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ARENA PHARMACEUTICALS, INC. (ARNA; $3.64)

AFFIRM “BUY” RATING ON COMMON STOCK, NEW ONE-YEAR $8 DILUTED PRICE TARGET

Arena Pharmaceuticals Submits Lorcaserin’s NDA

Arena Pharmaceuticals has submitted a new drug application (NDA) to the FDA, seeking approval for its lead compound,
Lorcaserin, in the treatment of obesity. This is an important milestone for Arena. Two of the three Phase III Lorcaserin
trials — BLOOM and BLOSSOM - serve as the primary data for the NDA submission. A third clinical trial - BLOOM-
DM - is expected to be completed in 2H10, with its results to be filed as a supplement to the primary NDA. We continue
to believe that Lorcaserin is strongly grounded in basic science, and the available clinical trial data are robust. We expect
the FDA will ultimately approve Lorcaserin in late 2010 for the treatment of obesity, allowing its launch and
commercialization thereafter. Lorcaserin remains un-partnered.

Some investors have wondered if the BLOOM data show strong enough weight loss effects to allow FDA approval; we
believe this will be so. BLOOM demonstrated a 4.8% weight loss difference between Lorcaserin users (52 weeks) and
placebo. BLOSSOM confirmed that Lorcaserin led to >5% weight loss in 63% of treated patients. Furthermore, those
patients who were most overweight appeared to respond most aggressively, with an average 16% weight loss. Together,
the entire Phase III clinical trial program will allow the FDA to view data from 18 trials and more than over 8,500 patients
treated of whom more than 7,200 have been treated and followed for two years. This is an impressive application, and in
our opinion, shows consistent weight loss effects among Lorcaserin users. Finally, we expect the BLOOM-DM data (with
a focus on diabetic patients), when presented, to be similarly effective. Diabetic patients routinely also suffer from
obesity, hypertension and abnormal lipid profiles. It is our expectation that the weight loss induced by Lorcaserin in the
BLOOM-DM trial will show highly positive effects on these secondary factors beyond simply weight reduction. And,
while BLOOM-DM is a supplement to the primary FDA application, we expect the BLOOM-DM data to be of particular
physician focus.

Safety was long the primary concern for Lorcaserin during early

0
Phase I and II studies. Would Lorcaserin cause heart valve e e Market
.. : ) , . Capitalization: Price Value
abnormalities? This last year has put the ‘safety’ questions to rest — o o
with many fewer investors or physicians now expressing concern in | Long-Term Financing Obligations $ 776
this regard. We find that the data support Lorcaserin as “safe.” | Siegried Note " 9.1
Rates of valvulopathy have proven similar to that observed in | Deerfield Note® 90.0
placebo treated patients, and the scientific rationale for why Total Debt Obligations 176.7
valvulopathy should not occur is now fully supported by clinical | Common Stock © $ 364 3375
data‘. Ipterestmg, we are quick to reﬂect“back five years ago arifi Cash, Equiv. & Mrktble Securities 143.5)
remind investors that efficacy was largely “assumed to be the case”, ) {1435
Current Enterprise Value $ 5142

given Lorcaserin’s similarity to blockbuster drugs fenfluramine and
dexfenfluramine. How times have changed--safety is no longer of

: : 1) Reflect turing relationship.
primary focus, now being on efficacy. (1) Reflects manufacturing relationship

(2) Carried on balance sheet as $44 million plus $46 million debt
discount. Deerfield received 28 million warrants exercisable at

We encourage investors to look broadly at all Arena has
accomplished, as we believe the weight of positive data is
impressive and that Lorcaserin will be approved by the FDA in
late 2010.

Please find important disclosures on the final page of this document.

85.42/share, may elect until June 17, 2011 to loan an additional
8320 million to Arena and has an amortization Schedule of $20
million in July 2011, $30 million in July 2012 and $40 million
in June 2013.

(3) 52-week ARNA High/Low: 87.42, $2.26. Excludes Deerfield and
two Series B warrants: 1.2mm exercisable at $6.98/share and
0.9 mm exercisable at $14.03/share.

CRT Capital Group LLC = 262 Harbor Drive Stamford, CT 06902 = Tel

: 203.569.6400 = Fax: 203.569.6499 = www.crtllc.com



ARENA PHARMACEUTICALS, INC. #h CRT
DECEMBER 28, 2009 WY CAriTAL GROUP LLC

Most certainly many on the Street had anticipated that Arena would have partnered Lorcaserin prior to this point. It is
our belief that Arena has many big-pharma companies expressing interest in Lorcaserin, and discussions are ongoing. We
believe that a partnership is by no means assured prior to the FDA decision ahead — with many potential partners more
likely to wait for a ‘sure thing’ prior to deal making—and with the tension being the level of economics retained by
Arena. Arena has previously confirmed they are willing to launch Lorcaserin themselves, if an “acceptable” partnering
terms are not negotiated. We would strongly prefer to see Arena partner the commercial launch of Lorcaserin. Despite a
Q3 2009 capital raise, we would anticipate a cash shortfall in late 2010 in the event that a commercial partnership has not
been formed. At the same time, we do not view liquidity to be a meaningful risk factor whether or not Arena partners
Lorcaserin, expecting the Company to continue to have access to the capital markets ahead of the FDA approval decision.

Lorcaserin remains, in our mind, the full story over the coming year, and our future valuation remains based principally
on our assessment of Lorcaserin. Arena’s share price recently was pressured on the announcement that Merck and Co., the
development partner for MK-1903 (a niacin receptor agonist) being studied for the treatment of dyslipidemia, plans to
discontinue the effort. Merck specifically stated that safety was not the issue underlying the decision. This program was
the second most mature one (at Phase 2a) in Arena’s pipeline.

CRT PROJECTIONS - FUTURE ENTERPRISE VALUATION

(Amounts in millions, except per share data)

Peak

ARNA ARNA Value at

Peak Sales"” Ownership Sales Peak Year Multiple Discount 12/31/10

Lorcaserin $ 1,000 100% $ 1,000 2015 4.0 x 30% $1,077.3
Early Stage Programs 25.0
1,102.3
Projected Cash Shortfall to Approval (75.0)

Cash from Theoretical Exercise of Warrants and Options 165.1

Total Enterprise Value $1,192.4
Estimated Lease Obligs. and Debt $ 176.7

Projected Diluted Shares 123.2

Price Target  $8.00 |

(1) For Lorcaserin, assumes monthly pricing in the US and EU of $175 and $140, respectively, at 2011 launch, with
prices to grow at a rate of 5%/ year). We assume patients will be treated for an average of 7 months. Peak patients
treated estimate is 0.5 million in the US and 0.3 million in the EU.

(2) Projected future shares outstanding includes balance of 92.7 million shares at 11/5/09, plus 30.4 million from
dilutive options and warrants.

In summary, our view of available clinical trial data suggests Lorcaserin is an impressive product and, we believe, will
ultimately be approved by the FDA. We continue to echo our initial beliefs expressed over three years ago when our
research coverage was initiated. The market for effective and safe weight loss drugs is clearly enormous — it remains our
belief that Arena’s Lorcaserin will prove to be a strong competitor in that market.
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SUMMARY HISTORICAL OPERATING DATA
(Amounts in millions, except per share data)
Fiscal Years Ended Three Months Ended
Operating Summary 12/31/04 12/31/05 12/31/06 12/31/07 12/31/08 9/30/06 12/31/06  3/31/07 _ 6/30/07 _ 9/30/07 12/31/07 _3/31/08 6/30/08 9/30/08 12/31/08 3/31/09 6/30/09 9/30/09
Collaborative Agrmt Revenue $ 137 $ 232 $ 306 $ 193 $§ 24 $ 44 $ 47 $ 49 $ 48 $ 50 $ 46 $ 06 $ 06 $ 04 $ 07 $ 12 $ 09 $ 09
Contract Research & Mfg. Services Rev. - - - - 7.4 - - - - - - 2.0 2.0 1.4 2.0 1.4 1.5 1.7
Total Revenue 13.7 23.2 30.6 19.3 9.8 4.4 4.7 4.9 4.8 5.0 4.6 2.6 2.7 1.9 2.7 2.7 24 2.6
Cost of Manufacturing Services - - - - 8.5 - - 1.7 2.2 1.4 1.6 1.7
Cost of Contract Revenue - - - - - - - - - - - 23 23 - - - - -
Research & Development Exp. 57.7 79.5 103.4 149.5 204.3 22.7 38.1 35.8 40.9 32.2 40.7 47.6 56.4 a7.7 53.3 42.6 242 221
General and Admin. Exp. 10.4 12.9 18.5 26.6 30.5 3.9 5.2 4.9 6.8 7.9 6.9 8.9 7.2 5.9 8.6 7.6 5.7 54
Amortization of Acquired Technology 3.3 2.0 1.5 1.5 2.3 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.6 0.6 0.6 0.6
Total Operating Expenses 71.5 94.4 123.4 177.6 245.7 27.0 43.7 411 48.1 40.5 48.0 59.1 66.2 55.7 64.6 52.2 32.1 29.9
EBIT (57.8) (71.1) (92.8) (158.3) (235.9) (22.6) (39.0) (36.2) (43.3) (35.4) (43.4) (56.5) (63.6) (53.9) (61.9) (49.5) (29.7) (27.2)
Interest Income 2.4 4.4 12.7 18.9 3.3 15.5 4.8 4.8 4.7 3.0 34 1.8 1.3 - 0.2 - 0.1
Interest Expense (1.9) (1.8) (1.8) (3.7) (1.6) (0.5) (3.3) (0.5) (0.2) (1.6) - (1.5) (1.5) (1.4) (0.3) (1.7) (5.0) (7.3)
Loss / (Gain) on Sale of Investments A (0.0) (0.0) (0.1) - - (0.1) - - - - - - - - 0.4 - 25
Other Income (Expense) (0.8) 0.7 (4.3) 0.1 - (0.0) (9.0) (0.1) (0.0) 0.1 - 0.1 (1.9) (1.7) - 0.1 (3.3) (2.8)
Total Other Income/(Expense) (0.2) 3.2 6.6 15.1 (1.6) 2.9 3.1 43 4.7 3.2 3.0 21 (1.7) (1.8) (0.3) (1.1) (8.3) (7.6)
Net Income/(Loss) (58.0) (67.9) (86.2) (143.2) (237.5) (19.7) (35.9) (31.9) (38.6) (32.3) (40.4) (54.5) (65.3) (55.6) (62.2) (50.6) (38.0) (34.8)
Div. on Redeemable Conv. Pref. Stk. (1.4) (1.8) (2.0) 2.1) (1.9) (0.5) (0.5) (0.5) (0.5) (0.5) (0.5) (0.5) (0.5) (0.6) (0.3) - - -
Accretion of Discount on Pfd. Stk. (1.9) (7.4) - - - (0.0) - - - - - - - - - - -
Net Income/(Loss) $ (613) $ (77.1) $ (88.3) $(145.3) $(239.5) $ (20.3) $ (36.4) $ (324) $ (39.1) $ (32.8) $ (40.9) $ (55.0) $ (65.8) $ (56.2) $ (62.5) $ (50.6) $ (38.0) $ (34.8)
Diluted Shares Outstanding 25.5 344 46.8 62.8 73.8 47.2 48.1 60.7 60.9 61.0 68.4 73.6 73.8 73.9 74.0 74.2 79.2 91.0
Diluted EPS $ (240) $ (224) $ (1.89) $ (2.31) $ (3.24) $ (0.43) $ (0.76) $ (0.53) $ (0.64) $ (0.54) $ (0.60) $ (0.75) $ (0.89) $ (0.76) $ (0.84) $ (0.68) $ (0.48) $ (0.38)
Free Cash Flow
EBIT $ (57.8) $ (71.1) $ (92.8) $(158.3) $(2359) $ (226) $ (39.0) $ (36.2) $ (43.3) $ (354) $ (434) $ (56.5) $ (63.6) $ (53.9) $ (61.9) $ (49.5) $ (29.7) $ (27.2)
+ Deprec. & Amort. Exp. 9.0 8.4 8.9 9.4 14.0 23 2.3 2.0 2.8 23 2.3 34 3.5 3.5 35 34 3.3 3.3
EBITDA (48.8) (62.8) (83.9) (148.9) (221.9) (20.3) (36.7) (34.2) (40.5) (33.1) (41.1)  (53.1)  (60.1) (50.4) (58.4) (46.1) (26.3) (23.9)
Stock-based Compensation 1.5 0.4 5.1 8.8 8.5 1.4 1.3 1.9 22 29 1.8 24 1.9 1.7 24 2.0 1.7 1.6
- Capital Expenditures, net (4.4) (3.6) (14.2) (17.4) (42.8) (3.2) (2.9) (2.2) (2.2) (3.7 (9.3)  (24.0) (9.2) (5.5) (4.0) (2.3) (0.0) (1.2)
Free Cash Flow (51.8) (65.9) (93.1) (157.5) (256.2) (22.1) (38.3) (34.5) (40.4) (34.0) (48.6) (74.7) (67.4) (54.2) (59.9) (46.4) (24.6) (23.5)
Est. Net Cash Interest Inc. / (Exp.) 0.5 2.6 10.9 151 (1.6) 2.9 12.2 43 4.7 3.1 3.0 2.0 0.2 (0.1) (0.3) (1.5) (5.0) (3.5)
Change in Inven., Rec's & Payables (20.2) 253 8.4 6.9 18.5 2.7 10.1 (2.9) 5.9 25 1.5 7.9 41 (6.2) 12.7 (6.2) (15.7) (6.4)
Equity Issuance® 4.1 493  336.9 106.7 17 0.5 165.9 1.3 0.7 0.8 103.9 0.5 0.4 0.5 0.3 0.3 14.9 50.0
Debt Issuance/(Repayment), Net (0.0) - - 48.0 (0.2) - - - 48.0 (0.0) - (0.0) 0.9 (0.1) (0.1) 14.8 (0.1) 86.7
Proceeds from Warrants & Pfd. Stk. - 11.5 8.3 - (55.8) - - - - - - - - - (55.8) - - -
Change in Deferred Revenue 26.1 (9.5) (11.1) (9.0) - (2.4) (3.8) (0.9) (2.6) (3.4) (2.1) - - -
Other 0.6 1.2 15.2 (0.9) 5.6 0.7 1.3 (9.2) (1.6) 0.9) 1.3 (0.2) 0.2 - 1.1 (0.8) (0.1) 0.7
Change in Cash & Equivs. $ (40.7) $ 146 $ 2755 $§ 94 $(2881) $ (17.7) $ 1474 $ (419 $ 147 $ (319) $ 59.1 $ (645) $ (61.5) $ (60.1) $(102.0) $ (39.9) $ (30.7) $103.9
Beg. Cash, Equiv, & ST Inv. $ 1540 $ 1133 $ 1133 § 388.8 $ 398.2 $ 2685 $ 250.8 $ 3982 $ 3563 $ 371.0 $ 339.1 $3982 $3336 $2722 $2121 $1101 $ 703 $ 39.6
Ending Cash, Equiv, & ST Inv. 113.3 127.9 388.8 398.2 110.1 250.8 398.2 356.3 371.0 339.1 398.2 333.6 272.2 2121 110.1 70.3 39.6 143.5
(1) Numbers may not foot due to rounding. Italicized numbers are estimates.
(2) 1/27/06 (10.6 million shares for net $169 million); 12/13/06 (13.2 million shares for net $165 million); In 11/2007, sold 11.0 million shares at $9.91 per share for net
$103 million.
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SUMMARY HISTORICAL BALANCE SHEET DATA"

(8's in millions)

Balance Sheet @ 12/31/05  3/31/06  6/30/06  9/30/06 12/31/06 3/31/07 6/30/07 9/30/07 12/31/07 3/31/08 6/30/08 9/30/08 12/31/08 3/31/09 6/30/09  9/30/09
Assets:
Cash & Equivalents $ 738 $2357 $2129 $1949 $373.0 $3255 $328.7 $3039 $387.0 $3014 $2295 $1671 $ 733 $ 625 $ 396 $122.0
ST investments, available-for-sale 54.2 55.4 55.6 55.9 15.8 30.8 42.3 35.3 11.2 32.3 42.7 451 36.8 7.8 - 215
Accounts Receivable 0.8 2.0 1.6 1.5 0.3 0.4 0.8 0.8 1.9 2.4 2.5 1.6 1.8 1.8 1.7 1.6
Other Current Assets 5.7 7.7 8.0 9.8 10.6 11.3 9.9 12.7 9.2 8.9 8.6 5.5 5.0 3.9 4.7 4.0
Total Current Assets 134.5 300.9 278.1 262.1 399.7 368.0 381.7 352.6 409.2 345.0 283.3 219.3 117.0 76.0 45.9 149.1
Land, Property & Equipment, Net 49.6 49.0 54.2 55.5 56.5 56.6 56.8 58.5 65.9 92.7 98.3 98.9 102.7 99.0 97.1 96.7
Acquired Technology 7.9 7.6 7.2 6.8 6.4 6.0 7.5 5.3 4.9 19.0 18.0 16.2 16.3 14.9 20.5 15.0
Other Noncurrent Assets 6.0 7.2 7.2 6.8 5.9 6.1 6.1 8.9 7.4 7.8 7.6 5.7 5.3 5.6 - 6.5
Total Assets $198.1 $364.6 $346.8 $331.2 $4685 $436.8 $452.1 $4253 $4875 $4645 $407.2 $340.1 $241.3 $1955 $163.5 $267.3
Liab. and Shareholders' Equity:
Accounts Payable & Accrued Exp. $ 83 $ 108 $§ 73 $ 119 $ 208 $ 191 $ 237 $ 293 $ 269 $ 356 $ 414 $ 290 $ 430 $ 398 $ 268 $ 139
Accrued Compensation 2.0 1.4 1.5 1.4 22 1.8 2.0 2.0 3.1 2.7 29 29 3.8 - - 3.0
Deferred Revenue 15.2 15.1 15.1 15.1 13.1 12.1 9.6 6.1 - - - - - - - 4.0
Total Current Liabilities 254 27.3 23.9 28.3 36.0 33.0 35.3 374 30.1 38.3 44 .2 32.0 46.8 39.8 26.8 20.9
Financing Oblig'ns, incld'g def'd int. 135 13.5 13.6 13.6 13.7 13.7 62.4 62.9 63.1 71.3 72.0 71.3 71.6 85.4 87.8 142.3
Deferred Revenue 9.0 6.6 4.2 1.8 - - - - 4.0 4.0 4.0 4.0 4.0 4.0 4.0 -
Deferred Rent 0.9 0.9 0.9 0.9 0.9 0.9 0.8 - - 0.8 0.7 0.7 0.7 0.7 - 0.6
Other - - - - - - - - - - - - 0.5 0.5 - 0.9
Total Liabilities 48.8 48.3 42.6 447 50.5 47.6 98.5 100.3 97.2 114.5 121.0 108.0 123.7 130.5 118.6 164.8
Redeemable Conv. Preferred Stock 49.8 50.3 50.8 51.3 51.8 523 52.8 534 53.9 54.5 55.0 55.6 - - - -
Shareholders' Equity 99.5 266.0 253.4 235.3 366.1 336.9 300.7 271.6 336.4 295.6 231.2 176.6 117.6 65.0 44.9 102.6
Total Liabilities & Equity $198.1 $3646 $346.8 $331.2 $4685 $436.8 $452.1 $4253 $4875 $4645 $407.2 $3401 $241.3 $1955 $163.5 §267.3

(*)  Numbers may not foot due to rounding.
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REQUIRED DISCLOSURES

The recommendations and guidance expressed in this research report accurately reflect the personal recommendations and guidance of the research analyst principally
responsible for the preparation of this report

No part of the compensation received by the analyst principally responsible for the preparation of this report was, is or will be directly or indirectly related to the
specific recommendations and guidance expressed in this report. Direct or indirect analyst compensation may be based on performance-related considerations
associated with the recommendations and guidance expressed by the analyst in this report

The research analyst primarily responsible for the preparation of this report received compensation that is based upon CRT Capital Group LLC’s total business
revenues, including revenues derived from CRT’s investment banking business

Rating Meaning

Buy Expected rate of return on investment at current price levels is above that rate required, in CRT’s view, to undertake the
attendant risks perceived — positive risk/reward investment balance.

Fair Value Expected rate of return on investment at current price levels is in line with that rate required, in CRT’s view, to undertake
the attendant risks perceived — equitable risk/reward investment balance.

Sell Expected rate of return on investment at current price levels is below that rate required, in CRT’s view, to undertake the
attendant risks perceived — negative risk/reward investment balance.

As of the time of this publication, CRT Capital Group LLC makes a market in the securities of Arena Pharmaceuticals (ARNA)

CRT Equity Securities Ratings Percentages | Percentage of Banking Clients Within Each Ratings Category
As of September 30, 2009 As of September 30, 2009

Buy 49% 0%

Fair Value/Hold 40% 0%

Sell 11% 0%

Risks that may impede achievement of the stated price target, if any, include, but are not limited to, broad market and macroeconomic fluctuations and unforeseen
changes in the subject company’s fundamentals or business trendsmarket and macroeconomic fluctuations and unforeseen changes in the subject company’s
fundamentals or business trends

OTHER DISCLOSURES

"This report has no regard to the specific investment objectives, financial situation or particular needs of any specific recipient. This report is
published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial
instruments. The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. This report is based
on information obtained from sources believed to be reliable but is neither guaranteed to be accurate nor intended to be a complete statement or
summary of the securities, markets or developments referred to in the report. Recipients should not use this report as a substitute for the prudent
exercise of their own judgment. Any opinions expressed in this report are subject to change without notice and CRT is under no obligation to update
or keep current the information contained herein. CRT and/or its directors, officers and employees may have or may have had interests or long or
short positions in, and may at any time make purchases and/or sales as principal or agent, or may have acted or may act in the future as market maker
in the relevant securities or related financial instruments discussed in this report. CRT may rely on informational barriers such as "Chinese Walls" to
control the flow of information situated in one or more areas within CRT into other units, divisions or groups within CRT.

Past performance is not necessarily indicative of future results. Options, derivative products and futures are not suitable for all investors due to the
high degree of risk associated with trading these instruments. Foreign currency rates of exchange may adversely affect the value, price or income of
any security or related instrument described in this report.

CRT accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this report. CRT specifically
prohibits the re-distribution of this report by third parties, via the internet or otherwise, and accepts no liability whatsoever for the actions of such
third parties in this respect. Additional information is available upon request. Clients who wish to effect transactions should contact their sales
representative."
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ARNA: Stock Performance & CRT Recommendations
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