-product and programme basis
and current contract prices. We consider the sales performance of products subject to managed healthcare rebates and other
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contract discounts, processing claim lag time and estimated levels of inventory in the distribution channel, and adjust the accrual
and revenue periodically throughout each year to reflect actual and future estimated experience.

(c) Medlicaid rebates

In the United States, we are required by law to participate in state government-managed Medicaid programmes, as well as
certain other qualifying federal and state government programmes whereby discounts and rebates are provided to participating
state and local government entities. Discounts and rebates provided through these other qualifying federal and state
government programmes are included in our Medicaid rebate accrual and are considered Medicaid rebates for the purposes of
this discussion. We account for Medicaid rebates by establishing an accrual in an amount equal to our estimate of Medicaid
rebate claims attributable to a sale. We determine our estimate of the Medicaid rebates accrual primarily based on historical
experience regarding Medicaid rebates, legal interpretations of the applicable laws related to the Medicaid and qualifying federal
and state government programmes, and any new information regarding changes in the Medicaid programmes’ regulations and
guidelines that would impact the amount of the rebates on a product-by-product basis. We consider outstanding Medicaid
claims, Medicaid payments, claims processing lag time and estimated levels of inventory in the distribution channel, and adjust
the accrual and revenue periodically throughout each year to reflect actual and future estimated experience.

(d) Cash discounts

In the United States, we offer cash discounts, generally at 2% of the sales price, as an incentive for prompt payment. We
account for cash discounts by reducing accounts receivable by the full amount of the discounts. We consider payment
performance of each customer and adjust the accrual and revenue periodically throughout each year to reflect actual experience
and future estimates.

(e) Sales returns

We account for sales returns by establishing an accrual in an amount equal to our estimate of revenue recorded for which the
related products are expected to be returned.

For returns of established products, our sales return accrual is estimated principally based on historical experience, the estimated
shelf life of inventory in the distribution channel, price increases and our return goods policy (goods may only be returned

6 months prior to expiration date and for up to 12 months after expiration date). We also take into account product recalls and
introductions of generic products. All of these factors are used to adjust the accrual and revenue periodically throughout each
year to reflect actual and future estimated experience.

In the event of a product recall, product discontinuance or introduction of a generic product, we consider a number of factors,
including the estimated level of inventory in the distribution channel that could potentially be returned, historical experience,
estimates of the severity of generic product impact, estimates of continuing demand and our return goods policy. We consider
the reasons for, and impact of, such actions and adjust the sales returns accrual and revenue as appropriate.

Returns from newly introduced products are significantly more difficult for us to assess. We determine our estimate of the sales
return accrual primarily based on the historical sales returns experience of similar products, such as those within the same or
similar therapeutic category. We also consider the shelf life of new products and determine whether we believe an adjustment
to the sales return accrual is appropriate. The shelf life in connection with new products tends to be shorter than the shelf life
for more established products because we may still be developing the optimal stability duration for the new product that would
lengthen its shelf life, or an amount of launch quantities may have been manufactured in advance of the launch date to ensure
sufficient supply exists to satisfy market demand. In those cases, we assess the reduced shelf life, together with estimated levels
of inventory in the distribution channel and projected demand, and determine whether we believe an adjustment to the sales
return accrual is appropriate. While it is inherently more difficult to assess returns from newly introduced products than from
established products, nevertheless in all instances, we believe we have been able to gather sufficient information in order to
establish reasonable estimates.

As described above, there are a number of factors involved in estimating this accrual, but the principal factor relates to our
estimate of the shelf life of inventory in the distribution channel. At 31 December 2007, Maxipime, Azactam and Tysabri
represented approximately 21.1%, 69.4% and 7.4%, respectively, of the total sales returns accrual balance of $7.6 million. We
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believe, based upon both the estimated shelf life and also our historical sales returns experience, that the vast majority of this
inventory will be sold prior to the expiration dates, and accordingly believe that our sales returns accrual is appropriate.

(f) Other adjustments

In addition to the sales discounts and allowances described above, we make other sales adjustments primarily related to
estimated obligations for credits to be granted to wholesalers under wholesaler service agreements we have entered into with
many of our pharmaceutical wholesale distributors in the United States. Under these agreements, the wholesale distributors
have agreed, in return for certain fees, to comply with various contractually defined inventory management practices and to
perform certain activities such as providing weekly information with respect to inventory levels of product on hand and the
amount of out-movement of product. As a result, we, along with our wholesale distributors, are able to manage product flow
and inventory levels in a way that more closely follows trends in prescriptions. We generally account for these other sales
discounts and allowances by establishing an accrual in an amount equal to our estimate of the adjustments attributable to the
sale. We generally determine our estimates of the accruals for these other adjustments primarily based on historical experience
and other relevant factors, including estimated levels of inventory in the distribution channel in some cases, and adjust the
accruals and revenue periodically throughout each year to reflect actual experience.

(g) Provisions related to sales made in prior periods

During 2007, we recorded $0.4 million of adjustments to increase the discounts and allowances related to sales made in prior
periods, primarily due to the availability of additional information relating to our actual returns experience for Tysabri, Maxipime
and Azactam.

(h) Use of information from external sources

We use information from external sources to estimate our significant sales discounts and allowances. Our estimates of inventory
at the wholesalers are based on:

e The actual and projected prescription demand-based sales for our products and historical inventory experience;

e QOur analysis of third-party information, including written and oral information obtained from all of the major wholesalers with
respect to their inventory levels and sell-through to customers, and third-party market research data; and

e Our internal information.

We also use information from external sources to identify prescription trends and patient demand. Since 2004, we have been
receiving inventory pipeline data from the three major wholesalers (McKesson Corp., Cardinal Health, Inc. and
AmerisourceBergen Corp.). The inventory information received from these wholesalers is a product of their record-keeping
process and excludes inventory held by intermediaries to whom they sell, such as retailers and hospitals. We receive information
from IMS Health, a supplier of market research to the pharmaceutical industry, which we use to project the prescription
demand-based sales for our pharmaceutical products. Our estimates are subject to inherent limitations of estimates that rely on
third-party information, as certain third-party information is itself in the form of estimates, and reflect other limitations,
including lags between the date as of which third-party information is generated and the date on which we receive such
information.

For additional information regarding our significant accounting policies, please refer to Note 2 to the Consolidated Financial
Statements.
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Results of Operations for the Years Ended 31 December

2007 2006 % increase/

$m $m (decrease)
Product revenue 491.9 482.5 2%
Contract revenue 24.5 14.8 66%
Total revenue 516.4 4973 4%
Cost of sales 180.6 198.0 (9)%
Gross profit 335.8 299.3 12%
Selling, general and administrative expenses 603.2 416.4 45%
Research and development expenses 271.7 226.2 20%
Gain on arbitration award — (49.8) (100)%
Net gain on divestment of product — (7.4) (100)%
Operating loss (539.1) (286.1) 88%
Interest expense 157.2 182.4 14)%
Interest income (44.3) (58.5) 24)%
Investment (gains)/losses 0.9 (1.6) (156)%
Net charge on debt retirements 7.7 11.5 (33)%
Net interest and investment losses 121.5 133.8 (9)%
Loss before tax (660.6) (419.9) 57%
Tax expense/(benefit) on loss from ordinary activities 5.3 (11.2) (147)%
Net loss for the year (665.9) (408.7) 63%

Product Revenue
2007 2006 % increase/
$m $m (decrease)

Biopharmaceuticals:
Maxipime 122.5 159.9 (23)%
Azactam 86.3 77.9 1%
Prialt 12.3 12.1 2%
Royalties 1.8 24 (25)%
Total product revenue from Biopharmaceuticals business 2229 252.3 (12)%
Total EDT product revenue—manufacturing revenue and royalties 269.0 230.2 17%
Total product revenue 491.9 482.5 2%

Product Revenue from our Biopharmaceuticals Business

Total revenue from our Biopharmaceuticals business decreased 12% to $222.9 million in 2007 from $252.3 million in 2006. The
decrease primarily reflects the decline in sales of Maxipime due to generic competition, offset by higher sales of Azactam.

In June 2006, the FDA approved the reintroduction of Tysabri for the treatment of relapsing forms of MS. Approval for the
marketing of Tysabri in the European Union was also received in June 2006 and has subsequently been received in a number of
other countries. The distribution of Tysabri in both the United States and the ROW recommenced in July 2006. Global in-market
net sales of Tysabri, which we market in collaboration with Biogen Idec, were $342.9 million in 2007 (2006: $38.1 million),
consisting of $217.4 million (2006: $28.2 million) in the United States and $125.5 million (2006: $9.9 million) in the European
Union.
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Tysabri was developed and is now being marketed in collaboration with Biogen Idec. In general, subject to certain limitations
imposed by the parties, we share with Biogen Idec most development and commercialisation costs for Tysabri. Biogen Idec is
responsible for manufacturing the product. In the United States, we purchase Tysabri from Biogen Idec and are responsible for
distribution. Outside of the United States, Biogen Idec is responsible for distribution.

Our collaboration with Biogen Idec for Tysabri is a jointly-controlled operation in accordance with International Accounting
Standards (IAS) 31, “Financial Reporting of Interests in Joint Ventures,” (IAS 31). A jointly-controlled operation is an operation of
a joint venture that involves the use of the assets and other resources of the venturers rather than establishing a corporation,
partnership or other entity, or a financial structure that is separate from the venturers themselves. Each venturer uses its own
property, plant and equipment and carries its own inventories. It also incurs its own expenses and liabilities and raises its own
finance, which represent its own obligations.

The Tysabri collaboration operating profit or loss is calculated excluding R&D expenses (we record our share of the total Tysabri
collaboration R&D expenses within our R&D expenses). In accordance with IAS 31, in any period where an operating loss has
been incurred by the collaboration on sales of Tysabri, we do not recognise any Tysabri product revenue. In any period where an
operating profit has been generated by the collaboration on sales of Tysabri, we recognise as revenue our share of the
collaboration profit from the sale of Tysabri, plus our directly-incurred collaboration expenses on these sales. Accordingly, we
have not recognised any product revenue from Tysabri in either 2007 or 2006, since Tysabri incurred an operating loss in both
years. Our actual operating profit or loss on Tysabri differs from our share of the collaboration operating profit or loss, because
certain Tysabri-related expenses are not shared through the collaboration and certain unique risks are retained by each party.

Maxipime revenue decreased 23% to $122.5 million in 2007 from $159.9 million in 2006. The decrease in 2007 was principally
due to the introduction of generic competition. In June 2007, the first generic formulation of cefepime hydrochloride was
approved by the FDA. Generic cefepime hydrochloride was launched shortly thereafter, and we expect it will continue to
materially and adversely affect our revenues from, and gross margin for, Maxipime.

Azactam revenue increased 11% to $86.3 million in 2007 from our 2006 sales level of $77.9 million. The increase was primarily
due to increased demand. Azactam lost its patent exclusivity in October 2005, and its future sales are expected to be negatively
impacted by generic competition, although to date no generic form of Azactam has been approved.

Prialt revenue increased 2% to $12.3 million in 2007 from our 2006 sales level of $12.1 million. The increase was primarily due
to increased demand. Prialt was launched in the U.S. market in the first quarter of 2005. In March 2006, we completed the sale
of the European rights to Prialt to Eisai, while retaining the product rights in the United States. We had not made any
commercial sales of Prialt in Europe prior to this divestment.

Product Revenue from our EDT Business

Manufacturing revenue and royalties are as follows:

2007 2006 % increase/

$m $m (decrease)
TriCor 62.5 52.1 20%
Skelaxin 393 36.5 8%
Verelan 28.5 36.3 21 %
Focalin/Ritalin 284 22.5 26%
Diltiazem 18.7 19.5 4)%
Other 91.6 63.3 45%
Total manufacturing revenue and royalties 269.0 230.2 17%

Manufacturing revenue and royalties from our EDT business comprise revenue earned from products we manufacture for third
parties and royalties we earn principally on sales by third parties of products that incorporate our technologies.

Manufacturing revenue and royalties increased 17% to $269.0 million in 2007 from our 2006 sales level of $230.2 million. The
increase primarily reflects continued growth across a number of products in our EDT portfolio and increased manufacturing
activity.
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Except as noted above, no other single product accounted for more than 10% of our manufacturing revenue and royalties in
either 2007 or 2006. In 2007, 47% of these revenues consisted of royalties received on products that we do not manufacture,
compared to 44% in 2006.

Potential generic competitors have challenged the existing patent protection for several of the products from which we earn
manufacturing revenue and royalties. We and our clients defend our intellectual property rights vigorously. However, if these
challenges are successful, our manufacturing revenue and royalties will be materially and adversely affected.

Contract Revenue
2007 2006 % increase/

$m $m (decrease)
Biopharmaceuticals contract revenue 7.3 — —
EDT contract revenue 17.2 14.8 16%
Total contract revenue 24.5 14.8 66%

Contract revenue consists of research revenue and milestones arising from R&D activities we perform on behalf of third parties.
Total contract revenue increased 66% to $24.5 million in 2007 from $14.8 million in 2006. The increase in contract revenue
within both of our Biopharmaceuticals and EDT businesses were primarily due to the timing of milestone receipts.

Cost of Sales

Total cost of sales decreased 9% to $180.6 million in 2007 from $198.0 million in 2006. Included within cost of sales were
other charges of $3.3 million (2006: $2.5 million), as described below. Excluding other charges, the gross margin on revenue
was 66% in 2007, compared to 61% in the same period of 2006. The increase was primarily due to changes in product mix,
along with continued cost discipline.

Selling, General and Administrative Expenses

Total SG&A expense increased 45% to $603.2 million in 2007 from $416.4 million in 2006. Included within SG&A expense were
other charges of $292.6 million (2006: $4.9 million of other credits), as described below. Excluding other charges/(credits),
SG&A expenses decreased 26% to $310.6 million in 2007 from $421.3 million in 2006. The decrease primarily reflects lower
net SG&A expenses recorded in relation to Tysabri, as explained further below, and the restructuring of our commercial
infrastructure related to the approval of a generic form of Maxipime in June 2007 and the anticipated approval of a generic
form of Azactam, along with reduced amortisation expense following the impairment of our Maxipime and Azactam intangible
assets, which resulted in the reduction of related selling and administrative costs.

In any period where an operating loss has been incurred on sales of Tysabri, as was the case for both 2007 and 2006, we
record, within SG&A expenses, our Tysabri-related SG&A expenses less our share of the gross profit on in-market sales of
Tysabri. Included within SG&A expenses is $6.7 million (2006: $79.1 million) of net SG&A expenses in relation to Tysabri, which
comprised:

2007 2006

$m $m

Tysabri-related SG&A expenses 132.5 92.4
Elan’s gross profit on Tysabri in-market sales (125.8)  (13.3)
Net Tysabri SG&A 6.7 79.1

Research and Development Expenses

Total R&D expense increased 20% to $271.7 million in 2007 from $226.2 million in 2006. Included within R&D expense were
other charges of $10.2 million (2006: $9.9 million), as described below. Excluding other charges, R&D expenses increased 21% to
$261.5 million in 2007, compared to $216.3 million in 2006. The increase was primarily due to increased expenses associated
with the progression of our Alzheimer’s disease programmes, particularly the move of AAB-001 into Phase 3 clinical trials and the
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move of ELNDOO5 into Phase 2 clinical trials during 2007. R&D expenses for 2007 included $39.3 million (2006: $31.5 million) in
relation to Tysabri.

Gain on Arbitration Award

In December 2006, we were awarded $49.8 million following the conclusion of binding arbitration proceedings that were
initiated against King with respect to an agreement to reformulate Sonata®. This award was recognised as a gain in 2006 and
was received in January 2007.

Net Gain on Divestment of Product

In March 2006, we sold the Prialt European rights to Eisai and received $50.0 million at closing and are entitled to receive an
additional $10.0 million on the earlier of two years from closing or launches of Prialt in key European markets. We recorded a
net gain of $7.4 million on this sale, which included both the $50.0 million and the present value of the additional $10.0 million
consideration. We may also receive an additional $40.0 million contingent on Prialt achieving revenue related milestones in
Europe. Due to its contingent nature, this amount was not included in determining the net gain recorded in 2006. As of

31 December 2007, we have received $8.0 million of the $10.0 million related to the launches of Prialt in key European
markets.

Other Charges/(Credits)

The principal items classified as other charges/(credits) include the impairment of our Prialt intangible assets, impairment of our
Maxipime and Azactam intangible and other assets and severance, restructuring and other costs. We believe that disclosure of
significant other charges/(credits) is meaningful because it provides additional information in relation to analysing certain items.

For the year ended 31 December 2007, included within cost of sales, SG&A expenses and R&D expenses were total other
charges of $306.1 million for 2007 (2006: $7.5 million) consisting of the following:

2007
Cost of Sales SG&A R&D  Total
Sm $m  $m $m
Prialt intangible asset impairment — 197.5 — 1975
Maxipime/Azactam intangible and other assets impairment 2.8 73.4 — 76.2
Severance, restructuring and other costs 0.5 21.7 10.2 32.4
Total other charges 3.3 2926 10.2 306.1
2006
Cost of Sales SG&A R&D Total
Sm $m  $m $m
Total other charges—severance, restructuring and other costs 2.5 (4.9) 9.9 7.5

Prialt intangible asset impairment

The impairment charge of $197.5 million (comprised of $194.0 million of acquired IPR&D costs and $3.5 million of patents and
licences) relating to our Prialt intangible assets was as a result of lower projected sales. In light of additional data becoming
available in 2007, we adjusted our sales forecast for Prialt, which caused projected future cumulative discounted cash flows to
be lower than the carrying value of the intangible assets, thus indicating that the carrying value was not recoverable.
Consequently, the impairment charge was calculated as the excess of the carrying value over the discounted net present value.
At 31 December 2007, the net carrying value of the Prialt intangible asset was $57.8 million.

Maxipime/Azactam intangible and other assets impairment

The Maxipime and Azactam asset impairment charge of $76.2 million is related to the launch of a generic formulation of
Maxipime in June 2007 and the anticipated approval of a generic form of Azactam. As a direct result of the approval of a first
generic formulation of cefepime hydrochloride in June 2007 and the anticipated approval for a generic form of Azactam, we
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revised the projected future cumulative undiscounted cash flows. The revised projected future cumulative discounted cash flows
were lower than the carrying value of the intangible assets, thus indicating that the combined carrying value was not
recoverable. Consequently, the impairment charge was calculated as the excess of the carrying value over the discounted net
present value. The remaining net intangible assets’ carrying value was amortised, on a straight-line basis, through 31 December
2007.

Severance, restructuring and other costs

During 2007, we incurred severance, restructuring and other costs of $32.4 million arising principally from the restructuring of
our commercial infrastructure and consolidation of our U.S. West Coast locations, which resulted in the closure of the San Diego
facility and the expansion of our operations in South San Francisco. The restructuring of our commercial infrastructure was
primarily a result of the approval of a generic form of Maxipime and the anticipated approval of a generic form of Azactam.

During 2006, the severance, restructuring and other costs of $7.5 million (comprised of other charges of $2.5 million in cost of
sales, other credits of $4.9 million in SG&A expenses and other charges of $9.9 million in R&D expenses) related to the
realignment of our resources to meet our current business structure. The restructuring and severance charges in 2006 were
primarily related to the consolidation of our Biopharmaceuticals R&D activities into our South San Francisco facility. These
charges arose from termination of certain operating leases, reduction of headcount and relocation of employees, and they
included the reversal of a $9.4 million charge for future lease payments on an unutilised facility in South San Francisco. As a
part of the restructuring of our Biopharmaceutical R&D activities, this facility was brought back into use.

Interest Expense

Total interest expense decreased 14% to $157.2 million for 2007 from $182.4 million for 2006. The decrease was primarily due
to interest savings from the early retirement of $613.2 million of the 7.25% senior notes (Athena Notes) in January 2007 and
early conversion of $254.0 million of the 6.5% Convertible Notes in November 2006, partially offset by the interest expenses
related to the 8.875% senior fixed rate notes due in 2013 (8.875% Notes) and senior floating rate notes due in 2013 (Floating
Rate Notes due 2013), both of which were issued in November 2006.

Interest Income

Total interest income decreased 24% to $44.3 million for 2007 from $58.5 million in 2006. The decrease was principally due to
less interest income earned as a result of lower cash balances.

At 31 December 2007, all of Elan’s liquid investments were invested in bank deposits and funds. In December 2007, due to the
dislocations in the capital markets, one of these funds was closed. As a result, at 31 December 2007, the amount invested in
this fund of $274.8 million was no longer included in cash and cash equivalents and was presented as an investment. Since

31 December 2007, Elan has reduced the amount invested in this fund to approximately $90 million and has moved
approximately $185 million into bank deposits and United States treasury funds. For 2007, included within total interest income
of $44.3 million is a charge of $3.8 million incurred in relation to this fund. There was no such equivalent charge in 2006.

Investment (Gains)/Losses

Net investment losses were $0.9 million in 2007, compared to net gains of $1.6 million in 2006. The net investment losses in
2007 were primarily comprised of $6.6 million of gains on the sale of investment securities (2006: $8.3 million) and an
impairment charge of $6.1 million (2006: $7.3 million).

The $6.6 million in gains on the sale of investment securities in 2007 includes gains on sale of securities of Adnexus
Therapeutics, Inc. of $3.0 million and Women's First Healthcare, Inc. of $1.3 million.

The $8.3 million in gains on the sale of investment securities in 2006 includes gains on sale of securities of Salu, Inc. of
$3.0 million, Nobex Corporation of $2.5 million and Women'’s First Healthcare, Inc. of $1.0 million.

In 2007, we recorded an impairment of $5.0 million related to an investment of $11.4 million in auction rate securities. The
remaining impairment charges of $1.1 million (2006: $7.3 million) related to various investments in small emerging
pharmaceutical and biotechnology companies. As described above, included within interest income for 2007 is an impairment
charge of $3.8 million related to a fund that was closed in December 2007. There was no such equivalent charge in 2006. See
Note 16 to the Consolidated Financial Statements for additional information on investment impairments.
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Net Charge on Debt Retirements

In December 2006, we issued an early redemption notice for the Athena Notes. In January 2007, the remaining aggregate principal
amount of $613.2 million of the Athena Notes was redeemed and the related $300.0 million of interest rate swaps were cancelled.
As a result, we incurred a net charge on debt retirement of $19.2 million, which was recognised using the effective interest
method over the period from the issuance of the redemption notice to the redemption date. Accordingly, we recorded a net
charge on the redemption of the Athena Notes of $11.5 million in 2006 and an additional charge of $7.7 million in 2007.

For additional information regarding indebtedness, please refer to Note 21 to the Consolidated Financial Statements and to
“Debt Facilities” in this Financial Review.

Taxation

We had a net tax expense of $5.3 million for 2007, compared to a net tax benefit of $11.2 million for 2006. The tax expense
and benefit reflect tax at standard rates in the jurisdictions in which we operate, the availability of tax losses, foreign
withholding tax and exempt income derived from Irish patents. Our Irish patent derived income was exempt from taxation
pursuant to Irish legislation, which exempts income derived from qualifying patents. Currently, there is no termination date in
effect for such exemption although with effect from 1 January 2008, the amount of income that can qualify for the patent
exemption will be capped at €5 million per year. A net deferred tax asset existed at 31 December 2007; however, we have
recognised only part of this deferred tax asset on the balance sheet. The rest of our deferred tax assets have not been
recognised as it is not probable at this time that these assets will be realised in the future. At 31 December 2007, we have gross
unused tax loss carryforwards of $3,083.8 million, and unrecognised deferred tax assets of $890.0 million.

Segment Analysis

Our business is organised into two business units: Biopharmaceuticals and EDT. Biopharmaceuticals engages in research,
development and commercial activities primarily in Alzheimer's disease, Parkinson’s disease, multiple sclerosis, Crohn’s disease,
severe chronic pain and infectious diseases. EDT is an established, profitable and growing specialty pharmaceutical business unit
of Elan. For nearly 40 years, EDT has been applying its skills and knowledge to enhance the performance of dozens of drugs
that have been marketed worldwide.

Analysis of Results of Operations by Segment

Biopharmaceuticals
2007 2006 % increase/
$m $m (decrease)
Product revenue 222.9 252.3 (12)%
Contract revenue 7.3 — —
Total revenue 230.2 252.3 (9)%
Cost of sales 69.1 67.6 2%
Gross profit 161.1 184.7 (13)%
Selling, general and administrative expenses 553.2 377.0 47%
Research and development expenses 2233 180.1 24%
Net gain on divestment of product — (7.4) (100%)
Operating loss (615.4) (365.0) 69%

Total Revenue

For analysis of our product revenue and contract revenue by segment, refer to pages 39 to 41 of the “Financial Review.”

Cost of Sales

Cost of sales increased 2% to $69.1 million in 2007 from $67.6 million in 2006. Included within cost of sales were other charges
of $3.1 million (2006: $Nil), as described below. Excluding other charges, the gross margin on revenue was 71% in 2007, as
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compared to 73% in the same period 2006. The decrease in the gross profit margin was principally due to the change in the mix
of product sales and reduced selling price of Maxipime as a result of a generic competitor.

Selling, General and Administrative Expenses

SG&A expense increased 47% to $553.2 million in 2007 from $377.0 million in 2006. Included within SG&A expense were
other charges of $289.0 million (2006: $5.6 million other credits), as described below. Excluding other charges, SG&A expense
decreased 31% to $264.2 million from $382.6 million in 2006. The decrease primarily reflects lower net SG&A expenses
recorded in relation to Tysabri, as described on page 41, and the restructuring of our commercial infrastructure related to the
approval of a generic form of Maxipime in June 2007 and the anticipated approval of a generic form of Azactam, along with
reduced amortisation expense following the impairment of our Maxipime and Azactam intangible assets, which resulted in the
reduction of related selling and administrative costs.

Research and Development Expenses

R&D expense increased 24% to $223.3 million in 2007 from $180.1 million in 2006. Included within R&D expense was other
charges of $10.2 million (2006: $9.9 million), as described below. Excluding other charges, R&D expense increased 25% to
$213.1 million in 2007, compared to $170.2 million in 2006. The increase was primarily due to increased expenses associated
with the progression of our Alzheimer’s disease programmes and particularly the advance of AAB-001 into Phase 3 clinical trials
and the advance of ELNDOO5 into Phase 2 clinical trials during 2007. R&D expenses for 2007 included $39.3 million (2006:
$31.5 million) in relation to Tysabri.

Net Gain on Divestment of Product

In March 2006, we sold the Prialt European rights to Eisai and received $50.0 million at closing and are entitled to receive an
additional $10.0 million on the earlier of two years from closing or launches of Prialt in key European markets. We recorded a
net gain of $7.4 million on this sale, which included both the $50.0 million and the present value of the additional $10.0 million
consideration. We may also receive an additional $40.0 million contingent on Prialt achieving revenue related milestones in
Europe. Due to its contingent nature, this amount was not included in determining the net gain recorded in 2006. As of

31 December 2007, we have received $8.0 million of the $10.0 million related to the launches of Prialt in key European
markets.

Other Charges/(Credits)

For the year ended 31 December 2007, included within cost of sales, SG&A expenses and R&D expenses were other charges of
$302.3 million for 2007 (2006: $4.3 million) consisting of the following:

2007
Cost of Sales SG&A R&D Total
$m $m $m $m
Prialt intangible asset impairment — 1975 — 1975
Maxipime/Azactam intangible and other assets impairment 2.8 73.4 — 76.2
Severance, restructuring and other costs 0.3 18.1 10.2 28.6
Total other charges 3.1 289.0 102 3023
2006
Cost of Sales SG&A R&D Total
$m $m $m $m
Severance, restructuring and other costs — (5.6) 9.9 4.3

Refer to page 42 of the “Financial Review” for additional discussion on other charges.
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EDT
2007 2006 % increase/

$m $m (decrease)
Product revenue 269.0 230.2 17%
Contract revenue 17.2 14.8 16%
Total revenue 286.2 2450 17%
Cost of sales 1115 1304 (14)%
Gross profit 1747 1146 52%
Selling, general and administrative expenses 50.0 394 27%
Research and development expenses 48.4 46.1 5%
Gain on arbitration award —  (49.8) (100%)
Operating profit 76.3 78.9 (3)%

Total Revenue

For analysis of our product revenue and contract revenue by segment, refer to pages 39 to 41 of the “Financial Review.”

Cost of Sales

Cost of sales decreased 14% to $111.5 million from $130.4 million in 2006. Included within cost of sales were other charges of
$0.2 million (2006: $2.5 million), as described below. Excluding other charges, the gross margin on revenue was 61% in 2007,
compared to 48% in 2006. The increase in the gross profit margin in 2007 as compared to 2006 was principally a result of
changes in product mix. Royalties continue to grow as a percentage of total manufacturing revenue and royalties. In 2007, our
royalties were 47% of total manufacturing revenue and royalties (2006: 44%).

Selling, General and Administrative Expenses

SG&A expense increased 27% to $50.0 million in 2007 from $39.4 million in 2006. Included within SG&A expense were other
charges of $3.6 million (2006: $0.7 million), as described below. Excluding other charges, SG&A expense increased 20% to
$46.4 million from $38.7 million in 2006. The increase primarily reflects higher legal costs related to the protection of our
intellectual property, which is partially offset by lower amortisation charges as some EDT intangible assets were fully amortised in
2006.

Research and Development

R&D expense increased 5% to $48.4 million in 2007 from $46.1 million in 2006. The increase primarily reflects increased spend
on proprietary programmes and on identifying suitable collaborative products for the NanoCrystal technology.

Gain on Arbitration Award

In December 2006, we were awarded $49.8 million following the conclusion of binding arbitration proceedings that were
initiated against King with respect to an agreement to reformulate Sonata. This award was recognised as a gain in 2006 and
was received in January 2007.

Other Charges/(Credits)

During 2007 and 2006, we incurred severance, restructuring and other costs of $3.8 million ($0.2 million included within cost of
sales and $3.6 million included within SG&A) and $3.2 million ($2.5 million included within cost of sales and $0.7 million
included within SG&A), respectively, arising from the realignment of our resources to meet our current business structure.
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Liquidity and Capital Resources
Cash and Cash Equivalents, Liquid and Capital Resources

Our liquid resources and shareholders’ equity/(deficit) at 31 December were as follows:

2007 2006 increase/

$m $m  (decrease)

Cash and cash equivalents 4235 1,510.6 (72)%
Restricted cash—current 20.1 23.2 (13)%
Available-for-sale investments—current 276.9 11.2 2,372%
Total liquid resources 720.5 1,545.0 (53)%
Shareholders’ equity/(deficit) (388.4) 204.8 (290)%

We have historically financed our operating and capital resource requirements through cash flows from operations, sales of
investment securities and borrowings. We consider all highly liquid deposits with an original maturity of three months or less to
be cash equivalents. Our primary source of funds at 31 December 2007 consisted of cash and cash equivalents of $423.5 million,
which excludes current restricted cash of $20.1 million and current available-for-sale investments of $276.9 million.

At 31 December 2007, all of Elan’s liquid investments were invested in bank deposits and funds. In December 2007, due to
dislocations in the capital markets, one of these funds was closed. As a result, the amount invested in this fund on the closure
date of $305.9 million (31 December 2007: $274.8 million) no longer qualified as cash and cash equivalents and was reclassified
as an investment. Since 31 December 2007, Elan has reduced the amount invested in this fund to approximately $90 million
and has moved approximately $185 million into bank deposits and U.S. treasury funds.

At 31 December 2007, our shareholders’ deficit was $388.4 million, compared to shareholders’ equity of $204.8 million at
31 December 2006. The decrease is due primarily to the net loss incurred during the year. Our debt covenants do not require us
to maintain or adhere to any specific financial ratios. Consequently, the shareholders’ deficit has no impact on our ability to
comply with our debt covenants. Our recorded shareholders’ equity/(deficit) is substantially lower than our market capitalisation,
in particular because the carrying values of our intangible assets do not fully reflect the value created through our R&D activities.

For additional information regarding our liquidity and capital resources, refer to Note 26 to the Consolidated Financial
Statements.

Cash Flows
2007 2006
$m $m
Net cash used in operating activities (157.2)  (225.0)
Net cash flows provided by/(used in) investing activities (326.6) 23.0
Net cash flows provided by/(used in) financing activities (601.5) 627.3
Effect of foreign exchange rate changes on cash (1.8) 4.6
Net increase/(decrease) in cash and cash equivalents (1,087.1) 429.9
Cash and cash equivalents at beginning of year 1,510.6  1,080.7
Cash and cash equivalents at end of year 4235 1,510.6

The results of our cash flow activities for 2007 and 2006 are described below.

2007

Net cash used in operating activities was $157.2 million in 2007. The primary components of cash used in operating activities
were the net loss (adjusted to exclude non-cash charges and benefits) and changes in working capital accounts. Changes in
working capital accounts provided a net cash inflow of $18.2 million and include the increase in accounts receivable of

$30.1 million, the decrease in prepayments and other assets of $55.4 million (principally $49.8 million arbitration award, which
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was paid by King in January 2007), the increase in inventory of $7.4 million, and the net increase of $0.3 million in accounts
payable and accrued and other liabilities.

Net cash used in investing activities was $326.6 million in 2007. At 31 December 2007, all of Elan’s liquid investments were
invested in bank deposits and funds. In December 2007, due to dislocations in the capital markets, one of these funds was
closed. As a result, the amount invested in this fund on the closure date of $305.9 million (31 December 2007: $274.8 million)
no longer qualified as cash and cash equivalents and was reclassified as an investment. Since 31 December 2007, Elan has
reduced the amount invested in this fund to approximately $90 million and has moved approximately $185 million into bank
deposits and U.S. treasury funds.

Net cash used in investing activities in 2007 also includes $12.3 million related to the purchase of investments and $26.1 million
related to the purchase of property, plant and equipment, offset by net proceeds of $31.3 million from the sale of investments.
As of 31 December 2007, we did not have any significant commitments to purchase property, plant and equipment, except for
contracted additional capital expenditures of $12.7 million.

Net cash used in financing activities totalled $601.5 million in 2007, primarily reflecting the repayment of loans and finance
lease obligations of $629.6 million (principally the redemption of $613.2 million of the Athena Notes), offset by $28.2 million of
net proceeds from employee stock issuances.

We believe that our current liquid asset position will be sufficient to meet our needs for the foreseeable future.

2006

Net cash used in operating activities was $225.0 million in 2006. The primary components of cash used in operating activities
were the net loss (adjusted to exclude non-cash charges and benefits) and changes in working capital accounts. The changes in
working capital accounts include the net increase in accounts receivables and prepayments and other assets of $85.4 million
(principally $49.8 million arbitration award entered in our favour and against King in December 2006, which was paid by King
in January 2007), the increase in inventory of $6.0 million, and the net increase of $20.2 million in accounts payable and
accrued and other liabilities.

Net cash provided by investing activities was $23.0 million in 2006. The major component of cash generated from investing
activities includes net proceeds of $14.1 million from the disposal of investments and $54.2 million from the sale of the
European rights to Prialt, partially offset by $29.9 million for capital expenditures and $18.6 million for the purchase of
intangible and other assets.

Net cash provided by financing activities totalled $627.3 million in 2006, primarily reflecting the net proceeds of $602.8 million
from the issuances of $465.0 million of the 8.875% Notes and $150.0 million of the Floating Rate Notes due 2013, and
$29.8 million of net proceeds from employee stock issuances, offset by $5.7 million related to the repayment of loans and
finance lease obligations.

Debt Facilities

At 31 December 2007, we had outstanding debts of $1,765.0 million in aggregate principal amount which consisted of the
following:

$Sm
7.75% Notes due 2011 850.0
Floating Rate Notes due 2011 300.0
8.875% Notes due 2013 465.0
Floating Rate Notes due 2013 150.0
Total current and long-term debts 1,765.0

During 2007, at 31 December 2007, and, as of the date of approval of this Annual Report, we were not in violation of any of our
debt covenants. Our debt covenants do not require us to maintain or adhere to any specific financial ratios. Consequently, the
shareholders’ deficit of $388.4 million at 31 December 2007 has no impact on our ability to comply with our debt covenants. For
additional information regarding our outstanding debts refer to Note 21 to the Consolidated Financial Statements.
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Commitments and Contingencies

For information regarding commitments and contingencies, refer to Note 28 to the Consolidated Financial Statements.

Contractual Obligations

The following table sets out, at 31 December 2007, our main contractual obligations due by period for debt principal and
interest repayments and finance and operating leases. These represent the major contractual future payments that may be made
by us. The table does not include items such as expected capital expenditures on plant and equipment, future investments in
financial assets or future milestones we may elect to pay Biogen Idec. At 31 December 2007, the directors had authorised
capital commitments for the purchase of property, plant and equipment of $12.7 million (2006: $5.6 million). At 31 December
2007, the directors had authorised capital expenditure, which had not been contracted for, of $1.8 million (2006: $7.3 million).

Less than 1-3 3-5 More than

Total 1 Year Years Years 5 Years

$m $m $m $m $m

7.75% Notes due 2011 850.0 — — 850.0 —
Floating Rate Notes due 2011 300.0 — — 300.0 —
8.875% Notes due 2013 465.0 — — — 465.0
Floating Rate Notes due 2013 150.0 — — — 150.0
Total debt principal obligations 1,765.0 — — 1,150.0 615.0
Debt interest payments'" 685.5 147.7 2955 191.3 51.0
Operating lease obligations 275.8 171 4209 57.6 159.1
Total contractual obligations 2,726.3 164.8 337.5 11,3989 825.1

(1) The Floating Rate Notes due 2011 and Floating Rate Notes due 2013 bear interest at a rate, adjusted quarterly, equal to three-month London
Interbank Offer Rate (LIBOR) plus 4.0% and 4.125%, respectively. To calculate our interest payment obligation, we used the LIBOR at 31 December
2007.

(2)  Net of estimated incentives for tenant leasehold improvements of $10.0 million and $2.8 million in 2009 and 2010, respectively.
At 31 December 2007, we had commitments to invest $1.8 million (2006: $2.4 million) in healthcare managed funds.

Under our collaboration agreement with Biogen Idec, if global in-market net sales of Tysabri are, on average, for four calendar
quarters, in excess of $125 million per calendar quarter, then we may elect to make a milestone payment to Biogen Idec of

$75 million in order to maintain our percentage share of Tysabri at approximately 50% for annual global in-market net sales of
Tysabri that are in excess of $700 million. Additionally, if we have made this first milestone payment, then we may elect to pay a
further $50 million milestone to Biogen Idec if global in-market net sales of Tysabri are, on average, for four calendar quarters, in
excess of $200 million per calendar quarter, in order to maintain our percentage share of Tysabri at approximately 50% for annual
global in-market net sales of Tysabri that are in excess of $1.1 billion. Should we elect not to make the first milestone payment of
$75 million, then our percentage share of Tysabri will be reduced to approximately 35% for annual global in-market net sales of
Tysabri exceeding $700 million. If we elect to make the first milestone payment, but not the second milestone payment, then our
percentage share of Tysabri will be reduced to approximately 35% for annual global net sales of Tysabri exceeding $1.1 billion.

In disposing of assets or businesses, we often provide customary representations, warranties and indemnities (if any) to cover
various risks. We do not have the ability to estimate the potential liability from such indemnities because they relate to unknown
conditions. However, we have no reason to believe that these uncertainties would have a material adverse effect on our
financial condition or results of operations.

The two major rating agencies covering our debt rate it as sub-investment grade debt. None of our debt has a rating trigger
that would accelerate the repayment date upon a change in rating.
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Our debt ratings at 31 December 2007 and 2006 were as follows:

Moody’s Investors

Standard & Poor’s Service
Athena Notes (redeemed in full in January 2007) B B3
7.75% Notes B B3
Floating Rate Notes due 2011 B B3
8.875% Notes B B3
Floating Rate Notes due 2013 B B3

Capital Expenditures

We believe that our current and planned manufacturing, research, product development and corporate facilities will adequately
meet our current and projected needs. In June and December 2007, we entered into lease agreements for two additional
buildings in South San Francisco, which are currently under construction. The lease term for the first building is expected to
commence in the first quarter of 2009 and the second in the first quarter of 2010. The buildings will be utilised for our R&D,
sales and administrative functions. We may invest a significant amount of cash and resources into building a biologics
manufacturing facility for AAB-001. We will use our resources to make capital expenditures as necessary from time to time and
also to make investments in the purchase or licensing of products and technologies and in marketing and other alliances with
third parties to support our long term strategic objectives.

Financial Risk Management
Inflation Risk

Inflation had no material impact on our operations during the year.

Foreign Currency Risk

We are a multinational business operating in a number of countries and the U.S. dollar is the primary currency in which we
conduct business. The U.S. dollar is used for planning and budgetary purposes and as the presentation currency for financial
reporting. We do, however, have revenues, costs, assets and liabilities denominated in currencies other than U.S. dollars.
Consequently, we enter into derivative financial instruments to manage our non-U.S. dollar foreign exchange risk. We use
derivative financial instruments primarily to reduce exposures to market fluctuations in foreign exchange rates. We do not enter
into derivative financial instruments for trading or speculative purposes. All derivative contracts entered into are in liquid markets
with credit-approved parties. The treasury function operates within strict terms of reference that have been approved by our board
of directors.

The U.S. dollar is the base currency against which all identified transactional foreign exchange exposures are managed and
hedged. The principal risks to which we are exposed are movements in the exchange rates of the U.S. dollar against the Euro
and Sterling. The main exposures are net costs in Euro arising from a manufacturing and research presence in Ireland and the
sourcing of raw materials in European markets.

We had entered into a number of forward foreign exchange contracts at various rates of exchange which required us to sell
U.S. Dollars for Euro on various dates. The forward contracts expired on various dates throughout 2007. There were no forward
or swap contracts outstanding at 31 December 2007.

During 2007, average exchange rates were $1.37 = €1.00. We sell U.S. dollars to buy Euro for costs incurred in Euro.

For additional information regarding foreign currency risk, refer to Note 26 to the Consolidated Financial Statements.

Interest Rate Risk on Debts

Our long-term debt is primarily at fixed rates, except for the $300.0 million of Floating Rate Notes due 2011 and $150.0 million
of Floating Rate Notes due 2013 issued in November 2004 and November 2006, respectively. Interest rate changes affect the
amount of interest on our variable rate debt.
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The table below summarises the market risks associated with our fixed and variable rate debts outstanding at 31 December 2007:

2011 2012 Thereafter Total

$m $m $m $m

Fixed rate debts!"” 850.0 — 465.0 1,315.0
Average interest rate 7.75% — 8.875% 8.15%
Variable rate debts®® 300.0 — 150.0  450.0
Average interest rate 9.48% — 9.67% 9.54%
Total debts 1,150.0 — 615.0 1,765.0
Average interest rate 8.20% — 9.07% 8.50%

(1) Represents 74.5% of all outstanding debts.
(2)  Represents 25.5% of all outstanding debts.
(3) Variable interest rates are based on average LIBOR rates in 2007.

If market rates of interest on our variable rate debts, increased by 10%, then the increase in interest expense on the variable
rate debts would be $4.1 million annually. As of 31 December 2007, the fair value of our debts was $1,680.6 million. See
Notes 21 and 26 to the Consolidated Financial Statements for additional information on our debts.

Interest Rate Risk on Investments

Our liquid funds are invested primarily in U.S. dollars except for the working capital balances of subsidiaries operating outside of
the United States. Interest rate changes affect the returns on our investment funds. Our exposure to interest rate risk on liquid
funds is actively monitored and managed with an average duration of less than three months. By calculating an overall exposure
to interest rate risk rather than a series of individual instrument cash flow exposures, we can more readily monitor and hedge
these risks. Duration analysis recognises the time value of money and in particular, prevailing interest rates by discounting future
cash flows.

The interest rate risk profile of our investments at 31 December 2007 was as follows:

Fixed Floating No Interest  Total

$m $m $m $m
Cash and cash equivalents — 423.5 — 4235
Restricted cash (current) — 20.1 — 20.1
Restricted cash (non-current) — 9.5 — 9.5
Available-for-sale investments (current) — 268.1 8.8 2769
Available-for-sale investment (non-current) — 13.0 13.2 26.2

Variable interest rates on cash and liquid resources are generally based on the appropriate Euro Interbank Offered Rate, LIBOR or
bank rates dependent on principal amounts on deposit. For additional information on our investments, refer to Notes 16 and 26
to the Consolidated Financial Statements.

Credit Risk

Our treasury function transacts business with counterparties that are considered to be low investment risks. Credit limits are
established commensurate with the credit rating of the financial institution that business is being transacted with. We only enter
into contracts with parties that have at least investment grade credit rating. The counterparties to these contracts are major
financial institutions. The maximum exposure to credit risk is represented by the carrying amount of each financial asset,
including derivative financial instruments, in the balance sheet. We believe that the risk of any net loss from counterparty credit
risk is minimal.

For customers, we have a credit policy in place which involves credit evaluation and ongoing account monitoring.

We do not currently transact significant business in countries that are subject to major political and economic uncertainty. As a
result, we are not materially exposed to any sovereign risk or payment difficulties.
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At the balance sheet date, we have a significant concentration of credit risk given that our main customers, AmerisourceBergen
and Fournier Pharma Corp. account for 53% of our gross accounts receivable balance at 31 December 2007. However, we do
not believe our credit risk in relation with these two customers is significant, as they each have an investment grade credit
rating.

For additional information regarding credit risk, refer to Note 26 to the Consolidated Financial Statements.

Equity Price Risk

We are exposed to equity price risks primarily on our available-for-sale investments, which include quoted investments carried at
a fair value of $8.8 million (2006: $11.2 million). These investments are primarily in small emerging pharmaceutical and
biotechnology companies. A decrease of 10% in equity prices would result in a decrease of $0.9 million in the fair value of our
available-for-sale quoted investments. The decrease would be recognised directly in equity unless it has been determined to be
an impairment, in which case it would be recognised in the income statement. An increase of 10% in equity prices would result
in an increase of $0.9 million in the fair value of our available-for-sale quoted investments. The increase would be recognised
directly in equity.

For additional information on our investments, refer to Notes 16 and 26 to the Consolidated Financial Statements.

Liquidity Risk

We believe that we have sufficient current cash, liquid resources, realisable assets and investments to meet our liquidity
requirements for at least the next 12 months. Longer-term liquidity requirements and debt repayments will need to be met out
of available cash resources, future operating cash flows, financial and other asset realisations and future financing. However,
events, including a material deterioration in our operating performance as a result of our inability to sell significant amounts of
Tysabri, material adverse legal judgements, fines, penalties or settlements arising from litigation or governmental investigations,
failure to successfully develop and receive marketing approval for products under development or the occurrence of other
circumstances or events described under “Risk Factors” on pages 144 to 151, could materially adversely affect our ability to
meet our longer-term liquidity requirements.

We commit substantial resources to our R&D activities, including collaborations with third parties such as Biogen Idec for the
development of Tysabri and Wyeth for Alzheimer’s disease. We expect to commit significant cash resources to the development
and commercialisation of products in our development pipeline.

We continually evaluate our liquidity requirements, capital needs and availability of resources in view of, among other things,
alternative uses of capital, debt service requirements, the cost of debt and equity capital and estimated future operating cash
flow. We may raise additional capital, restructure or refinance outstanding debt, repurchase material amounts of outstanding
debt (including the 7.75% senior fixed rate notes (7.75% Notes), the Floating Rate Notes due 2011, the 8.875% Notes and the
Floating Rate Notes due 2013), consider the sale of interests in subsidiaries, investment securities or other assets or the
rationalisation of products, or take a combination of such steps or other steps to increase or manage our liquidity and capital
resources. Any such actions or steps, including any repurchase of outstanding debt, could be material. In the normal course of
business, we may investigate, evaluate, discuss and engage in future company or product acquisitions, capital expenditures,
investments and other business opportunities. In the event of any future acquisitions, capital expenditures, investments or other
business opportunities, we may consider using available cash or raising additional capital, including the issuance of additional
debt.

For additional information regarding liquidity risk, refer to Note 26 to the Consolidated Financial Statements.

Post Balance Sheet Events

On 14 January 2008, the FDA approved Elan and Biogen Idec’s sBLA for Tysabri for CD. Tysabri is now approved for inducing
and maintaining clinical response and remission in adult patients with moderately to severely active CD with evidence of
inflammation who have had an inadequate response to, or are unable to tolerate, conventional CD therapies and inhibitors of
TNF-alpha.
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Board of Directors and Senior Management

Directors

Kyran McLaughlin (63)

Non-Executive Chairman, Member of the Nominating Committee

Mr. McLaughlin was appointed a director of Elan in January 1998 and was appointed chairman of Elan in January 2005. He is
deputy chairman at Davy Stockbrokers, Ireland’s largest stockbroker firm. He is also a director of Ryanair Holdings, plc and is a
director of a number of private companies.

Floyd Bloom, MD (71)

Non-Executive Director, Member of the Science and Technology Committee

Dr. Bloom was appointed a director of Elan in July 2007. He is the retired chairman of the Scripps Research Department of
Neuropharmacology and was the previous editor-in-chief of Science. He also served as president of the American Association for
the Advancement of Science (2002-2003) and was chairman of its board of directors (2003-2004). A professor at Scripps
Research since 1983, Dr. Bloom serves as chairman of the Department of Neuropharmacology (1989-2000; 2002 to present). A
member of the National Academy of Science since 1977, Dr. Bloom is the recipient of numerous prizes for his contributions to
science.

Shane Cooke (45)

Executive Director, Chief Financial Officer and Head of Elan Drug Technologies

Mr. Cooke was appointed a director of Elan in May 2005. He joined the company as executive vice president and chief financial
officer (CFO) in July 2001, and was additionally appointed head of EDT in May 2007. Prior to joining Elan, Mr. Cooke was chief
executive of Pembroke Capital Limited, an aviation leasing company, and prior to that held a number of senior positions in
finance in the banking and aviation industries. Mr. Cooke i