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CompPaNY PROFILE

Esperion Therapeuties, Ine. discovers and devel-
ops pharmaceutical produets for the treatment of
cardiovascular and metabolic diseases. Esperion
intends to commercialize & novel class of drugs
that focuses on & new treatment approach called
“"HDL Therapy,” which is based on the Company’s
understanding of high-density lipoprotein (HDL)
function. Esperion has more than 90 employees,
ineluding 60 of the world’s leading selentists im

HDL resecarch and development. In addition
te its headeuarters in Ann ./\_ oF; | ﬁ@lﬂg&l@o
the Company has laboratories in Kalamazoo,

Michigan, @mccﬂ Bromma, Sw@dl@,o.o Esperion’s
common stock s listed on the Nasdaq National
Market® under the symbel "ESPR.” Addlitional
Company information can be found on the
Internet at www.esperien.com.

Qur CoRE VALUES:
Individual digmity - Exeellence in sclence ° Vibrant teamwork

PRODUGT PIPELINE

Wicthim fes pipeline, Esperion has several biopharmaceutical produet

candidates and & lead small molecule in development.

Druc Pre C IND P1 P2 P3 NDA RicHTS
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“About every 29 seconds, an American

suffers a coronary event; and about every
i

minute someone will die from one.’
SINCE ITS FOUNDING IN 1998, EsPERION THERAPEUTICS HAS BEEN ON A RELENTLESS QUEST

to discover, develop and commercialize new medicines to help treat some of the world’s

most debilitating and deadly diseases. The Esperion approach to this journey is both

admirable and unique. While many companies focus on medicines that reduce
low-density lipoprotein cholesterol (LDL-C), or "bad” cholesterol, Esperion is
engaged in enhancing the quantity and function of the body’s high-density |
lipoprotein cholesterol (HDL-C), or “good” cholesterol. Scientists have -
discovered that by enhancing the function of HDL, they improve the
efficiency of the reverse lipid transport (RLT) pathway — a remarkable,
cholesterol-cleansing process within the body. The RLT pathway

THE FOUR-STEP RLT PATHWAY

transport and excess cholesterol that

elimination

. conversion

can build up in arterial

walls. It then converts the

cholesterol-loaded
artery

clear artery

cholesterol to a new form

so that it can travel through the blood and back to the liver for elimination
from the body. Each of the product candidates being developed by Esperion
has the ability to stimulate the RLT pathWay and may provide new treatment

options for patients with cardiovascular and metabolic diseases.

TiMoTHY MAYLEBEN
Senior Vice President, Operations and
Finance, and Chief Financial Officer

*2002 HEART AND STROKE STATISTICAL UPDATE, AMERICAN HEART ASSOCIATION
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HAVE YOU HEARD DOTN sTDES
OF THE CHOLESTEROL STORY?




CHOLESTEROL MATTERS. IT'S ESSENTIAL FOR NORMAL CELL FUNCTION.
In healthy humans, there is a quiet, rhythmic delivery system that keeps

m O cholesterol in check. Cholesterol can be carried in LDL particles and

O delivered to the body’s organs for a variety of uses. HDL particles
mobilize excess cholesterol and help remove it from the body. Problems develop when this
system becomes unbalanced — LDL delivers too much cholesterol to the tissues and arteries;
. [EDL removes too little. The excess cholesterol is deposited throughout

the body and frequently forms unstable plaques within arterial walls,
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especially those found in the heart. Studies show that unstable athero-

sclerotic plaques (the buildup of fatty deposits in artery walls) cause
85% of all heart attacks.” ¢ Currently, there are several
products on the market to lower LDL-C, which is a signifi-
cant step in reducing the risk of cardiovascular disease and
slowing the progression of the disease. Esperion’s product
candidates may enhance HDL function and reverse the
A effects of the disease, thus complementing existing
therapies and reducing death and disability that can result

from heart attacks and other life-threatening events.

RoGgeErR NEwTON, PH.D.
President and
Chief Executive Officer

*FaLk E, SHAH PK, FUSTER V. CORONARY PLAQUE DISRUPTION. CIRCULATION 1995; 92:657-671.




How 18 ESPERION THERAPEUTICS PAVING
THE WAY FOR NEW MEDICINES?

Brian Krause, PH.D.
Senior Vice President, Preclinical

Research and Development




ESPERION HAS SEVERAL BIOPHARMACEUTICAL PRODUCT CANDIDATES
A that may provide new treatments for patients with acute coronary
m O syndromes. The Company also has identified a lead small molecule for

O the chronic treatment of various lipid disorders, which are major
risk factors for atherosclerosis and heart disease. ¢ The most advanced product candidate
at Esperion is ETC-588, or LUV (large unilamellar vesicles). LUV are spherical particles
— similar to Wiffle® balls — that travel through arteries and help HDL remove accumulated
cholestercl and other lipids from cells. Infusion of LUV has shown a high capacity to mobi-
lize cholesterol, thus enhancing the RLT pathway. ¢ Esperion is also developing ETC-216,
or ATM (apolipoprotein A-I Milano). AIM is a variant form of apolipoprotein A-I, the

major component of HDL, and is present in a
ETC-588 (LUV)

small population of Northern [talians who have MECHANISM OF ACTION
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cholestercl and rapidly stabilizes atherosclerotic plaque. ¢ Esperion’s
ETC-642, or RLT Peptide, product candidate is a smaller version
of apolipoprotein A-I. The RLT Peptide is a scavenger of choles-
tercl and alsc triggers the conversion of cholesterol into a form
that can be carried in the blood. This candidate may help reduce
heart attacks and other cardiovascular events in patients with acute
coronary syndromes. ¢ ESP 31015 is the lead candidate in

Esperion’s small molecule program. It’s being developed for the
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WHY DOES OUR SCIENCE MAKE SENSE?




“We know that lowering LDL reduces cardiovascular events in broad categories of patients. However, even when patients use the
most powerful current medications and improve their lifestyles, the events are reduced by only about a quarter or a third at most.
Additional therapies and new strategies to improve lifestyle are a necessity. ¢ HDL is a very important, emerging target, because we
know that among individuals with coronary disease, the most frequent lipoprotein abnormality is low HDL. We think that HDL
therapies may be of enormous help. HDL is one of the most exciting areas in lipoprotein research today. The more we learn about it,

the more intriguing it becomes.” — Peter Libby, M.D., F.A.C.C.

THE AMERICAN COLLEGE OF CARDICLOGY AND THE AMERICAN

A Heart Association have established treatment guidelines for

(O acute coronary s ndromes, including the use of aspirin,
i i Ty sy g P
O beta-blockers, nitrates, heparin, IIb/Illa inhibitors,

ACE inhibitors, statins and surgical procedures. All are essential to the
treatment of patients over different periods of time. They play key roles in '
helping to either treat the acute coronary syndrome or reduce the risk of

another heart attack. However, they have limitaticns. For example, statins slow

the progression of atherosclerosis but have limited ability to regress plaque. , “\
? B

0 The problem is that most current treatments focus on the lumen, or
opening, of the artery, rather than targeting the unstable plaque
itself. Thus, Esperion, through its HDL Therapies, is directly

and rapidly targeting the disease itself, shrinking plaques and
possibly stabilizing the unstable atherosclerotic lesions. This

means that the portfolio of HDL therapies from Esperion ( 1
may become an equally important component of the acute

coronary syndrome treatment paradigm.

PeTER LIBBY, M.D., F.A.C.C.
Chief, Cardiovascular Medicine, Brigham and
Women'’s Hospital, and Mallinckrodt Professor

of Medicine, Harvard Medical School




How FAR HAVE WE COME, AND WHERE
WILL THE ROAD TAKE US IN 20027




IN 2001, ESPERION MADE GREAT STRIDES IN ADVANGCING THE
A development of HDL therapies to treat cardiovascular disease:

O . Preliminary results from a Phase Ila study demonstrated theksafety and
Z ) O tolerability of ETC-588 (LUV). - The Company initiated a Phase I

clinical study of ETC-642 (RLT Peptide) and completed a Phase I trial of ETC-216 (AIM),
demonstrating safety, tolerability and the candidate’s biologically active ability to enhance
HDL function. - A number of HDL and cardiology experts and opinion leaders signed on as
collaborators and advisors. - The Company successfully incorpoerated state-of-the-art imaging
technology into its clinical research programs to help assess rapid changes in plaque volume
and composition, including the use of intravascular ultrasound in a Phase II study that was
started with ETC-216 (AIM). © Staff and corporate offices were expanded in Ann Arbor, and
a medicinal chemistry research center was opened in nearby Kalamazoo. ¢ In 2002, Esperion
anticipates even greater success. The Company will further expand its staff, making Espericn
the world’s largest research organization dedicated to the development of HDL Therapies.

Additionally, Esperion will initiate and complete a second Phase II study of ETC-588 (LUV);
complete and release results of the ETC-216 (AIM) Phase II study and the ETC-642 (RLT
Peptide) Phase I trial; and file an IND on its lead small molecule. ¢ Meanwhile, the Company
will pursue a corporate partner that shares Esperion’s same level of commitment to improving

the treatment of cardiovascular disease through novel drug therapies.
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RoGer NEwTON, PH.D.

President and
Chief Executive Officer

IT HAS BEEN A REWARDING YEAR !

"ual

We've transitioned from a start-up company with big aspirat
to an emerging company with & research and development

e

orgenization that is meking great strides im

HDL ¢herapies to treat cardiovascular and metabolic diseases. (g

From our earliest deys, we knew thet our unigue

ability to enhance some of the tinfest particles

could have an enormous impact on the health and

well-being of millions of people. Consider a few

compelling statistics from the 2002 Heart and

Stroke Statistical Update from the Ameriean

Heart Associations

> Coronary heart disease is the single langest killer
of American men and women

o About 1.
or recurrent coronary attack each year, and,
within a given year, more than 45% of these
people will die.

o Two-thirds of peeple with diabetes die of some
form of h@am or bloed vessel disease.
o Every 3.1 minutes someone dies from & stroke.

1 million Americans wﬁjﬂ have & new

R ESPERION THERAPEUTICS.

n the development of
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In many eases, the eulprit for all of the above is

h@f@@@]@ﬁ@@ig = the thickening {5 artery walls
due to the buildup of plagues that disrupt and
compromise bleod flow.

Our mission at Esperion s clear and justified. We
intend to ﬂ@@d the revolution in the treatment of
cardiovascular and metabolic diseases. What makes
us different from other companies pursuing new
medicines for these same diseases?

We have @ unigue therapeutic approach, While many
companies focus on low-density lipoprotein
cholesterol (LDL-C), or “bad” chelesterel,

our expertise centers on the body’s high-density
DL-C), er “good”

lipoprotein cholesterel (HI




cholesterol. Our sefentists are utilizing a pathway
that exists in ell of us = the reverse lipid transport

(RLT) pathway, which is responsible for ﬁ?@f@@p@%=

 ing and removing excess cholestersl from the

we've fnitiated a Phase [ clinical study of ETC-642
(RLT Peptide). Before the end of 2002, two of
our product candidates will have completed

“powered Phase [T clinteal trials; and we hope to be-

body. For a variety of rezsons, the RLT pathway
is underutilized in many people, and this fs where
Esperion’s product candidates have exeiting
potential, All of our product candidates, including
our biopharmaceuticals and our small molecules,
are designed to enhance the RLT pathway.
Essentielly, our biopharmaceutical product
candidates mimie HDL and actually target the
arterial walls, rapidly removing cholesters] from
arteries and tissues, and, wltimately, helping the
body eliminate it. We hypothesize that this ability
to remove cholesterol could possibly reduce the
size of plagues and may even stabilize the unstable
atherosclerotic leslons.

We have @ dynamic and dedicated staff. No other company
in the world has the knowledge base and expertise
in HDL Therapy that we do. We're p proud of the
fact chet among our employees are 60 of the
world’s leading selentists in HIDL research.
Members of our team have also been responsible
for the discovery, elinical development and
commereielization of many high profile therapies,
including Lipiter®, Lopid®, Pravachel®,
Clueophage® and Plaviz®. Escellence in seience

is one of our guiding values. Equally impeortant
are our two other core values: individual dignity
and vibrant teamwork. Esperion is a people-first,
selence-driven organization. Together, we have
erystallized our corporate vision and have achieved
2 commitment to that vision from every person
within our organization.

We get results. I just 17 momnths after our indtial
public offering, we intredueed three drug candi=
dates into elinical trials. Since then, we've released
positive clinical trial data demonstrating the safety
and potential effects of our lead product ecandidate
= ETC-588 (LUV). We've alse completed a Phase [
trial of ETC-216 (AIM), and those results demon-=
strated the eandidate’s saffety, tolerability and
biological ability to emhanee HDL function. And

one glant step closer to our biggest goal: providing
new treatment alternatives for patients with acute
coronary syndromes and/or chronie cardiovascular
or metabolie disorders.

We run our business conservatively, yet, productively. We

invest in those R&D activities that we believe will
yield the greatest return. We closed 2001 with
$70.3 million in cash, compared te $70.2 million
in 2000. Net cash used in operating and investing
activities during 2001 was $24.9 million, com-
pared to $20 million in 2000. We're confident
that the data from ongeing clinieal trials will help
us secure & corporate partner for at least one of
our drug development programs. We are seeking &
pertner that shares our level of commitment,
enthusiesm and vislen teward improving the treat-
ment of eardiovaseular disease through the use of
novel drug therapies, such as HDL Therapy.

In our short history, we have already accomplished
& great deal in our quest to discover, develop and
commercialize new medicines in & rapidly emerging
field of health care. We look forward te reporting
edditional progress in the months ahead.

Stneerely,
i
wﬁ . Qudno

Roeer §. Newrtow, PE.D.
Presidient and Chief Executive Offficer

e

TIMOTHY M. MAYLEBEN
Sentor Viee President, Operations and
Finanee, and Chief Financtel Offficer

February 18, 2002
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FORWARD=-LOOKRING INFORMATION

The informattion comtained in this raport inchudas “forward-looking statements™
within the meaning of the Privete Seeurities Livigation Reform Adt o 1995

These foroard-leolking statements are efften identified by words such @ “mgy,”
“belleve,” “enticipate, " “Plan,” “expect,” “ntend, " and similer expressions.
Forward-loelking sietements reflast management s current eypesietions and
invelve ceriain faciors, sudh es ridks and unesrointies, which mey cous our acfual
results to be far diffforent from these suggeted by our forwerd=looking stetiements.
These factons inelude, but are ot limited to, ridks asoeiated withs the progres and
cest off devellopment of our product condidates; defyendence on third frariies fo
conduet clinice] trials for our produc; candidetess the evient and Hming of
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regulatony epproval, es destred o required, for eur produet candicletess cur
dependiance on licensing arrangements end otther siratagis relationshps with third
ravtiess dinieal triek end manufeciuring our dependence on petents and
Profprisiery Fights; procurament, meintenande, enforcement and deforse of the
Company’s patents and propriciar righls; compeifiie condtiions in the indusips
Fisks rollating to the timing end exiont of the Company’s finencing neads; eeonaimic

condittons gerevally or in various gragraphie areas and other factors, Thews factors

ane diseussed in move deted] tn the Comppeny's Form 10K flor the pear ended
Deacamber 31, 2001, We do not infend to whdate ey of these factors or to public
enmeunce the results of any revisions fo amy of these forwerd-leolting sietoments.




SELECTED CONSOLIDATED FINANCIAL DATA

The following historical and pro forma selected
consolidated financial data of Esperion should be read
in conjunction with “Management’s Discussion and
Analysis of Financial Condition and Results of
Operations” on page 14, the consolidated financial
statements and notes beginning on page 22. The

CONSOLIDATED STATEMENT OF OPERATIONS DATA

IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA

selected consolidated financial data for the years
ended December 31, 2001, 2000, 1999 and the
period from inception (May 18, 1998) through
December 31, 1998 are derived from our audited
consolidated financial statements.

YeAR ENDED DECEMBER 31,

INCEPTION TO DECEMBER 31,

2001 2000 1999 1998 2001
Operating expenses:
Research and development $ 21,454 $ 22,596 $ 8,484 3 1,923 $ 54,457
General and administrative 5,023 3,156 2,518 464 11,161
Goodwili amortization 839 250 — — 1,089
Purchased in-process research and development ' — 4,000 — — 4,000
Operating loss (27,316) (30,002) (11,002) (2,387) (70,707)
Other income, net 2,385 2,426 332 244 5,387
Net loss (24,931) (27,5786) (10,670) (2,143) (65,320)
Beneficial conversion feature ? — (22,870) — — (22,870)
Net loss attributable to common stockholders $ (24,931 $ (50,446) $ (10,670 $ (2,143 (88,190)
Basic and diluted net loss per share $ (0.91) $ (4.50) $ (5.91) $ (1.46)
Shares used in computing basic and diluted
net loss per share 27,309,502 11,222,319 1,806,255 1,466,615
Pro forma basic and diluted net loss per share $ (2.45) $ (1.14)
Shares used in computing pro forma basic
and diluted net loss per share 20,603,313 8,392,499
CONSCLIDATED BALANCE SHEET DATA
(N THOUSANDS
As OF DeCEMBER 31, 2001 2000 1999 1998
Cash and cash equivalents $ 70,286 $ 70,228 $ 5,904 3 12,541
Working capital 64,926 64,181 3,143 12,390
Total assets 78,340 77,877 7,999 13,414
Long-term debt, less current portion 5,482 3,027 2,284 —
Convertible preferred stock — — 105 105
Deficit accumuiated during the development stage (65,320) (40,389) (12,813) (2,143)
Total stockholders’ equity 66,488 67,691 2,815 13,187

{1) We recorded a $4.0 million charge to operations in 2000, for the write-off of purchased in-process research and development related to

the acquisition of Talaria Therapeutics, Inc.

(2) We recorded approximately $22.9 million relating to the beneficial conversion feature of the series C and series D preferred stock in the
first quarter of fiscal 2000 through equal and offsetting adjustments to additional paid-in-capital with no net impact on stockholders’ equity.
The beneficial conversion feature was considered in the determination of our loss per common share amounts.




MANAGEMENT'S DISCUSSION AND
ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

OVERVIEW

Background \We have devoted substantially all of
our resources since we began our operations in May
1998 to the research and development of pharma-
ceutical product candidates for cardiovascular and
metabolic diseases. We are a development stage
biopharmaceutical company and have not generated
any revenues from product sales. We have not been
profitable and have incurred a cumulative net loss of
approximately $65.3 million from inception {May 18,
1998) through December 31, 2001 excluding the
beneficial conversion feature of preferred stock.

RESULTS OF CPERATIONS

Operating Expenses
IN THOUSANDS

These losses have resulted principally from costs
incurred in research and development activities, and
general and administrative expenses. We expect to
incur significant additional operating losses for at
least the next several years and until such time as
we generate sufficient revenue to offset expenses.
Research and development costs relating to product
candidates will continue to increase. Manufacturing,
sales and marketing costs will increase as we
prepare for the commercialization of our products.

Year ENDED DECEMBER 317, 2001 % CHANGE 2000 % CHANGE 1999
Research and development $ 21,454 5.0% $22,59 166.3% $ 8,484
% of total 78.6% 75.3% 77.1%
General and administrative $ 5,023 59.2% $ 3,156 25.3% $ 2518
% of total 18.4% 10.5% 22.9%
Goodwill amortization $ 839 2356% $ 250 — $ 0
% of total 3.0% 0.8% 0.0%
Purchased in-process R&D $ 0 — $ 4,000 — $ 0
% of total 0.0% 13.4% 0.0%

Year Ended December 31, 20017

Research and Development Expenses Research
and development expenses include both external
and internal costs related to the research and
development activities of our existing product
candidates as well as discovery efforts on potential
new product candidates. External costs include
costs related to manufacturing, clinical trials,
toxicology or pharmacology studies performed

by third parties, milestone payments under certain
license agreements and other related expenses.
Internal costs include all payroll and related costs
attributable to research and development activities,
as well as an allocation of overhead expenses
incurred by the Company. Research and develop-
ment expenses decreased to approximately

$21.56 million for the year ended December 31,

2001 compared to approximately $22.6 million for
the year ended December 31, 2000. This 5.0%
decrease is primarily due to lower manufacturing
costs related to material used in our clinical trials,
as well as lower costs related to pre-clinical devel-
opment of our biopharmaceutical product candi-
dates during 2001. These decreases were partially
offset by increased clinical trial costs. Clinical trial
costs increased in 2001 as compared to 2000 as
a result of the Company conducting more trials
and the types of clinical trials in 2001 were more
costly per subject enrolled. The magnitude of

the Company's operating expenses, particularly
research and development expense, is largely
dependent upon the timing and size of the clinical
trials and manufacturing material to be used in




those clinical trials. As 2002 progresses, the
Company anticipates research and development
expenses will increase over current year levels.
This increase in 2002 will result from the Company
conducting more clinical trials on its product candi-
dates than in 2001 as well as higher manufacturing
costs from the increased need for material and con-
tinued process development and scale up costs.

General and Administrative Expenses General
and administrative expenses include the cost of
salaries, employee benefits, and other costs
associated with the Company’s finance, accounting,
human resources, legal, administrative and execu-
tive management functions. General and adminis-
trative expenses increased to approximately $5.0
million for the year ended December 31, 2001
compared to approximately $3.2 million for the year
ended December 31, 2000. This 59.2% increase
resulted from higher payroll, overhead and related
costs in support of the Company's anticipated
growing research and development activities as
compared to 2000. The increased payroll resulted
from an increase in general and administrative per-
sonnel from 14 at the end of 2000 to 20 at the end
of 2001. Also included in the increased general and
administrative expenses in 2007, are costs associ-
ated with a market research study performed by a
third party to provide the Company with some pre-
liminary assessment about product positioning and
market potential of certain product candidates. In
addition, the Company incurred higher costs related
to the Company's first annual reporting cycle as a
public company including legal, accounting, printing
and related services.

Goodwill Amortization Goodwill amortization
reflects the amortization of the excess of the pur-
chase price over net assets in the Company'’s
September 2000 acquisition of Talaria Therapeutics,
Inc. (“Talaria”} and the milestone payments made to
date. Total goodwill was $3.1 million and $3.5 million
at December 31, 2001 and 2000, respectively. Goodwill
amortization expense was $839,000 and $250,000
for the years ended December 31, 2001 and 2000,
respectively. The increase in goodwill amortization
expense is a result of a full year of amortization in

2001 as well as increased goodwill being amortized
upon the achievement of certain LUV clinical develop-
ment milestones in early 2001. The Company has
been amortizing this goodwill over five years, which
represents the period estimated to be benefited from
the acquisition, after considering such factors as
product development timelines, revenue potential,
competition and patent life.

In July 2001, the Financial Accounting Standards
Board issued Statement of Financial Accounting
Standards No. 142, Goodwill and Other Intangible
Assets” ("SFAS 142"), which primarily addresses
the accounting for goodwill and intangible assets
subseguent to their acquisition. The provisions of
SFAS 142 will be effective for the Company'’s fiscal
year beginning January 1, 2002. This statement is
summarized in Note 2 of Notes to Consolidated Financial
Statements. At effectiveness, an evaluation of goodwill
will be required, and any impairment of goodwill at that
time will be recognized as a cumulative effect of adop-
tion. As a result of the non-amortization provisions of
SFAS 142, the Company will no longer amortize good-
will effective January 1, 2002. In addition, based on
management’s current financial projections, manage-
ment does not believe that goodwill and other intangi-
bles are currently impaired. The Company will perform
a more detailed assessment in the first quarter of
2002 to determine the effect of this new standard.

Other Income (Expense} Interest income increased
to approximately $2.8 million for the year ended
December 31, 2001, compared to approximately
$2.6 million for the year ended December 31, 2000.
The increase was attributable to higher levels of cash
and cash equivalents available for investment in
2001, partially offset by lower interest rates in 2001,
as compared to 2000. interest expense for the same
periods was approximately $766,000 and $408,000,
respectively, and represents interest incurred on
equipment financing facilities and a special project
loan. We recorded approximately $400,000 and
$201,000 for the year ended December 31, 2001
and 2000, respectively, of foreign currency transac-
tion gains on transactions denominated in various
currencies of European countries, primarily the
Swedish kronor.




Net Loss The net loss was approximately $24.9
million for the year ended December 31, 2001,
compared to approximately $27.6 million for the year
‘ended December 31, 2000. The decrease in 2001 as
compared to 2000, is primarily attributable to the
non-cash $4.0 million purchased in-process research
and development write-off in 2000 related to the
acquisition of Talaria.

Year Ended December 37, 2000

Research and Development Expenses Research
and development expenses include both external and
internal costs related to the research and develop-
ment activities of our existing product candidates as
well as discovery efforts on potential new product
candidates. Research and development expenses
increased to approximately $22.6 million for the year
ended December 31, 2000, compared to approxi-
mately $8.5 million for the year ended December 31,
1999. This 166.3% increase resulted from costs
associated with our ETC-216 clinical trial in 2000,
increased costs of manufacturing clinical material for
our ETC-216, ETC-588 and ETC-642 compounds, as
well as other costs associated with developing these
three product candidates. In addition, we experienced
increased development and discovery costs related
to in-licensing a new product candidate (ETC-276)
and discovering new HDL Elevators over the past
year. Finally, the increase in 2000, as compared to
1999, resulted from higher personnel and overhead
costs in support of these increased research and
development activities.

General and Administrative Expenses General and
administrative expenses included the cost of salaries,
employee benefits, and other payroll costs associated
with the Company's finance, accounting, human
resources, legal, administrative and executive man-
agement functions. General and administrative
expenses also included an allocation of overhead
expenses incurred by the Company. General and
administrative expenses increased to approximately
$3.2 million for the year ended December 31, 2000
compared to approximately $2.5 million for the year
ended December 31, 1999. This 25.3% increase was
primarily due to increased genera! and administrative

personnel and facility costs as well as certain costs
related to both the initial public offering and private
financings that were completed in 2000.

Goodwill Amortization Goodwill amortization
includes the amortization of purchase price in

excess of net assets on the Company's September
2000 acquisition of Talaria. The Company has been
amortizing this goodwill over five years, which
represents the period estimated to be benefited from
the acquisition, after considering such factors as
product development timelines, revenue potential,
competition and patent life.

Purchased in-process research and development
On September 21, 2000, the Company acquired all of
the outstanding shares of stock of Talaria for 813,008
shares of restricted Esperion common stock valued
at $9 per share (10,127 shares of the 813,008 shares
of common stock were retired in 2001 in satisfaction
of an indemnity obligation of the former Talaria stock-
holders under the merger agreement with Talaria and
related documents). The merger agreement provides
for additional consideration to Talaria stockholders
including payments upon the achievement of
milestones and royalties upon the sale of any
commercialized products. Milestones are due upon
the enroliment of the first patient in certain clinical
trials and upon each of the filing and approval of a
new drug application in the United States. The first
milestone was achieved in the first quarter of 2001.
These milestone payments increase the amount of
the purchase price in the period when the milestone
is achieved, and the Company includes these
additional amounts in goodwill. As these additional
milestone payments are added to the Company’s
goodwill balance, the Company will perform an
annual assessment as to realizability of this asset, as
required under SFAS 142. The royalty payments will
be included in cost of sales in the period when the
respective sales are recognized. The combined
milestone payments and royalties are subject to a
maximum aggregate ceiling of $20.0 million. At the
acquisition date, Talaria was conducting development
and testing activities related to LUV. The Company
believes that LUV could provide advantages over
current available therapies.




The acquisition was accounted for under the purchase
method of accounting. The purchase price for amounts
due at closing was allocated to both tangible and
intangible assets. In connection with this allocation,
the Company recorded a one-time charge to opera-
tions in the third quarter of 2000 to write-off $4.0 mil-
lion associated with the in-process research and devel-
opment acquired in the transaction that had not
reached technological feasibility. The allocation of the
purchase price was based on an independent appraisal
of the fair values on the closing date using risk-adjust-
ed cash flows related to the incomplete research and
development project. The Company recorded approxi-
mately $3.75 million as goodwill that represents the
excess of the purchase price over the fair value of net
assets acquired. This amount included $265,000 of
acquisition-related costs. The goodwiill is being amor-
tized on a straight-line basis over a period of five years.

The $4.0 million allocation to purchased in-process
research and development is based on the assump-

tion that Talaria's research and development activities

of its LUV product candidate had not yet reached
technological feasibility, and that no alternative future
uses have been identified. At the acquisition date, the
product candidate had exhibited satisfactory safety
and efficacy results in preliminary testing; however,
significant further investrent is required to complete
the development of the acquired technology, including
completion of clinical trials, manufacturing scale-up
and successful regulatory approvals. Talaria had spent
approximately $4.9 million on the development of the
in-process project since its inception in 1998 and the
patent holders had spent additional amounts on scien-
tific research prior to 1998. At the time of acquisition,
we expected to spend an additional $24.0 million in
third-party development costs over all phases of the
project prior to commercialization. Of these remaining
costs, approximately $20.0 million would relate to a
Phase 1ll clinical trial which is expected to commence
after the Phase Il clinical trials are completed, but not
sooner than 2002.

in making the purchase price allocation, management
considered present value calculations of income, an
analysis of project accomplishments and remaining
outstanding items, as well as project risks. The value

assigned to purchased in-process technology was
determined by estimating the costs to develop the
acquired technology into commercially viable prod-
ucts, estimating the resuiting net cash flows from the
projects, and discounting the net cash flows to their
present value. The revenue projection used to value
the in-process research and development was based
on estimates of relevant market sizes, penetration
rates, therapy costs, and the nature and expected
timing of new product introductions by the Company
and its competitors. The resulting net cash flows from
such projects are based on management’s estimates
of milestone and royalty payments the acquired
projects would command, as well as operating
expenses and income taxes related to such projects.

The rate utilized to discount the net cash flows to
their present value was based on an estimated cost
of capital calculation. Due to the nature of the fore-
cast and the risks associated with the projected
growth and profitability of the developmental project,
a discount rate of 35% was considered appropriate
for the in-process research and development. This
discount rate was commensurate with Talaria's stage
of development and the uncertainties in the econom-
ic estimates described above. If this project is not
successfully developed, the sales and profitability of
the combined company may be adversely affected in
future periods. Costs associated with the completion
of the project have been and are expected to be con-
sistent with the assumptions used in the valuation.

Cther Income (Expense) Interest income increased
10 approximately $2.6 million for the year ended
December 31, 2000, compared to approximately
$424,000 for the year ended December 31, 1999.
The increase was attributable to higher levels of cash
and cash equivalents available for investment in 2000
due to the Company’s private financings and initial
public offering. Interest expense for the same periods
was approximately $408,000 and $92,000, respec-
tively, and represents interest incurred on equipment
financing facilities and a special project loan. During
2000, we recorded approximately $201,000 of foreign
currency transaction gains on transactions denominat-
ed in various currencies of European countries, prima-
rily the Swedish kronor.




Net Loss The net loss was approximately $27.6
million for the year ended December 31, 2000,
compared to approximately $10.7 million for the year
ended December 31, 1999, The increase reflects
increases in research and development and general
and administrative expenses in addition to the
non-cash $4.0 million purchased in-process research
and development write-off, offset, in part, by the
increase in interest income.

Net Loss Attributable to Common Stockholders
The net loss attributable to common stockholders for
the year ended December 31, 2000 includes a non-
cash $22.9 million charge related to the beneficial
conversion feature on the Series C and D Convertible
Preferred Stock. The total of the non-cash beneficial
conversion feature was reflected through equal and
offsetting adjustments to additional paid-in-capital
with no net impact on stockholders’ equity. The
beneficial conversion feature was considered in the
determination of the Company's loss per common
share amounts in 2000.

LIQUIDITY AND CAPITAL RESOURCES

As of December 31, 2001 and 2000, the Company
had cash and cash equivalents of approximately
$70.3 million and $70.2 million, respectively. Cash
proceeds in 2001 resulted primarily from a private
placement of common stock by which we raised net
proceeds of approximately $22.3 million, cffset by
approximately $22.8 million in cash used to fund
operations. Our investment policy emphasizes
liquidity and preservation of principal over other
portfolio considerations. We select investments that
maximize interest income to the extent possible by
investing cash in securities with different maturities
to match projected cash needs and limit risk by
diversifying our investments. We believe that our cur-
rent cash position, along with available borrowings
under our credit facilities will be sufficient to fund our
operations as currently planned, capital expenditures
and debt service until at least the end of 2003.

During the years ended December 31, 2001, 2000 and
1999, net cash used in operating activities was approx-
imately $22.8 million, $18.0 million and $7.9 million,
respectively. This cash was used to fund our net

losses for the periods, adjusted for non-cash expenses
and changes in operating assets and liabilities.

Net cash used in investing activities for the years
ended December 31, 2001, 2000 and 1999 was

$2.1 million, $2.0 million and $1.6 million, respectively,
primarily the result of the acquisition of laboratory
equipment, furniture, fixtures and office equipment.

In addition, the Company used approximately
$233,000 in cash in connection with the acquisition

of Talaria in 2000.

Net cash proceeds from financing activities were
$25.0 million, $84.1 million and $2.8 million for the
years ended December 31, 2001, 2000 and 1999,
respectively. The net cash proceeds from financing
activities for the year ended December 31, 2001
resulted primarily from $22.3 million raised in the
July 2001 private placement and $3.5 million in
additional borrowings on a special project loan and
certain equipment term loans. The proceeds were
partially offset by $956,000 of cash used to repay
borrowings under certain equipment term loans. The
net cash proceeds from financing activities for the
year ended December 31, 2000 resulted primarily
from $56.2 million raised in the initial public offering
of common stock, $26.9 million raised in preferred
stock financings prior to the initial public offering,
$1.5 million in additional borrowings on a special proj-
ect loan and certain equipment term loans, and
$123,000 raised from the issuance of common stock
to employees as part of the Company's equity com-
pensation plans. The proceeds in 2000 were partially
offset by $518,000 of cash used to repay borrowings
under certain equipment term loans.

We continually evaluate opportunities to sell additional
equity, obtain credit from lenders, enter into strategic
relationships, or to otherwise further strengthen our
financial position. The sale of additional equity, whether
publicly or privately, could result in dilution to our stock-
holders. In addition, from time to time, we may consid-
er the acquisition of or investment in complementary
businesses, products or technology, that might affect
our liquidity requirements or position or cause us to
issue additional securities. There can be no assurance
that financing or financing opportunities will be available
to Us in amounts or on terms acceptable to us, if at all,




As of December 31, 2001, the Company has the
following credit facilities and outstanding borrowings:

e We have a credit facility with a U.S. bank that was
used to finance purchases of equipment.
Borrowings under this facility bear interest at the
bank’s prime rate plus 1.0%. The original facility
allowed for borrowings of up to $1.5 million. We
have approximately $248,000 outstanding under
this facility as of December 31, 2001 and no
additional borrowings are allowed.

°o  We have an additional credit facility with a U.S.
lending institution to finance purchases of
equipment. This facility allowed for borrowings of
up to $2.5 million. We have approximately $1.8
million outstanding under this facility at a weighted
average interest rate of 12% as of December 31,
2001 and no additional borrowings are allowed.

°  We also have a credit facility with a Swedish entity
totaling 50 million Swedish kronor ($4.8 million as
of December 31, 2001). The proceeds from this
facility may only be used to finance the develop-
ment of our ETC-216 product candidate. If a
related product is not developed or does not suc-
ceed in the market, our obligation to repay the
loan may be forgiven. Borrowings under the loan
facility bear interest at 17.0% of which 9.5% is
payable gquarterly. The remaining 7.5% of interest
together with principal is payable in five equal
annual installments starting in December 2004.
The outstanding borrowings, including accrued:
interest, amounted to 37 million Swedish kronor
{$3.9 million) as of December 31, 2001.

°o  We have a memorandum of understanding with
an economic development group in Michigan
whereby we can borrow up to $500,000 for equip-
ment purchases at an interest rate of 4%. As of
December 31, 2001, outstanding borrowings
under this arrangement totaled $382,000.

°  We have a $2.0 million credit facility with a U.S.
bank that may be used to finance purchases of
equipment. Borrowings under this facility bear inter-
est at the bank’s prime rate. There were no borrow-
ings outstanding under this facility as of December
31, 2001. The facility expires in May 2002.

We anticipate that our capital expenditures for the
next twelve months will be approximately $2.8 million.
We expect that these expenditures will primarily
include lab and computer equipment.

We lease our corporate and research and develop-
ment facilities under operating leases expiring at
various times through December 2003. Under certain
arrangements, including our headquarters facility, we
may extend these leases for additional periods. Total
minimum future payments under these leases are
approximately $1.3 million as of December 31, 2001,
including $761,000 in 2002.

We have entered into license and other agreements with
certain third parties, which require us to make payments
upon any achievement of the milestones set forth in the
agreements and, if we sell products using technology
licensed under the agreements, to make royalty pay-
ments to the licensor. The aggregate amount of these
contingent payments could amount to $30.2 million.
There can be no assurance that we will meet any or all
of the milestones in, or sell any products requiring royalty
payments under, our license agreements.

We expect that our operating expenses and capital
expenditures will increase in future periods. We intend
to hire additional research and development, clinical
and administrative staff. Our capital expenditure
requirements will depend on numerous factors,
including the progress of our research and develop-
ment programs, the time required to file and process
regulatory approval applications, the development of
commercial manufacturing capability, the ability to
obtain additional licensing arrangements, and the
demand for our product candidates, if and when
approved by the FDA or other regulatory authorities.

INCOME TAXES

As of December 31, 2001, we had operating loss
carryforwards of approximately $41.4 million. These
net operating loss carryforwards expire beginning in
2013. Additionally, utilization of net operating loss
carryforwards may be limited under Section 382 of
the Internal Revenue Code. These and other deferred
income tax assets are fully reserved by a valuation
allowance due to historical losses.




EMPLOYEES

As of December 31, 2001, we had 79 ful-time
employees. Of these employees, 59 were engaged
in research, preclinical and clinical development,
regulatory affairs, intellectual property activities,
and/or manufacturing activities and 20 were engaged
in finance, legal and general administrative activities.

NEW ACCOUNTING PRONOUNCEMENTS

fn July 2001, the Financial Accounting Standards
Board issued Statements of Financial Accounting
Standards No. 141, “Business Combinations”
(“SFAS 141") and No. 142, “Goodwill and Other
Intangible Assets” {“SFAS 142"). In August 2001, the
Financial Accounting Standards Board issued SFAS
No. 144, "Accounting for the Impairment or Disposal
of Long-Lived Assets” ("SFAS 144").

SFAS 141 supersedes Accounting Principles Board
Opinion No. 16, “Business Combinations”. The most
significant changes made by SFAS 141 are (1) requir-
ing that the purchase method of accounting be used
for all business combinations initiated after June 30,
2001, (2) establishing specific criteria for the recogni-
tion of intangible assets separately from goodwill,
and (3) requiring unallocated negative goodwill to be
written off immediately as an extraordinary gain
{rather than being deferred and amortized).

SFAS 142 supersedes Accounting Principles Board
Opinion No. 17, “Intangible Assets”, and primarily
addresses the accounting for goodwill and intangible
assets subsequent to their acquisition. The most
significant changes made by SFAS 142 are that:

(1) goodwill and indefinite lived intangible assets will
no longer be amortized, (2) goodwill will be tested for
impairment at least annually at the reporting level,

{3) intangible assets deemed to have an indefinite life
will be tested for impairment at least annually, and

{4) the amortization of intangible assets with finite
lives will no longer be limited to forty vears. SFAS 142
also specifies that certain intangible assets that

were previously identified as separate from goodwill
{i.e., assembled workforce) are not considered
separately identifiable for purposes of this standard
and should be included as part of goodwill and subject
to the non-amortization provisions for SFAS 142.

The provisions for SFAS 142 will be effective for the
Company's fiscal year beginning January 1, 2002. At
effectiveness, an evaluation of goodwill will be
required, and any impairment of goodwill at that time
will be recognized as a cumulative effect of adoption.
Total goodwill included in the Company’s Consolidated
Financial Statements was $3.1 million at December
31, 2001 and $3.5 million at December 31, 2000.
Goodwill amortization expense was $839,000 and
$250,000 for the years ended December 31, 2001 and
2000, respectively. As a result of the non-amortization
provisions of SFAS 142, goodwill amortization
expense will be eliminated effective January 1, 2002.
In addition, based on management’s current financial
projections, management does not believe that good-
will and other intangibles are currently impaired. The
Company will perform a more detailed assessment to
determine the effect of this new standard in 2002.

QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK

Our exposure to market risk for changes in interest
rates relates primarily to the increase or decrease in the
amount of interest income we can earn on our invest-
ment portfolio and on the increase or decrease in the
amount of interest expense we must pay with respect
to our various outstanding debt instruments. Under our
current policies, we do not use interest rate derivative
instruments to manage our exposure to interest rate
changes. We ensure the safety and preservation of our
invested principal funds by limiting default risks, market
risk and reinvestment risk. We mitigate default risk by
investing in investment grade securities. A hypothetical
100 basis point adverse move in interest rates along
the entire interest rate yield curve would not materially
affect the fair value of our interest sensitive financial
instruments at December 31, 2001. Declines in interest
rates over time will, however, reduce our interest
income while increases in interest rates over time will
increase our interest expense.




REPCRT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Shareholders of Esperion Therapeutics, Inc.:

We have audited the accompanying consolidated balance sheets of Esperion Therapeutics, Inc. {(a Delaware
corporation in the development stage) and subsidiaries as of December 31, 2001 and 2000, and the related
consolidated statements of operations, stockholders’ equity and cash flows for each of the three years in the
period ended December 31, 2001, and the period from inception to December 31, 2001. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

[n our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Esperion Therapeutics, Inc. and subsidiaries as of December 31, 2001 and 2000, and the results of
their operations and their cash flows for each of the three years in the period ended December 31, 2001, and
the period from inception to December 31, 2001, in conformity with accounting principles generally accepted in
the United States. '

Lt Losocson, LLP

ARTHUR ANDERSEN LLP

Ann Arbor, Michigan,
January 18, 2002.




CONSOLIDATED BALANCE SHEETS
(A CompPany IN THE DEVELOPMENT STAGE)
IN THOUSANDS, EXCEPT SHARE DATA

DEcCEmBER 31, 2001 2000
ASSETS
Current Assets:
Cash and cash equivalents $ 70,286 $ 70,228
Prepaid expenses and other 1,000 1,112
Total current assets 71,286 71,340
Furniture and equipment, less accumulated depreciation of $2,415
and $1,256 at December 31, 2001 and 2000, respectively 3,313 2,503
Goodwill, less accumulated amortization of $1,089 and $250 at
December 31, 2001 and 2000, respectively 3,108 3,500
Deposits and other assets 633 534
$ 78,340 $ 77877
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Current portion of long-term debt $ 863 $ 697
Accounts payable 2,925 3,936
Accrued liabilities 2,572 2,526
Total current liabilities 6,360 7,189
Long-term debt, less current portion above 5,482 3,027
Commitments and Contingencies (Note 7)
Stockholders’ Equity:
Preferred stock, $0.01 par value; 5,000,000 shares authorized;
none issued or outstanding — —
Common stock, $0.001 par value; 50,000,000 shares authorized,
29,191,526 and 25,774,485 shares issued and outstanding at
December 31, 2001 and 2000, respectively 29 26
Additional paid-in capital 133,143 110,650
Notes receivable (15) 67)
Accumulated deficit during the development stage (65,320) (40,389)
Deferred stock compensation (1,476) (2,774)
Accumulated other comprehensive income 137 245
Total stockholders’ equity 66,498 67,691
$ 78,340 $ 77,877

The accompanying notes are an integral part of these consolidated balance sheets.




CONSQLIDATED STATEMENTS OF OPERATIONS

(A ComPANY IN THE DEVELOPMENT STAGE)
IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA

YEAR ENDED
DeCEMBER 31,

INCEPTION TO
DEecemsER 31,

2001 2000 1999 2001
Operating expenses:
Research and development 3 21,454 $ 22,596 $ 8,484 $ 54,457
General and administrative 5,023 3,156 2,518 11,181
Goodwill amortization 839 250 — 1,089
Purchased in-process research and development — 4,000 — 4,000
Total operating expenses 27,316 30,002 11,002 70,707
Loss from operations (27,316) (30,002} (11,002) (70,707)
Other income (expense):
Interest income 2,824 2,633 424 6,127
Interest expense (766) (408} {(92) {(1,266)
Other, net 327 201 — 526
Total other income 2,385 2,426 332 5,387
Net loss before taxes (24,931) (27,576) (10,670) (65,320)
Provision for income taxes — — — —
Net loss (24,931) (27,576} (10,670) (65,320)
Beneficial conversion feature upon issuance
of preferred stock — (22,870) —_ (22,870)
Net loss attributable to common stockholders $ (24,931) $ (50,446 $ (10,670 $(88,190)
Basic and diluted net loss per share $ (0.91) $ (4.50) $ (5.91)
Shares used in computing basic and
diluted net loss per share 27,309,502 11,222,319 1,806,255
Pro forma basic and diluted net loss per share $ (2.45) $ (1.14)
Shares used in computing pro forma basic and
diluted net loss per share 20,603,313 9,392,499

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




CONSOLII
{A ComPANY IN THE DEVELOPMENT STAGE)
IN THOUSANDS, EXCEPT SHARE DATA

JATED STATEMENTS OF STOCKHOLDERS’ EQUITY

CONVERTIBLE
DATE OF PREFERRED
TRANSACTION StoCK

CommMOoN
STock

BALANCE — DECEMBER 31, 1998
Issuance of 231,200 shares of common stock for notes
Decrease in notes receivables
Deferred stock compensation related to stock options
Amortization of deferred stock compensation

Net loss

Foreign currency translation adjustment

$105
June 4 — July 1 —

$2

Comprehensive loss

BALANCE — DECEMBER 31, 1939

Issuance of 310,217 shares of common stock, net, upon
exercise of stock options and under stock purchase plan

Issuance of 10,252,879 shares of Series C preferred
stock for cash and services

Issuance of 1,136,363 shares of Series D preferred stock for cash
Conversion of preferred stock

Issuance of 6,000,000 shares of common stock for initial public
offering net of $1.6 million in offering expenses

Issuance of 900,000 shares of common stock for underwriters’
over-allotment

Issuance of 813,008 shares of common stock for acquisition
of Talaria Therapeutics, Inc

Deferred stock compensation related to stock options
Amortization of deferred stock compensation
Decrease in notes receivable

Net loss

Foreign currency translation adjustment

105
March 1-
December 31 —

January 7 102
February 22 1
August 9 {218)

August 10 —
September 5 —

September 21 —

Comprehensive loss

BALANCE — DECEMBER 31, 2000

Issuance of 185,216 shares of common stock, net, upon
exercise of options and under stock purchase plan

Issuance of 58,626 shares of common stock for milestone
payment to Talaria Therapeutics, Inc

Issuance of 3,183,335 shares of common stock for private
placement net of $1.5 million in offering expenses

Forgiveness of notes receivable
Retirement of Talaria Indemnity Shares
Deferred stock compensation adjustment
Amortization of deferred stock compensation
Decrease in notes receivable

Net foss

Foreign currency translation adjustment

January 5-
December 31 —

January 8 —

July 27 —

November 15 —_
December 1 —

Comprehensive loss

BALANCE — DECEMBER 31, 2001

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




ACCUMULATED

DericiT ACCUMULATED
ADDITIONAL DURING THE DEFERRED OTHER ToTAL
Palp-In NoTES DEVELOPMENT Stock COMPREHENSIVE STOCKHOLDERS' COMPREHENSIVE
CAPITAL RECEIVABLE STAGE COMPENSATION INcomE/(LOsSS) Eauity Loss
$ 15,302 $ (78) $(2,143) $— $ (N $13,187
48 (48) e — — —
— 20 — — — 20
1,117 — — (1,117) —_ —
— — — 279 — 279
— — (10,670} — — (10,670) $(10,670)
— — — — M m 1
$(10,671)
16,467 (108) (12,813} (838) (2) 2,815
123 — — — — 123
22,457 — — — — 22,559
4,989 — — — — 5,000
202 - — —_ —_ —_
48,614 — — — — 48,620
7,632 — —_ —_ — 7,533
7,316 — — — — 7,317
2,950 — — (2,950} —
— — 1,014 — 1,014
— 39 — — — 33
— — (27,576) - - (27,576) $(27.576)
— — — — 247 247 247
$(27,329)
110,650 67) (40,389) (2,774) 245 67,691
198 — — — — 198
447 —_ — — — 447
22,339 — — — — 22,342
— 38 — — — 38
9oh) — — — — (91)
(400) — — 400 — —_
— — — 898 — 898
— 14 — — — 14
— — (24,931) — — (24,931) $ (24,931)
— — — — (108) (108) (108)
$ (25,039)
$ 133,143 $ (15) $ (65,320) $(1,476) $137 $66,498




CONSOLIDATED STATEMENTS OF CASH FLOWS

{A ComPANY IN THE DEVELOPMENT STAGE)
IN THOUSANDS

YEAR ENDED
DecemseR 31,

INCEPTION TO
DECEMBER 31,

2001 2000 1899 2001
Cash Flows from Operating Activities: _
Net loss $(24,931) $(27,576) $(10,670) $(65,320)
Adjustments to reconcile net loss to net cash
used in operating activities —
Purchased in-process research and development — 4,000 — 4,000
Depreciation and amortization 2,014 1,036 404 3,622
Stock-based compensation expense 898 1,427 554 2,879
Decrease in notes receivable 52 39 20 111
Loss on sale of furniture and equipment 22 — — 22
Non-cash interest included in long-term debt 243 145 15 403
Increase (decrease) in cash resulting from changes in —
Prepaid expenses and other (440) (1,256) (63) (1,834)
Other assets 6 (85) — (79)
Accounts payable (816) 2,619 1,317 3,198
Accrued liabilities 185 1,697 571 2,600
Net cash used in operating activities (22,767) {17,854) {7,852) {560,498)
Cash Flows from Investing Activities:
Purchases of furniture and equipment (2,023) (1,341) {1,563) {6,791}
Deposit on equipment (107) (450) — (657)
Acquisition of Talaria Therapeutics, Inc — (233) — (233)
Proceeds from sale of furniture and equipment 2 — — 2
Net cash used in investing activities (2,128) (2,024) (1,563} (6,579)
Cash Flows from Financing Activities:
Net proceeds from issuance of convertible
preferred stock — 26,871 _ 42,200
Proceeds from issuance of common stock 22,449 56,276 - 78,727
Proceeds from long-term debt 3,623 1,489 3,027 8,039
Repayments of long-term debt {956) (518) (248) (1,722)
Net cash provided by financing activities 25,016 84,118 2,779 127,244
Effect of Exchange Rate Changes on Cash {63) 184 1 119
Increase (Decrease) in Cash and Cash Equivalents 58 64,324 {6,637) 70,286
Cash and Cash Equivalents — Beginning of Period 70,228 5,904 12,541 —
Cash and Cash Equivalents — End of Period $ 70,286 $ 70,228 $ 5,904 $ 70,286

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




NCTES TO CONSCOLIDATED FINANCIAL
STATEMENTS

{1) DESCRIPTION OF THE BUSINESS

Esperion Therapeutics, Inc. (formerly Metapharma,
Inc.) was incorporated on May 18, 1998. Esperion
Therapeutics, Inc. and its subsidiaries, Esperion AB
and Espericn LUV Development, Inc. (collectively
referred to as “the Company”), are devoting substan-
tially all of their efforts towards conducting drug
discovery and development, initiating and overseeing
clinical trials, pursuing regulatory approval for prod-
ucts under development, recruiting personnel, raising
capital, and building infrastructure. The Company’s
main focus is the research and development of phar-
maceutical product candidates for cardiovascular and
metabolic diseases.

In the course of such activities, the Company has
sustained significant operating losses and expects
such losses, which will likely increase as the
Company expands its research and development
activities, to continue for at least the next several
years. The Company has not generated any revenues
or product sales and has not achieved profitable
operations or positive cash flows from operations.
The Company’s accumulated deficit during the
development stage totaled approximately $65.3 mil-
lion through December 31, 2001. The Company plans
to finance its operations with a combination of stock
issuances, license payments, and payments from
strategic research and development arrangements
and, if its product candidates are commercialized,
with revenues from product sales. There are no
assurances that the Company will be successful in
obtaining an adequate level of financing needed for
the long-term development and commercialization of
its planned products.

(2) SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation and Translation

The accompanying consolidated financial statements
include the accounts of Esperion Therapeutics, Inc.,
Esperion AB (“Sweden”) and Esperion LUV
Development, Inc. All significant intercompany
accounts and transactions have been eliminated

in consolidation.

The financial statements of Sweden are translated using
exchange rates in effect at the end of the period for
assets and liabilities and at average rates during the peri-
od for results of operations. The resulting foreign curren-
¢y translation adjustrment is reflected as a separate com-
ponent of stockholders' equity. Other foreign currency
transaction gains totaled approximately $400,000,
$201,000 and $0 for the year ended December 31,
2001, 2000 and 1999, respectively, and are included in
other income in the statement of operations.

Research and Development Research and develop-
ment expenses include both external and internal
costs related to the research and development
activities of our existing product candidates as well as
discovery efforts on potential new product candidates.
External costs include costs related to manufacturing,
clinical trials, toxicology or pharmacology studies
performed by third parties, milestone payments under
certain license agreements and other related expens-
es. Internal costs include all payroll and related costs
attributable to research and development activities, as
well as an allocation of overhead expenses incurred
by the Company.

Licensed Technology and Patents Costs incurred in
obtaining the license rights to certain technology and
patents in the development stage are expensed as
incurred due to the uncertainty regarding potential
alternative future uses and the uncertainty regarding
future operating cash flows expected to be derived
from the licensed technology and patents.

Cash and Cash Equivalents The Company considers
all financial instruments purchased with initial maturi-
ties of three months or less to be cash equivalents.

Furniture and Equipment Additions to furniture
and equipment are recorded at cost. Depreciation
is provided using the straight-line method over the
estimated useful lives of the respective assets
ranging from three to seven years.

Goodwill Goodwill represents the unamortized cost
in excess of fair value of net assets acquired. In July
2001, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standards
No. 142, Goodwill and Other Intangible Assets”




("SFAS 142"}, which primarily addresses the account-
ing for goodwvill and intangible assets subsequent to
their acquisition. The provisions for SFAS 142 will be
effective for the Company's fiscal year beginning
January 1, 2002. This statement is summarized in
New Accounting Pronouncements below.

Impairment of Long-Lived Assets In accordance
with Statement of Financial Accounting Standards
("SFAS") No. 121, "Accounting for the Impairment
of Long-Lived Assets and for Long-Lived Assets to
be Disposed of,"” if indicators of impairment exist,
the Company assesses the recoverability of the
affected long-lived assets by determining whether
the carrying value of such assets can be recovered
through undiscounted future operating cash flows. |f
impairment is indicated, the Company measures the
amount of such impairment by comparing the carry-
ing value of the assets to the present value of the
expected future cash flows associated with the use
of the asset. The Company's long-lived assets consist
primarily of goodwill and computer and lab equipment
that are amortized or depreciated over short useful
lives to prevent impairment issues. The Company
has not recognized any impairment losses through
December 31, 2001.

Accrued Liabilities Accrued liabilities consist of the
following (N THousaNDS):

Year ENDED DECEMBER 31, 2001 : 2000
Accrued external costs $ 1,571 $ 1,211
Accrued professional fees 226 828
Accrued compensation 649 4086
Accrued other 186 81

$ 2572 $ 2,526

Stock-Based Compensation The Company
accounts for stock-based compensation to employ-
ees using the intrinsic value method prescribed in
Accounting Principles Board Opinion No. 25 ("APB
25"), "Accounting for Stock Issued to Employees,”
and related interpretations. Accordingly, compensa-
tion cost for stock options is measured as the
excess, if any, of the fair value of the Company'’s
common stock as of the date of the grant over the
amount the employee must pay to acquire the stock.
As supplemental information, the Company has pro-

vided pro forma disclosures of stock options in Note
5, in accordance with the requirements of SFAS No.
123, “Accounting for Stock-Based Compensation.”

Supplemental Disclosures of Cash Flow
Information The Company paid cash for interest of
approximately $526,000, $282,000, $66,000, and
$874,000 in 2001, 2000, 1999 and the period from
inception to December 31, 2001, respectively.

Basic, Diluted and Pro Forma Net Loss per Share
Basic and diluted net loss per share amounts have
been calculated using the weighted average number
of shares of common stock outstanding during the
respective periods. Pro forma basic and diluted net
loss per share amounts include the shares used in
computing basic and diluted net loss per share and
the assumed conversion of all outstanding shares of
preferred stock from the original date of issuance.

The following table presents the calculation of pro
forma basic and diluted net loss per share:

IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA

DecemseRr 31, 2000 1999
Net loss attributable to
common stockholders $ (50448) $ (10,670)

Shares used in computing basic

and diluted net loss per share 11,222,319 1,806,255

Pro forma adjustment to reflect
assumed conversion of
Series A and Series B
convertible preferred stock

4,614,965 7,586,244

Pro forma adjustment to reflect
assumed conversion of
Series C and Series D
convertible preferred stock

Shares used in computing pro
forma basic and diluted
net loss per share

4,766,029 —

20,603,313 9,392,499

Pro forma basic and diluted
net loss per share $ (2.45) $ (1.14)

In 2001, 2000 and 1999, 502,516, 898,736, and 0 options,
respectively, for the purchase of common stock were
not included in the calculation of diluted loss per share
as doing so would have been anti-dilutive.




Comprehensive Loss Effective in 1998, the
Company adopted SFAS No. 130, “Reporting
Comprehensive Income,” which establishes stan-
dards for reporting and display of comprehensive
income and its components in a full set of financial
statements. Comprehensive loss is the total of net
loss and all other non-owner changes in equity. The
difference between net loss, as reported in the
accompanying consolidated statements of operations,
and comprehensive loss is the foreign currency trans-
lation adjustment for the respective periods.
Accumulated other comprehensive loss consists sole-
ly of the cumulative translation adjustment as present-
ed in the accompanying consolidated balance sheets.

New Accounting Pronouncements SFAS 141
supersedes Accounting Principles Board Opinion No.
16, "Business Combinations”. The most significant
changes made by SFAS 141 are (1) requiring that the
purchase method of accounting be used for all busi-
ness combinations initiated after June 30, 2001,

{2) establishing specific criteria for the recognition

of intangible assets separately from goodwill, and
{3) requiring unallocated negative goodwill to be
written off immediately as an extraordinary gain
{rather than being deferred and amortized).

SFAS 142 supersedes Accounting Principles Board
Opinion No. 17, "Intangible Assets”, and primarily
addresses the accounting for goodwill and intangible
assets subsequent to their acquisition. The most
significant changes made by SFAS 142 are that:

{1) goodwill and indefinite lived intangible assets will
no longer be amortized, (2) goodwill will be tested for
impairment at least annually at the reporting level,

{3) intangible assets deemed 1o have an indefinite

life will be tested for impairment at least annually, and
{(4) the amortization of intangible assets with finite
lives will no longer be limited to forty years. SFAS 142
also specifies that certain intangible assets that were
previously identified as separate from goodwill

{i.e., assembled workforce) are not considered sepa-
rately identifiable for purposes of this standard and
should be included as part of goodwill and subject to
the non-amortization provisions for SFAS 142,

The provisions of SFAS 142 will be effective for the
Company'’s fiscal year beginning January 1, 2002.

At effectiveness, an evaluation of goodwilt will be
required, and any impairment of goodwill at that
time will be recognized as a cumulative effect of
adoption. Total goodwill included in the Company's
Consolidated Financial Statements was $3.1 million
at December 31, 2001 and $3.5 million at December
31, 2000. Goodwill amortization expense was
$839,000 and $250,000 for the years ended
December 31, 2001 and 2000, respectively. As a
result of the non-amortization provisions of SFAS 142,
goodwill amortization expense will be eliminated
effective January 1, 2002. In addition, based on
management’s current financial projections, manage-
ment does not believe that goodwill and other
intangibles are currently impaired. The Company

will perform a more detailed assessment in the

first quarter of 2002 to determine the effect of

this new standard.

SFAS 144 supersedes SFAS No. 121, “Accounting
for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed Of” and the
accounting and reporting provisions of APB Opinion
No. 30, "Reporting the Results of Operations —
Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions” for the disposal of
a segment of a business {as previously defined in that
Opinion). SFAS 144 is effective for the Company’s
fiscal year beginning January 1, 2002 and is not
expected to have a material impact upon effectiveness.

Use of Estimates The preparation of financial
statements in conformity with accounting principles
generally accepted in the United States requires
management to make estimates and assumptions
that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and
liabilities as of the date of the financial statements
and the reported amounts of expenses during the
reporting period. Actual results could differ from
those estimates.




Reclassifications Certain amounts from the 2000
and 1999 financial statements have been reclassified
to conform to the 2001 presentation.

(3) STOCKHOLDERS' EQUITY

On March 24, 2000, the stockholders of the
Company approved an amendment and restatement
to the Company'’s certificate of incorporation that,
as of August 9, 2000, effected (i) an increase in the
authorized shares of common stock to 50,000,000,
and (ii) a reduction in the authorized shares of
preferred stock from 15,000,000 to 5,000,000. All
referencesin the consolidated financial statements
and accompanying notes have also been adjusted
to reflect the amendment and restatement of the
certificate of incorporation.

Reverse Stock Split The Company effected a
0.7225-for-1 reverse stock split of all outstanding
common stock and stock options as of March 24,
2000. All references to the number of shares and per
share amounts have been retroactively restated to
reflect this reverse stock split.

Common Stock Holders of common stock are enti-
tled to one vote per share on all matters submitted to
a vote of holders of shares of common stock, and do
not have any cumulative voting rights. In the event of
a liquidation, dissolution, or winding-up of the
Company, the holders of shares of common stock are
entitled to share equally and ratably in the assets of
the Company, if any, remaining after payment of
debts and liabilities of the Company, subject to prior
liguidation rights of any outstanding shares of
preferred stock.

In July 2001, the Company completed a private place-
ment of its stock, which resulted in the issuance of
3,183,335 shares of common stock at $7.50 per
share. The net proceeds from the private placement
were approximately $22.3 million. In August 2001,
the Company filed a Registration Statement under
the Securities Act of 1933, as amended, to register
the resale of these shares by the purchasers of such
shares. The Registration Statement was declared
effective by the Securities and Exchange
Commission on September 4, 2001.

In August 2000, the Company completed an initial
public offering of its common stock, which resulted
in the issuance of 6,000,000 shares of common stock
at $9.00 per share. In connection with the offering, all
of the outstanding preferred stock was converted to
common stock. In September 2000, an additional
900,000 shares of common stock were sold by the
Company at $9.00 per share to cover the underwrit-
ers’ over-allotment. As a result of those sales, the
Company received net proceeds of approximately
$56.3 million.

Preferred Stock The Board of Directors is authorized
to issue up to 5,000,000 shares of preferred stock in
one or more series. Under each issuance of a series
of preferred stock, the Board of Directors is permitted
to fix the designations, preferences, powers and rela-
tive rights and restrictions thereof, including without
limitations, the dividend rate, conversion rights, voting
rights, redemption price, and liquidation preference.

Conversion of Preferred Stock In connection with
the initial public offering, each of the Company's out-
standing shares of Series A, Series B, Series C and
Series D preferred stock (“Series A,” “ Series B,”
“Series C" and “ Series D," respectively, together
“Preferred Stock”) was automatically converted into
approximately 0.7225 shares of common stock.

Series C and Series D In January and February
2000, the Company issued shares of Series C and
Series D. Total cash proceeds to the Company were
approximately $21.9 million and $5.0 million relating
to the issuance of 10,252,879 shares of Series C and
1,136,363 shares of Series D, respectively. As a part
of the Series C, the Company issued 127,414 shares
to the chief executive officer and another member of
the Board of Directors for services rendered to the
Company during 1999. The Company recorded the
related expense of $275,215 as an increase to com-
pensation expense during 1999 and recorded the
related liability as an increase in accrued liabilities as
of December 31, 1999.

In accordance with EITF 98-5, the Company recorded
approximately $22.9 million relating to the beneficial
conversion feature of the Series C and Series D in




the first quarter of fiscal 2000 through equal and
offsetting adjustments to additional paid-in capital
with no net impact on stockholders’ equity, as the
preferred stock was convertible immediately on the
date of issuance. The beneficial conversion feature
was considered in the determination of the
Company's loss per common share amounts. The
Company also recorded an additional $412,819 relat-
ing to the Series C shares issued to the chief execu-
tive officer and a Board member in the first quarter of
fiscal 2000. This non-cash charge was reflected
through entries to compensation expense and
additional paid-in-capital.

{4) ACQUISITION

On September 21, 2000, the Company acquired all
of the outstanding shares of stock of Talaria
Therapeutics, Inc. (“Talaria”) in exchange for the
issuance of 813,008 shares of the Company'’s
restricted common stock to Talaria stockholders,
valued at a price of $9.00 per share. Additionally,

the merger agreement provides for the following
additional consideration to Talaria stockholders:

{i) payment by the Company of up to $6.3 million in
cash and/or common stock based on the achieve-
ment of four development milestones; and

{ii) payment by the Company of royalties in cash
and/or common stock based on net annual sales of
large unilamellar vesicles, or LUV, in North America.
The milestones are due upon the enrollment of the
first patient in certain future clinical trials and upon
each of the filing and approval of a new drug applica-
tion in the United States. On January 8, 2001, the
Company achieved the first of the milestones. This
milestone payment was settled through the issuance
of 58,626 shares of restricted common stock with an
aggregate value of $447,000. This milestone payment
was accounted for as an increase in the purchase
price and added to goodwill during the first quarter
of 2001. The royalty payments will be included in
cost of sales in the period when the respective sales
are recognized. The combined milestone payments
and royalties are subject to a maximum aggregate
ceiling of $20.0 million.

The acguisition was accounted for under the
purchase method of accounting. In connection with

this acquisition, the Company recorded a non-cash
charge to operations in 2000 of $4.0 million, associat-
ed with the write-off of in-process research and
development acquired in the transaction that had not
reached technological feasibility. The allocation of the
purchase price was based on an independent apprais-
al of the fair values on the closing date. The
Company recorded approximately $3.75 million as
goodwill, representing the excess of the purchase
price over the fair value of net assets acquired. This
amount included $265,000 of acquisition-related
costs. The operating results of Talaria have been
included in the consolidated results of operations
from the date of the merger.

The purchase price aliocation based on the net assets
of Talaria at the closing date is as follows (n THousanDs).

Net assets (liabilities) $ (168)
In-process research and development 4,000
Goodwill 3,750
Total purchase price $ 7,582

The unaudited pro forma operations for the years
ended December 31, 2000 and 1999, set forth

below, reports results as if the Company and Talaria
had been combined as of the beginning of each year.
The pro forma results include estimates and assump-
tions which management believes are reasonable.
However, pro forma results do not include the
write-off of in-process research and development, any
anticipated cost savings or other effects of the planned
integration of the Company and Talaria, and are not
necessarily indicative of the results which would have
occurred if the business combination had been in
effect for the periods presented below, or which may
result in the future.

IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA

PRO FORMA YEAR ENDED DECEMBER 31, 2000 1999
Operating expenses $27,941 $ 13,834
Net loss (29,682} (13,438)

Basic and diluted net loss per share $ (2.51) $ (5.13)

Shares used in computing basic

and diluted net loss per share 11,809,492 2,619,263




(3) EQUITY COMPENSATION PLANS

2000 Equity Compensation Plan In 2000, the
Company established the 2000 Equity Compensation
Plan as amended and restated, (the “2000 Plan”).
The 2000 Plan provides for grants of incentive stock
options, nonqualified stock options, stock awards and
performance units to the Company's employees,
advisors, consultants and non-employee directors.

The 2000 Plan authorizes the issuance of up to
1,700,000 shares of common stock. No stock
awards or performance units have been granted to
date under the 2000 Plan. Grants may be made to
any of the Company's employees, members of our

board of directors, and consultants and advisors
who perform services for us. The exercise price of
stock options will be determined by the compensa-
tion committee, and may be equal to or greater than
the fair market value of the Company's common
stock on the date the option is granted.

Options generally become exercisable over a period
of four years from the date of grant, and expire ten
years after the grant date. Activity related to stock
options under the 2000 Plan is summarized as follows:

WEIGHTED AVERAGE

NUMBER OF SHARES EXERCISE PRICE

Qutstanding at December 31, 1999

Options granted 160,000 $ 11.63
Options cancelled —
Options exercised —

Qutstanding at December 31, 2000 160,000 $ 1163
Options granted 609,125 $ 7.01
Options cancelled (25,000} $ 7.16
Options exercised —

Outstanding at December 31, 2001 744,125 $ 7.98

As of December 31, 2001, there were 955,875 shares
of common stock available for issuance under the
2000 Plan.

1998 Stock Option Plan In 1998, the Company
established the 1998 Stock Option Plan {the “1998
Plan”} to increase its ability to attract and retain key
individuals. Options granted under the 1998 Plan
may be either incentive stock options, which are
granted at the fair market value of the common
stock on the date of grant or higher (as determined
under the plan), or nongualified stock options, which
may be granted at less than the fair market value of
the common stock on the date of grant. Options are
granted at the discretion of the Board of Directors.

The maximum number of shares that may be
granted under the 1998 Plan is 1,784,575. Options
granted generally become exercisable over a period
of four years from the date of grant. Outstanding
options generally expire nine years after the date
of grant.




Activity related to stock options under the 1998 Plan is summarized as foliows:

NUMBER OF SHARES

WEIGHTED AVERAGE

EXERCISE PRICE

Outstanding at December 31, 1998 324,763 $ 0.8
Options granted 542,867 $ 029
Options cancelled —

Options exercised —

Qutstanding at December 31, 1999 867,630 $ 024
Options granted 904,291 $ 486
Options cancelled (5,104) $ 540
Options exercised (333,966) $ 022

QOutstanding at December 31, 2000 1,432,851 $ 314
Options granted 116,846 $ 905
Options cancelled {146,915) $ 254
Options exercised (222,532) $ 035

Outstanding at December 31, 2001 1,180,250 $ 433

As of December 31, 2001, there were 47,827 shares of common stock available for issuance under the 1998 Plan.

The options outstanding and exercisable at December 31, 2001 under both the 1998 and 2000 Plans are as follows:

WEIGHTED AVERAGE
CONTRACTUAL
REMAINING LIFE

WEIGHTED AVERAGE
ExeRrcise PRICE

WEIGHTED AVERAGE

PRICE PER SHARE OPTIONS QUTSTANDING EXERCISE PRICE OPTIONS EXERCISABLE

$ 0.14-30.21 199,282 $ 017 6.7 96,112 $ 016
$ 0.32-%2.22 344,913 $ 2.8 8.1 148,852 $ 219
$ 2.77-$4.50 108,654 $ 386 8.2 41,015 $ 338
$ 4.57 297,797 $ 457 8.2 128,941 $ 457
$ 4.75%6.70 328,309 $ 6.08 9.5 20,703 $ 557
$ 6.75-89.00 397,125 $ 848 9.0 90,184 $ 8.89
$ 9.94-$18.88 248,295 $ 1262 8.1 63,811 $ 13.02

1,924,375 $ 574 8.4 598,618 $ 478

The options outstanding and exercisable at December 31, 2000 under both the 1998 and 2000 Plans are as follows:

WEIGHTED AVERAGE
CONTRACTUAL
REMAINING LIFE

WEIGHTED AVERAGE
EXERCISE PRICE

WEIGHTED AVERAGE

PRICE PER SHARE OpPTIONS QUTSTANDING EXERCISE PRICE OPTIONS EXERCISABLE

$ 0.14 151,727 $ 0.14 7.5 37,934 $ 014
$ 0.21 364,417 $ 021 8.3 84,648 $ 021
$ 0.32 5,418 $ 032 8.9 1,333 $ 032
$ 2.22 345,786 $ 222 9.1 61,825 $ 222
$ 2.77-$2.91 35,443 $ 290 5.7 32,803 $ 29
$ 457 299,519 $ 457 9.2 55,612 $ 457
$ 6.18-$9.00 304,204 $ 883 9.6 15,839 $ 8.64
$10.88-$18.88 86,337 . $ 1533 9.9 94 $ 10.88

1,692,851 $ 399 8.8 290,088 $ 223




Using the intrinsic value method under APB 25, no
compensation expense has been recognized in the
accompanying consolidated statements of operations
for options granted to employees at fair value. Had
compensation expense been determined based on
the fair value at the date of grant consistent with
SFAS No. 123, the reported net loss would have
increased to the following pro forma amounts, which
may not be representative of that to be expected in
future years (N THousanDs):

DecemMBer 31, 2001 2000 1999
Net loss:
As Reported $ (24,931) $ (60,446) $ (10,670}
Pro Forma $ (27,0100 $(51,267) $(10,688)
Basic and diluted
loss per share:
As Reported $ (081 $ (4500 $ (691)
Pro Forma $ (099 $ (457) $ (592

The fair value of options was estimated at the date
of grant using the Black Scholes Single Option valua-
tion method under SFAS No. 123 with the following
assumptions as of December 31, 2001, 2000 and
1999, respectively: weighted average risk free inter-
est rate of 4.27%, 4.98% and 5.32%; dividend yield
of 0%; volatility of 110.67%, 130.22% and 0%; and
expected life of options of five years. The weighted-
average fair values of options granted during 2001,
2000 and 1999 were $5.60, $5.08 and $0.18 per
share, respectively. Option valuation models require
the input of highly subjective assumptions. Because
changes in subjective input assumptions can materi-
ally affect the fair value estimate, in management'’s
opinion, the existing model does not necessarily
provide a reliable single measure of the fair value of
the Company's stock options.

Deferred Stock Compensation The Company
recorded approximately $4.0 million of deferred stock
compensation in 2000 and 1999 relating to stock
options granted to employees at less than the board
of director's estimate of fair value. These amounts
are included as a reduction in stockholders’ equity
and are being amortized on a straight-line basis to
expense over the related vesting periods. For the
years ended December 31, 2001, 2000, and 1999,
the Company recorded deferred stock compensation
amortization of approximately $898,000, $1 million,

and $279,000, respectively, which is included in
operating expenses.

Employee Stock Purchase Plan The Company's
Employee Stock Purchase Plan (the “Purchase
Plan") was approved by the Company’s Board of
Directors in 2000. A total of 500,000 shares of
common stock have been reserved for issuance
under the Purchase Plan. The Purchase Plan
provides that the Company will sell shares to
employees who elect to participate in the Purchase
Plan at a price equal to 85% of the lesser of the fair
market value of the common stock on the first
trading day of an offering period or the last trading
day of such offering period.

Under the Purchase Plan, the Company issued
22,291 and 6,042 shares of common stock in 2001
and 2000, respectively, to various employees. These
shares were issued with a weighted average price
per share of $5.96 and $9.14 as of December 31,
2001 and 2000, respectively. At December 31,
2001, there were 471,667 shares of common stock
remaining to be issued under the Purchase Plan.

{6) INCOME TAXES

As of December 31, 2001 and 2000, the Company
had net operating loss carryforwards of approxi-
mately $41.1 million and $25.2 million, respectively.
These net operating loss carryforwards begin to
expire in 2013 through 2021. Additionally, utilization
of net operating loss carryforwards may be limited
under Section 382 of the Internal Revenue Code.
These and other deferred income tax assets are
fully reserved by a valuation allowance due to
historical operating losses.

The Company's effective tax rate is 0%, resulting
from losses incurred in the development stage. This
effective rate differs from the statutory rate of 34%
due to the Company providing a valuation allowance
against deferred tax assets, which primarily consists
of net operating loss carryforwards.

Deferred income taxes reflect the net tax effects of
temporary differences between the carrying
amounts of assets for financial reporting and the
amount used for income tax purposes. Significant




components of the Company's deferred tax assets
are as follows (in THousaNDS):

DecemMBer 31, 2001 2000 1999

Start-up costs $ 5081 $ 3230 $ 199

Net operating loss carryforward 13,964 8,555 3,317

Asset basis differences 73 50 (150)

Less — Valuation allowance (19,118) (11,835) (3,358)
8 — 3 — 3 —

(7) COMMITMENTS AND CONTINGENCIES

Lease Commitments The Company leases its office
space under operating leases that expire at various
dates through December 2004. Total rent expense
under all leases was approximately $540,000,
$505,000, and $386,000 in 2001, 2000 and 1999,
respectively. Future minimum payments under noncan-
cellable operating leases at December 31, 2001, are as
follows (In THousaNDS):

2002 $ 761
2003 487
2004 27

$ 1,275

License Agreements In June 1998, the Company
entered into a license agreement with a pharmaceuti-
cal company for one of the Company’s product candi-
dates {the "1998 Agreement"). The Company paid initial
license fees of $750,000 under the 1998 Agreement
and may be obligated to make additional payments up
to $14.5 million in the aggregate upon reaching certain
milestones.

In March 1999, the Company entered into a license
agreement with a pharmaceutical company for one of
the Company's product candidates (the "1999
Agreement’). During 2001, the Company paid
$100,000 upon obtaining the first milestone under the
1999 Agreement and may be obligated to make addi-
tional payments of up to $6.2 million in the aggregate
upon reaching certain other milestones.

In September 1999, the Company entered into a
license agreement with a group of inventors for one of
the Company’s product candidates. The initial license
fee of $50,000 was paid in 2000. The Company paid

$50,000 upon reaching the first milestone in 2001
and may be obligated to make additional
payments of up to $2.1 million in the aggregate
upon reaching certain other milestones.

In February 2000, the Company entered into a license
agreement with a European entity for one of the
Company's product candidates. The Company made
an initial license payment of $25,000.

In September 2000, the Company acquired all of the
outstanding shares of stock of Talaria pursuant to a
merger agreement and related documents. The
Company made the first milestone payment under
the merger agreement in 2001 and may be obligated
to make additional payments of up to $5.5 million in
the aggregate upon reaching certain other milestones
as discussed in Note 4.

In September 2001, the Company entered into a
license agreement with an educational institution

for a discovery project. The Company paid an initia!
combined license and maintenance fee of $25,000
and is obligated to pay additional annual license
maintenance fees of up to an aggregate of $905,000.
The Company may also be obligated make payments
of up to $995,000 in the aggregate upon reaching
certain milestones.

All of the payments were charged to research
and development expenses in the accompanying
consolidated statements of operations.

In connection with the above agreements, the
Company may be obligated to make various mile-
stone and license maintenance payments, as
defined in the agreements, up to an aggregate
remaining amount of $30.2 million, and royalty
payments on future sales pursuant to formulas in
the agreements. At the present time, the Company
can give no assurances as to the likelihood that
such future milestones will be achieved.

Employee Benefit Plan The Company maintains a
401(k) plan covering substantially all of its
employees in the United States. The Board of
Directors has authorized an amendment to the

401(k) plan to allow, at the discretion of the Board




of Directors, the Company to make matching and/or
discretionary contributions on behalf of all partici-
pants who have elected to make deferrals to the
401(k) plan. No matching or discretionary contribu-
tions have been made since inception.

(8) LONG-TERW DEBT

In December 2000, the Company entered into an
equipment loan facility with a bank whereby the
Company may borrow up to $2.5 million for equip-
ment purchases. Borrowings under the facility are
collateralized by the related equipment, are payable

in equal monthly principal payments over 42 months.

As of December 31, 2001, the Company had
outstanding borrowings under this facility of $1.8
million at a weighted average interest rate of 12%.

In April 1999, the Company entered into an equip-
ment loan facility with a bank whereby the Company
may borrow up to $1.5 million for equipment
purchases. Borrowings under the facility are collater-
alized by the related equipment, bear interest at the
bank’s prime rate {5.0% and 9.5% at December 31,
2001 and 2000, respectively) plus 1%, and are
payable in equal monthly principal payments over

36 months. As of December 31, 2001 and 2000,
outstanding borrowings under this facility were
$248,000 and $743,000, respectively. The loan facili-
ty subjects the Company to various financial
covenants which, among other restrictions, requires
the Company to maintain certain minimum levels of
tangible net worth and liquidity. Management has
determined that the Company is in compliance with
these covenants at December 31, 2001 and 2000.

The Company has a credit facility, totaling 50 million
Swedish kronor (approximately $4.8 million and $5.3
million at December 31, 2001 and 2000, respectively),
with a Swedish entity that may only be used to
finance the development of a certain product candi-
date. If a related product is not developed or does
not succeed in the market, as defined under that
credit facility, the Company'’s obligation to repay the
loan may be forgiven. Borrowings under the loan
agreement bear interest at 17.0% of which 9.5% is
payable quarterly. The remaining 7.5% of interest
along with principal are payable in five equal annual

installments starting December 30, 2004. The
Company had outstanding borrowings on the loan
facility of 40.7 million and 20.7 million Swedish
kronor (approximately $3.9 million and $2.2 miltion)
at December 31, 2001 and 2000, respectively. This
outstanding principal balance has been classified as
fong-term debt. Management has determined that
the carrying value of the debt approximates fair value
in accordance with SFAS No. 107, “Disclosures
about Fair Value of Financial Instruments.”
Management'’s estimate of fair value is determined
by reference to various market data for comparable
financial instruments, requires considerable judgment
by management, and is not necessarily indicative of
the amounts that could be realized in a current
market exchange.

The Company has a memorandum of understanding
with respect to entering into an equipment loan with
an economic development group whereby we may
borrow up to $500,000 for equipment purchases.
QOutstanding borrowings under the term loan bear
interest at 4% per annum and total approximately
$382,000 as of December 31, 2001.

In December 2001, the Company entered into an
equipment loan facility with a bank whereby the
Company may borrow up to $2.0 million for past and
future purchases of equipment. Borrowings under
the facility will be collateralized by the related equip-
ment, bear interest at the bank’'s prime rate, and are
payable in equal monthly principal payments over 42
months. As of December 31, 2001, the Company has
no outstanding borrowings under this facility.

As of December 31, 2001, maturities of long-term
debt are as follows (in THousanDs):

2002 863
2003 891
2004 1,298
2005 818
2006 820
Thereafter 1,855
6,345

Less — current portion (863)
$ 5,482




(9) RELATED PARTY TRANSACTIONS {10) QUARTERLY RESULTS OF OPERATIONS

Certain stockholders have provided consulting and {(UNAUDITED)

other professional services to the Company. Total The following table summarizes selected
expense for these services was $509,000 in 2001, unaudited quarterly financial information for
$423,000 in 2000, and $236,000 in 1999. At December 2001 and 2000. The Company believes that all
31, 2001 and 2000, amounts due to related parties adjustments, consisting of normal recurring
totaled $125,000 and $151,000, respectively, and are adjustments considered necessary for a fair
classified as accounts payable or accrued liabilities in presentation, have been included in the selected
the accompanying consolidated balance sheets. quarterly information.

IN THOUSANDS,
EXCEPT PER SHARE DATA

THREE MONTHS ENDED YEAR ENDED
Mar. 31, 2001 JUNE 30, 2001 SEePT. 30, 2001 Dec. 31, 2001 Dec. 31, 2001
Operating expense $7.168 $ 6,990 $ 6,607 $ 6,651 $27,316
Operating loss {7,168) (6,990) {6,507) (6,651) (27,316)
Net loss (5,981} (6,325) 6,281) (6,344) (24,931)
Basic and diluted
net loss per common share $ (0.23) $ (0.24) $ (0.22) $ (0.22) $ (0.91)
- THREE MONTHS ENDED YeAR ENDED
Mar. 31, 2000 JunEe 30, 2000 SerT. 30, 2000 Dec. 31, 2000 Dec. 31, 2000
Operating expense $ 5,069 $ 6,823 $11,375 $6,735 $ 30,002
Operating loss (5,069) {6,823) (11,375) (6,735) (30,002)
Net loss ' (4,693) (6,514) {10,804) {5,665) (27,576)

Basic and diluted
net loss per common share $(13.91) $ (2.95) $ (0.74) $ (0.22) $ 450




MARKET FOR REGISTRANT'S COMMON
EQUITY AND RELATED STOCKHOLDER
MATTERS

MARKETS

The Company’s common stock trades on the Nasdaqg
National Market under the symbol “"ESPR.” The range
of high and low sale prices for the Company’s common
stock on Nasdag's automated quotation system for
each of the quarters since the Company’s initial public
offering on August 10, 2000 are as follows:

MARKET PRICES HIGH Low
Year ended December 31, 2001:
Fourth quarter $ 835 $ 6.00
Third quarter 9.78 5.26
Second quarter 11.50 3.90
First quarter 12.00 4,00
Year ended December 31, 2000:
Fourth quarter $ 2113 §$ 1038
Third quarter
(beginning August 10, 2000) 19.38 9.38

HOLDERS

As of December 31, 2001, there were approximately
391 stockholders of record of the Company's com-
mon stock. This may not be an accurate indication
of the total stockholders of the Company as of
December 31, 2001, since many nominees hold

the Company's shares in street name for the
beneficial owners.

DIVIDEND INFORMATION

The Company has never declared or paid cash
dividends on its capital stock and anticipates that,

or the foreseeable future, it will continue to retain
any earnings for use in the operation of its business.

RECENT SALES OF UNREGISTERED SECURITIES

During the year ended December 31, 2001, we
issued and sold 25,106 shares of our common stock
to employees upon exercise of stock options held by
them. For these issuances and sales, we relied on
the exemptions provided by Section 4(2} and Rule
701 under the Securities Act of 1933, as amended.

STOCKHOLDER INFORMATION

Corporate Headquarters:
Esperion Therapeutics, Inc.
3621 South State Street
695 KMS Place

Ann Arbor, Michigan 48108
Phone: (734) 332-0506
Fax: (734) 332-0616
htttp:\\Wwww.esperion.com

independent Auditors:
Arthur Andersen, LLP
Ann Arbor, Michigan

Legal Counsel:
Morgan, Lewis & Bockius, LLP
Washington, D.C.

Registrar and Transfer Agent:
StockTrans, Inc.

44 West Lancaster Avenue
Ardmore, Pennsylvania 19003

Commeon Stock:
Listed on the Nasdaqg National Market (ESPR)




ExzcuTivE OFFICERS

RocGeER §. NzwTonN, Px.D.
President and Chief Executive Offficer

TiMoTHY M. MAYLEBEN
Senior Vice Bf@mﬂ@mﬁg @_,@@W@ifa@m and Finanee,
and Chief Finaneial Offficer

BriaN R. KRrause, Pu.D,
Sentor Viee President,
Preglinicel Research and Development

MiICHABL Eu Parr, Pt
Vice President, D) @_ reh

Jean-Louls H. DAsszuUx, Px.D.
Vice Presidient, Chemistry and Technologies

FrRANR E, THOM
RONER

Senior Dﬂl?’ Fina @mf | Investor Relations

INFORMATION REQUESTS

We are pleased to honor requests for copies of our

quarterly and annuel reports, You may reguest &
free copy by calling (734) 332-0506, For press

releases, earnings releases and other publications,

visit our website at www.esperion.com.

For other information, please comtacts
Frank Thomes

Senior Director, Finance and Invester Relations
(734) 222-183"

BoARD OF DIREGTORS

Davip I. ScxEER - CHAIRMAN
President, Seheer & Company

Susan B. Bavy, J.D.
Distinguished Visiting Professor, College of Business
Administration, Butler University

HeNRY E. BLAIR
Chetrman, Pmnd?@mff and Chigf Exeevtive Offfieer, Dyax Corp.

LR@W\:LQ M. CressweLL, Px.D.,
HoN.D.Se., F.R.S.E.

P@?&@—D@m (Retired)

AxnToNio M. GoTTo JR., M.D., D.PHIL.

Stephen end SL_.@FDW@ Weiss Dean of the Joan and Senford .

kil Medical College and Professor of Medicine,

Cornell University

EiLzzN M. MoRE
Class B Limited Partner, Oak Investment Pariners

Roeczr S. Newron, PH.D.
Prasident and Chief Bxecutive Offficer,
Esperion Therapeuties, Ine.

Serm A. RUDNIGK, M.D.,
General Pariner, Canaan Equity Pariners, LLC

For Humen Resources information,
please emeil hr@esperion.com

Por [nvestor Relations information,
please emeil investor_relations@esperion.com.

l,-,(l'

or other inquiries, please email
im {F @esperion.com.

Lipter fs o reginered trademark of Plaer Ine. Lopid is a reglstiered wedemark of Warner-Lamber: Company. Pravachel is a reglvered
tredemark of Brisiel-Myers Squibb, Clucophage is & regiotered (rademark of LIPHA s.2. and s licensed 1o Bristel-Myers Squiblb. Plavis
fs & regisiered tredemark of Sanefli-Synihelabe. Wil fs & registered wrademark of The Wifllle Bell, Ine.
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