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Assets

Current Assets

Cash and cash equivalents
Marketable securities

ALEXION PHARMACEUTICALS, INC.

Condensed Consolidated Balance Sheets
(In Thousands, except per share amounts)

(Unaudited)

Trade accounts receivable, net of allowance of $0 at March 31, 2007

Inventories
Prepaid expenses and other current assets
Prepaid manufacturing costs

Total Current Assets

Property, plant and equipment, net
Goodwill, net

Prepaid manufacturing costs
Restricted cash

Other assets

Total Assets

Liabilities and Stockholders' Equity

Current Liabilities

Accounts payable

Accrued expenses

Deferred revenue

Current portion of obligations under capital lease

Total Current Liabilities

Obligations under capital lease
Deferred revenue, less current portion
Mortgage loan

Convertible notes

Total Liabilities

Stockholders' Equity

Preferred stock, $.0001 par value; 5,000 shares authorized, no shares issued or outstanding
Common Stock, $.0001 par value; 145,000 shares authorized; 36,302 and 35,568 shares issued at March 31, 2007

and December 31, 2006, respectively
Additional paid-in capital

Treasury Stock, at cost, 57 shares at March 31, 2007 and December 31, 2006, respectively

Accumulated other comprehensive loss
Accumulated deficit

Table of Contents

March 31,
2007

$ 136,992
46,695
1,173
3,113
5,067
13,935

206,975

54,592
19,954

22,248
3,968

$ 307,737

$ 8761
13,705

68

22,534
264

26,000
150,000

198,798

4
780,083
(1,260)
(205)
(669,683)

December
31, 2006

$ 166,826
49,728

2,314
3,973

222,841

39,135
19,954
13,935
33,594

4,078

$ 333,537

$ 10,939
16,228
588

67

27,822

283
4,755
26,000
150,000

208,860

4
763,691
(1,260)
(177)
(637,581)
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Total Stockholders' Equity 108,939 124,677
Total Liabilities and Stockholders' Equity $ 307,737 $ 333,537

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Condensed Consolidated Statements of Operations
and Comprehensive Loss
(In Thousands, except per share amounts)

(Unaudited)

Revenues
Product revenues, net
Contract research revenues

Total revenues, net

Costs and Expenses

Cost of product revenues
Research and development
General and administrative

Total costs and expenses

Operating loss

Other Income and Expense
Investment income
Interest expense

Other expense

Loss before state tax benefit

State Tax Benefit

Net Loss

Other Comprehensive Income/Loss
Foreign currency translation
Unrealized gains on marketable securities

Comprehensive Loss
Net loss per share basic and diluted

Shares used in computing basic and diluted net loss per common share

Three months ended

The accompanying notes are an integral part of these condensed consolidated financial statements.
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March 31,
2007 2006
$ 9714 $
5,343 768
6,317 768
85
21,219 21,214
19,838 8,146
41,142 29,360
(34,825) (28,592)
2,769 1,963
(700) (688)
27
(32,783) (27,317)
90 90
$(32,693) $(27,227)
(52) (27)
24 8
$(32,721) $(27,246)
$ (092) $ (0.83)
35,361 30,991
6
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Condensed Consolidated Statements of Cash Flows
(In Thousands)

(Unaudited)

Cash flows from operating activities:

Net loss

Adjustments to reconcile net loss to net cash used by operating activities:
Depreciation and amortization
Share-based compensation expense
Changes in operating assets and liabilities
Accounts receivable

Inventories

Prepaid expenses and other assets
Accounts payable

Accrued expenses

Deferred revenue

Net cash used by operating activities

Cash flows from investing activities:

Purchase of marketable securities

Proceeds from maturity or sale of marketable securities
Purchase of property, plant and equipment

Release of restricted cash

Net cash used by investing activities

Cash flows from financing activities:
Payment on capital leases
Net proceeds from issuance of common stock

Net cash provided by financing activities

Effect of exchange rate changes
Net change in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Three months ended

The accompanying notes are an integral part of these condensed consolidated financial statements.
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March 31,
2007 2006
$ (32,693) $ (27,227)
873 881
4,980 3,166
(1,173)
(799)
(1,094) 1,167
2,178) (2,545)
(1,933) (3,211)
(5,343) (326)
(39,360) (28,095)
(43,157) (231,085)
46,214 222,597
(16,219) 477)
11,346
(1,816) (8,965)
(18)
11,412 5,405
11,394 5,405
52) 27)
(29,834) (31,682)
166,826 43,629
$ 136,992 $ 11,947
8
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Notes to Condensed Consolidated Financial Statements
(in thousands, except share and per share amounts)

1. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America for interim financial information and with the instructions to Form 10-Q and Article 10 of
Regulation S-X. Accordingly, they do not include all of the information and footnotes required by accounting principles generally accepted in
the United States for complete financial statements. These accounting principles were applied on a basis consistent with those of the
consolidated financial statements contained in the Company s Annual Report on Form 10-K for the year ended December 31, 2006. In our
opinion, the accompanying unaudited condensed consolidated financial statements contain all adjustments (consisting only of normal recurring
adjustments) necessary to state fairly our financial position as of March 31, 2007, the results of our operations for the three months ended
March 31, 2007 and 2006, and our cash flows for the three months ended March 31, 2007 and 2006. The December 31, 2006 condensed
consolidated balance sheet data was derived from audited financial statements, but does not include all disclosures required by accounting
principles generally accepted in the United States of America. These interim financial statements should be read in conjunction with the audited
financial statements for the year ended December 31, 2006 included in our Annual Report on Form 10-K.

The financial position and results of operations of our foreign subsidiaries are measured using the local currency as the functional currency.
Assets and liabilities of each subsidiary have been translated at end of period exchange rates, and related revenues and expenses have been
translated at weighted average exchange rates with the resulting translation gain or loss recorded in accumulated other comprehensive income.
Transaction gains and losses are included in other expense.

The results of operations for the three months ended March 31, 2007 are not necessarily indicative of the results to be expected for the full year.

During the three month period ended March 31, 2007, we established three new entities to support our planned growth and preparation for
commercialization. Alexion Pharma Italy Srl, a simplified joint stock companys, is registered under the laws of Italy and is wholly owned by
Alexion Holding B.V. Alexion Pharma Germany GmbH, a simplified joint stock company, is registered under the laws of Germany and is
wholly owned by Alexion Holding B.V. Alexion Pharma Spain S.L., a simplified joint stock company, is registered under the laws of Spain and
is wholly owned by Alexion Holding B.V. There were no material transactions that occurred in the newly formed entities during the three month
period ending March 31, 2007.

2. Revenue

Principal sources of revenue are product sales and contract research revenues from research and development support payments. We have
applied the following principles in recognizing revenue:

Product Revenues, net

We recognize revenue from product sales when persuasive evidence of an arrangement exists, title to product and associated risk of loss has
passed to the customer, the price is fixed or determinable, collection from the customer is reasonably assured and we have no further
performance obligations. All revenues from product sales are recorded net of applicable provisions for distribution fees. The distribution fee
represents handling fees and third-party carrier costs.

In Europe, we have entered into an agreement with a distributor to distribute Soliris (eculizumab) under pre-approval programs existing in

certain European countries. As commercial approval, or marketing authorization, for Soliris had not been granted by the European Medicines
Agency, or EMEA, in the three months ending March 31, 2007, all sales in Europe to date have been made on a named-patient or pre-approval
basis. For revenue recognition purposes, our distributor is considered the final customer. For the three months ended March 31, 2007, we

realized net sales of Soliris totaling $974.
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(in thousands, except share and per share amounts)

Distributor Fees

We have adopted the provisions set forth in EITF Issue No. 01-09, Accounting for Consideration given by a Vendor to a Customer (including a
Reseller of a Vendor s Products) , which specifies that cash consideration (including a sales incentive) given by a vendor to a customer is
presumed to be a reduction of the selling prices of the vendor s products or services and, therefore, should be characterized as a reduction of
revenue. That presumption is overcome and the consideration should be characterized as a cost incurred if, and to the extent that, both of the
following conditions are met: (1) the vendor receives, or will receive, an identifiable benefit (goods or services) in exchange for the
consideration; and (2) the vendor can reasonably estimate the fair value of the benefit received.

We record fees paid to our distributors for their logistical, distribution and similar services as a reduction of product revenue.

Amounts collected from customers and remitted to governmental authorities, which are primarily comprised of value-added taxes (VAT) in
foreign jurisdictions, are presented on a net basis in our income statement, in that taxes billed to customers are not included as a component of
net product sales, as per Emerging Issues Task Force (EITF) Issue No. 06-3, How Taxes Collected from Customers and Remitted to
Governmental Authorities Should Be Presented in the Income Statement .

Contract Research Revenue
Procter & Gamble Pharmaceuticals Collaboration

In January 1999, we and Procter & Gamble Pharmaceuticals, or P&G, entered into an exclusive collaboration to develop and commercialize
pexelizumab. We granted P&G an exclusive license to our intellectual property related to pexelizumab, with the right to sublicense.

In December 2001, we and P&G entered into a binding memorandum of understanding, or MOU, pursuant to which the January 1999
collaboration was revised. We and P&G agreed, as per the MOU, to share concurrently 50% of the ongoing U.S. pre-production and
development manufacturing costs for pexelizumab as well as any acute myocardial infarction or coronary artery bypass graft Phase III clinical
trial costs.

We had recognized a non-refundable up-front license fee of $10,000 related to the P&G collaboration as revenue over 17 years, representing the
average of the remaining patent lives of the underlying technologies at the time the payment was received in fiscal 1999. We recorded this
payment as deferred revenue.

During 2006, we completed a final Phase III trial of pexelizumab. After reviewing results from that trial, we along with P&G, determined not to
pursue further development of pexelizumab. Effective March 30, 2007, we and P&G mutually agreed to terminate the collaboration agreement.
As we have no further obligations under the agreement, the remaining portion of the $10,000 non-refundable up-front license fee, or $5,343, was
recognized as revenue.

3. Inventories

Inventories are stated at the lower of cost or estimated realizable value. Cost is computed using standard cost, which approximates actual cost,
on a first-in, first-out, or FIFO, basis. We periodically analyze our inventory levels, and write down inventory that has become obsolete,
inventory that has a cost basis in excess of its estimated realizable value and inventory in excess of expected sales requirements to cost of
product revenues. Expired inventory is disposed of and the related costs are written off to cost of product revenues. Additionally, we may be
required to expense previously capitalized inventory that fails to meet commercial sale specifications.

At March 31, 2007, our inventory consists entirely of finished goods. We submitted a Marketing Authorization Application, or MAA, in the
European Union and a Biologics License Application, or BLA, in the United States in September 2006. In March 2007, we received approval of
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Soliris from the U.S. Food and Drug Administration, or FDA. We have launched Soliris in the U.S., and anticipate European Union approval in
2007. As of March 31, 2007 the carrying value of our inventory did not include any costs associated with products that have not yet received
regulatory approval.
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(in thousands, except share and per share amounts)

Soliris currently has an estimated shelf life of up to 42 months and, based on our sales forecasts, we expect the carrying value of the Soliris
inventory, and prepaid manufacturing costs to be fully realized.

Our products are subject to strict quality control and monitoring which we perform throughout the manufacturing process. Periodically, certain
batches or units of product may no longer meet quality specifications or may expire. In certain instances, we may write-down, to net realizable
value, commercial inventory that did not meet quality specifications or that became obsolete due to dating expiration. Based on this review, there
are no write-downs against the value of our inventory, as of March 31, 2007.

4. Cost of Product Revenues

Our policy is to capitalize inventory costs associated with our products subsequent to the filing of a BLA, but prior to regulatory approval, when,
based on management s judgment, future commercialization is considered probable and the future economic benefit is expected to be realized,
which is customary in our industry. At the point of sale, we recognize costs of product revenues which include the cost of inventory sold and
estimated royalties payable to third parties. Product sold during the three months ended March 31, 2007 under the named-patient program was
previously expensed prior to submission of our BLA, and therefore is not included in the cost of product revenues during this period. For the
three months ended March 31, 2007, our cost of product revenues consists entirely of estimated royalties owed to third parties related to the sale
and commercial manufacture of Soliris.

5. Exit Activities

In December 2006, we initiated an integration plan at our subsidiary, Alexion Antibody Technologies, Inc., to consolidate certain functions and
operations, including the termination of all Alexion Antibody personnel, closure of Alexion Antibody facilities, and impairment of equipment in
that facility. These costs have been recognized as liabilities and were included in general and administrative expenses for the year ended
December 31, 2006. The following table summarizes the liabilities established for exit activities as of December 31, 2006 and subsequent cash
payments and revision of estimates made during the three month period ended March 31, 2007:

Employee Facility Other Total
Related Lease Exit Exit
Benefits Costs Activities Activities
Balance at December 31, 2006 $ 5,358 $1,147 $ 539 7,044
Revision of estimate 93 93
Payments in 2007 (5,379) (175) (5,554)
Balance at March 31, 2007 $ 73 $ 972 $ 539 $ 1,584

6. Accounting for Share-Based Compensation

A summary of the status of our stock option plans at March 31, 2007 and changes during the three months then ended is presented in the table
and narrative below:
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Weighted-

Average

Exercise

Options Price

Options outstanding at December 31, 2006 5,372,463 $  26.67
Options granted 612,000 40.30
Options cancelled (80,040) 37.77
Options exercised (521,600) 21.88
Options outstanding at March 31, 2007 5,382,823 28.52
Options exercisable at March 31, 2007 3,037,038 $ 26.72

During the three month period ended March 31, 2007, we recognized compensation expense of $3,981 for stock options and $999 for restricted
stock. The expenses were charged to our condensed consolidated statement of operations. Due to our net operating loss position, a windfall tax
benefit was not recognized during the period.

A summary of the status of our non-vested restricted stock as of March 31, 2007, and changes during the three months then ended are as follows:

Restricted
Stock
Nonvested at December 31, 2006 324,289
Issued 223,475
Vested (54,000)
Cancelled (11,625)
Nonvested at March 31, 2007 482,139

7. Net Loss Per Common Share

Basic net loss per common share is computed by dividing the net loss by the weighted average shares of common stock outstanding during the
respective period. Diluted net loss per common share assumes, in addition to the above, the dilutive effect of other potential common shares
outstanding during the period. Other potential common shares represent dilutive stock options, unvested restricted stock, and convertible debt.
These outstanding stock options, convertible debt, and unvested restricted stock entitled holders to acquire 10,633,672 and 10,211,818 shares of
common stock at March 31, 2007 and 2006, respectively. There is no difference in basic and diluted net loss per common share for the three
months ended March 31, 2007 and 2006, respectively, as the effect of other potential common shares is anti-dilutive.

8. Capital Stock

During the three month periods ended March 31, 2007 and 2006, we issued 521,600 and 388,425 shares of common stock, respectively, with
proceeds of $11,412 and $5,405, respectively, upon the exercise of outstanding stock options.

9. Commitments and Contingencies
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We enter into agreements that contain indemnification provisions under our agreements with other companies in our ordinary course of business,
typically with business partners, clinical sites, and suppliers. Pursuant to these agreements, we generally indemnify, hold harmless, and agree to
reimburse the indemnified parties for losses suffered or incurred by the indemnified parties in connection with any U.S. patent or any copyright
or other intellectual property infringement claim by any third party with respect to our products, or otherwise in connection with the use or
testing of our product candidates. The term of these indemnification agreements is generally perpetual. The potential amount of future payments
we could be required to make under these indemnification agreements is unlimited. We have not incurred material costs to defend lawsuits or
settle claims related to these
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indemnification agreements. As a result, the estimated fair value of these agreements is minimal. Accordingly, we have no liabilities recorded
for these agreements as of March 31, 2007.

On March 15, 2007, Oklahoma Medical Research Foundation, or OMREF, filed a civil action against Alexion in the U.S. District Court for the
Northern District of Oklahoma. OMRF claims, among other things, (i) breach of contract by Alexion under a license agreement entered into by
Alexion and OMREF in 1992, relating to intellectual property owned or controlled by OMREF and (ii) willful infringement by Alexion of an
OMREF patent. OMREF seeks, among other things, declaratory judgment, judicial accounting, and actual, compensatory, consequential and
punitive damages, plus attorney s fees. Alexion does not believe that it infringes any valid patent owned by OMREF in connection with the
commercialization of Soliris. Alexion believes it has good and valid defenses and intends to vigorously defend the case.

On March 16, 2007, PDL BioPharma, Inc., or PDL, filed a civil action against Alexion in the U.S. District Court for the District of Delaware.
PDL claims willful infringement by Alexion of PDL patents due to sales of Soliris. PDL seeks unspecified damages, but no less than a
reasonable royalty, plus attorney s fees. Alexion does not believe that it infringes any valid patent owned by PDL in connection with the
commercialization of Soliris. Alexion believes it has good and valid defenses and intends to vigorously defend the case.

We are unable to reasonably estimate any possible range of loss related to these civil actions due to their uncertain resolution.
10. Income Taxes

We adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48), on January 1, 2007. Under
FIN 48, a company can recognize the benefit of an income tax position only if it is more likely than not (greater than 50%) that the position is
expected to be sustained upon tax examination. As a result of the implementation of FIN 48, we recognized a benefit of $591 to the January 1,
2007 retained earnings balance. In addition, we also decreased our fully valued deferred tax assets by $6,671 as a consequence of implementing
FIN 48. The total amount of unrecognized tax benefits as of January 1, 2007, including the cumulative effect of the adoption of FIN 48, is
$6,671. None of the amount, if recognized, would affect the effective tax rate due to our full valuation allowance against deferred tax assets.
While we believe we have adequately provided for all tax positions, amounts asserted by tax authorities could differ from our estimate.

We and our affiliates file U.S. federal income tax returns, as well as income tax returns in various states and foreign jurisdictions. With limited
exceptions, and due to the impact of net operating loss and other credit carry forwards, we may be effectively subject to U.S. federal income tax
examinations for periods after 1992. We are subject to examination by state and local tax authorities generally for the period mandated by
statute. These states, and the earliest open period include Connecticut (1999), New York (2003), Rhode Island (2006) and California (2003). Our
foreign affiliates are not subject to examination by tax authorities for periods before 2005. Subsequent periods may be examined by the relevant
tax authorities.

We recognize accrued interest and penalties related to unrecognized taxes as additional tax expense. During the year ended December 31, 2006,
and the quarter ended March 31, 2007, we did not recognize any interest and penalties.

In April 2007, the State of New York finalized its review for tax years 2003, 2004, and 2005. The review has resulted in additional tax of
approximately $28 which is included in accrued expenses as of March 31, 2007. There are no other ongoing tax reviews as of March 31, 2007.

Page 9
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
Note Regarding Forward-Looking Statements

This quarterly report on Form 10-Q contains forward-looking statements that have been made pursuant to the provisions of the Private Securities
Litigation Reform Act of 1995. Such forward-looking statements are based on current expectations, estimates and projections about our industry,
management s beliefs and certain assumptions made by our management and may include, but are not limited to, statements regarding the
potential benefits and commercial potential of Soliris, clinical trial results, the safety and efficacy of Soliris and our product candidates, status of
our ongoing clinical trials and prospects for regulatory approval outside of the United States, timing for completion of our ongoing clinical trials,
evaluation of our clinical trial results by regulatory agencies outside the United States, the need for additional research and testing, the
uncertainties involved in the drug development process, the safety and efficacy of Soliris and our product candidates, our future research and
development activities, estimates of the potential markets for Soliris and our product candidates, assessment of competitors and potential
competitors, estimates of the capacity of manufacturing and other facilities to support Soliris and our product candidates, the sufficiency of our
existing capital resources and projected cash needs, sales and marketing plans, results of pending litigation, assessment of impact of recent
accounting pronouncements as well as assumptions relating to the foregoing. Words such as anticipates, expects, intends, plans, believes,
estimates, variations of such words and similar expressions are intended to identify such forward-looking statements, although not all
forward-looking statements contain these identifying words. These statements are not guarantees of future performance and are subject to certain
risks, uncertainties, and assumptions that are difficult to predict; therefore, actual results may differ materially from those expressed or
forecasted in any such forward-looking statements. Such risks and uncertainties include, but are not limited to, those discussed later in this report
under the section entitled Risk Factors. Unless required by law, we undertake no obligation to update publicly any forward-looking statements,
whether because of new information, future events or otherwise. However, readers should carefully review the risk factors set forth in other
reports or documents we file from time to time with the Securities and Exchange Commission.

Business

We are a biotechnology company working to develop and deliver life-changing drug therapies for patients with serious and life-threatening
medical conditions. We are engaged in the discovery, development and commercialization of therapeutic products aimed at treating patients with
a wide array of severe disease states, including hematologic diseases, cancer, and autoimmune disorders.

In March 2007, the FDA granted marketing approval for our first product, Soliris. Soliris is the first therapy approved for paroxysmal nocturnal
hemoglobinuria, or PNH, a rare, disabling and life-threatening blood disorder defined by chronic red blood cell destruction, or hemolysis. In the
U.S., Soliris is indicated for the treatment of patients with PNH to reduce hemolysis. We began commercial sale of Soliris in the United States
during April 2007. During January 2007, we initiated sales through a named-patient program in Europe, which allows for the sale and
distribution of Soliris prior to marketing approval for the treatment of an individual patient based upon physician request.

In September 2006, we filed an MAA with the EMEA, for Soliris for the treatment of PNH; and in August 2006 we announced that the MAA
was granted accelerated assessment by the EMEA. Review under the Accelerated Assessment Procedure is provided by the EMEA for medicinal
products of major therapeutic interest and shortens the timeframe for review by that agency. The granting of accelerated assessment for our
MAA does not ensure or increase the likelihood that our MAA will be approved. In November 2006, we announced that the EMEA had
validated the Soliris MAA allowing for commencement of the review process. In April 2007, the Committee for Human Medicinal Products, or
CHMP, of the EMEA adopted a positive opinion recommending marketing authorization for Soliris for the treatment of patients with PNH. The
CHMP s positive recommendation will be reviewed by the European Commission, which has authority to approve medicines for the European
Union.

Page 10

Table of Contents 17



Edgar Filing: ALEXION PHARMACEUTICALS INC - Form 10-Q

Table of Conten
ALEXION PHARMACEUTICALS, INC.

(in thousands, except share and per share amounts)

The Company has submitted an application for marketing authorization in Australia for Soliris for the treatment of patients with PNH. Orphan
Drug Designation has also been granted to Soliris in Australia, which provides certain regulatory and filing fee advantages.

In addition to our Phase III PNH clinical program with our long term extension study, we are conducting the following activities: (1) the
EXPLORE diagnostics trial, (2) a global Patient Registry for PNH patients, and (3) the EMBRACE Expanded Access Trial. We initiated the
EXPLORE diagnostics trial in August 2006 to investigate the frequency and clinical characteristics of undiagnosed PNH patients who have been
diagnosed with other bone marrow failure diseases such as aplastic anemia and myelodysplasia. The global PNH Patient Registry involves the
study of the natural history of PNH. The EMBRACE trial (The Paroxysmal Nocturnal Hemoglobinuria Early Access Treatment Protocol) was
initiated in December 2006, to provide eculizumab in the United States to PNH patients prior to obtaining marketing approval. Due to the
marketing approval of Soliris in the United States, the EMBRACE trial is being terminated and patients are being transitioned to other sources of
supply. Our treatment support services and case managers will help patients enrolled in EMBRACE continue access to Soliris following
termination of EMBRACE.

In addition to PNH, we are evaluating other potential indications for Soliris as well as other formulations of eculizumab for additional clinical
indications, and we are actively pursuing development of other antibody product candidates in early stages of development. During 2006, we
completed a final Phase III trial of another product candidate known as pexelizumab under a license and collaboration agreement with P&G.
After reviewing results from that trial, we along with P&G, determined not to pursue further development of pexelizumab for the cardiovascular
indications being studied, and in March 2007 we and P&G terminated our license and collaboration agreement. Alexion retains ownership of
pexelizumab without further obligations to P&G.

Since September 2005, we have formed a number of wholly-owned subsidiaries to support commercial and regulatory operations throughout the
world, including Alexion Europe SAS, our European headquarters in Paris, France. In July 2006, we acquired a manufacturing plant in
Smithfield, Rhode Island for the future commercial production of Soliris.

We have incurred operating losses since our inception. As of March 31, 2007, we had an accumulated deficit of approximately $670 million. We
expect to incur substantial operating losses for at least the next several quarters due to expenses associated with the launch and
commercialization of Soliris in the United States, pre-commercialization activities and anticipated commercialization activities outside of the
United States, development of our manufacturing plant in Rhode Island, product research and development, pre-clinical studies and clinical
testing, regulatory activities, commercial-scale manufacturing at our third party contractor and at our own manufacturing plant when that site is
qualified to manufacture Soliris, and other infrastructure support costs. We may need to obtain additional financing to cover these costs.

In November 2006, we sold 3.45 million shares of our common stock in a registered offering at a price to the public of $43 per share resulting in
proceeds of approximately $140,000, net of underwriting discount, fees and other expenses. We intend to use the net proceeds from this offering
for general corporate purposes.

Results of Operations

Comparison of the Three Months ended March 31, 2007 to the Three Months ended March 31, 2006
Revenues

Product Revenues, net

We generated net sales of Soliris for the three months ended March 31, 2007 of $974, as a result of our named-patient sales in Europe. There
were no sales of Soliris for the three month period ended March 31, 2006.
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Distributor Fees

We have adopted the provisions set forth in EITF Issue No. 01-09, Accounting for Consideration given by a Vendor to a Customer (including a
Reseller of a Vendor s Products) , which specifies that cash consideration (including a sales incentive) given by a vendor to a customer is
presumed to be a reduction of the selling prices of the vendor s products or services and, therefore, should be characterized as a reduction of
revenue. That presumption is overcome and the consideration should be characterized as a cost incurred if, and to the extent that, both of the
following conditions are met: (1) the vendor receives, or will receive, an identifiable benefit (goods or services) in exchange for the
consideration; and (2) the vendor can reasonably estimate the fair value of the benefit received.

We record fees paid to our distributors for their logistical, distribution and similar services as a reduction of product revenue.

Contract research revenue

Three months

ended March 31,
2007 2006

(amounts in

thousands)
P&G $5343 $147
U.S. government grants 521
Other revenue 100
Total revenues $5,343 $768

We recorded contract research revenues of approximately $5,343 and $768 for the three months ended March 31, 2007 and 2006, respectively.
Contract research revenues reflect the amortization of deferred revenue resulting from cash received from P&G under our collaboration for the
development and commercialization of pexelizumab, U.S. government funded research grant revenue related to our research programs, and a
nonrefundable fee for exclusive access to our xenotransplantation technologies, a program that was terminated in October 2003. During 2006,
we completed a final Phase III trial of pexelizumab. After reviewing results from that trial, we along with P&G, determined not to pursue further
development of pexelizumab. Effective March 30, 2007, we mutually agreed to terminate the collaboration agreement. As we have no further
obligations under the agreement, the remaining portion of the $10,000 non-refundable up-front license fee, or $5,343, was recognized as
revenue.

Cost of Product Revenues

Our policy is to capitalize inventory costs associated with our products, subsequent to the filing of a BLA, but prior to regulatory approval,
when, based on management s judgment, future commercialization is considered probable and the future economic benefit is expected to be
realized, which is customary in our industry. At the point of sale, we recognize costs of product revenues which include the cost of inventory
sold and estimated royalties payable to third parties. Product sold during the three months ended March 31, 2007 under the named-patient
program was previously expensed prior to submission of our BLA, and therefore is not included in the cost of product revenues during this
period. For the three months ended March 31, 2007, our cost of product revenues consists entirely of estimated royalties owed to third parties
related to the sale and commercial manufacture of Soliris. Accordingly, our current product margins are higher until our current inventory of
previously expensed product is used. We expect our margins to decrease as we begin sales of product that has been capitalized to inventory.
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Research and Development

The following table provides information regarding the change in research and development expenses during the periods presented:

Three months ended Increase/
March 31, (Decrease)
2007 2006 % Change

(amounts in thousands, except
percentage data)

Clinical development $ 7,206 $10,210 -29%
Manufacturing and development 779 843 -8%
Product development 7,985 11,053

Payroll and benefits 8,746 7,316 20%
Operating and occupancy 1,085 1,278 -15%
Discovery research 2,878 956 201%
Depreciation and amortization 526 611 -14%
Total research and development expense $21,219 $21,214 0%

Research and development expenses increased approximately $5 for the three months ended March 31, 2007, as compared to the same period in

2006, respectively, primarily due to:

decrease in clinical development expenses of $3,004 for the three month periods ended March 31, 2007, due to the significant
decrease in spending for the pexelizumab programs partially offset by Soliris trials and other activities;

increase of $1,922 for the three month periods ended March 31, 2007, in discovery research costs primarily due to milestone
payments and increased external consulting fees, and

increase of $1,430 for the three month periods ended March 31, 2007, in research and development payroll and benefit
costs resulted from the salary and wage growth versus comparable period in 2006.
General and Administrative Expenses

The following table provides information regarding the change in general and administrative expenses during the periods presented:

Increase/
Three months ended (Decrease)
March 31, % Change

2007 2006
(amounts in thousands, except
percentage data)
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Total general and administrative expense $19,838 $ 8,146 144%

General and administrative expenses increased approximately $11,692 for the three months ended March 31, 2007, as compared to the same
period of 2006, primarily due to:
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higher payroll and benefits costs of $6,962 for the three month period ended March 31, 2007 primarily resulting from growth of our
headcount dedicated to commercial development activities and the growth of existing headcounts, salary and wage base, and

an increase of $3,500 for the three month period ended March 31, 2007, for market research, travel and entertainment, advertising
and promotion and other items related to commercial development.
Total Operating Expenses

Total operating expenses for the three month period ended March 31, 2007 were approximately $41,142 compared to approximately $29,360 for
the same period of 2006.

Other Income and Expense

Investment income was approximately $2,769 for the three months ended March 31, 2007 as compared to $1,963 for the same period in 2006.
The increase was due primarily to higher market interest rates.

Interest expense was approximately $700 for the three months ended March 31, 2007, as compared to approximately $688 for the same period in
2006.

Income Taxes

We recorded a state tax benefit of approximately $90 for the three months ended March 31, 2007 and 2006. The benefit is the result of the
exchange for cash of our estimated 2007 and 2006 incremental research and development tax credits with the State of Connecticut.

We have adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48), on January 1, 2007. As a
result of the implementation of FIN 48, we recognized a benefit of $591 to the January 1, 2007 retained earnings balance. We also recognized a
$6,671 decrease in the deferred tax assets for unrecognized tax benefits and decreased the valuation allowance by the same amount. The total
amount of unrecognized tax benefits as of January 1, 2007, including the cumulative effect of the adoption of FIN 48, is $6,671. None of the
amount, if recognized, would affect the effective tax rate due our full valuation allowance against deferred tax assets.

We and our affiliates file U.S. federal income tax returns, as well as income tax returns in various states and foreign jurisdictions. With limited
exceptions, and due to the impact of net operating loss and other credit carry forwards, we may be effectively subject to U.S. federal income tax
examinations for periods after 1992. We are subject to examination by state and local tax authorities generally for the period mandated by
statute. These states, and the earliest open period include Connecticut (1999), New York (2003), Rhode Island (2006) and California (2003). Our
foreign affiliates are not subject to examination by tax authorities for periods before 2005. Subsequent periods may be examined by the relevant
tax authorities.

We recognize accrued interest and penalties related to unrecognized taxes as additional tax expense. During the years ended December 31, 2006,
and the quarter ended March 31, 2007, we did not recognize any interest and penalties.

Net Loss

We incurred a net loss for the three month period ended March 31, 2007 of approximately $32,693 or $0.92 per common share, versus a net loss
of approximately $27,227 or $0.88 per common share, for the same period in 2006.

Liquidity and Capital Resources

Table of Contents 22



Edgar Filing: ALEXION PHARMACEUTICALS INC - Form 10-Q

Our primary source of cash is through public offerings of our common stock and the sale of convertible notes. Also, in July 2006, we entered
into a mortgage loan agreement to fund the purchase and construction of a manufacturing plant. Other sources include debt financing, payments
received under corporate collaborations and grants, and equipment and leasehold improvements financing. Our primary use of cash includes
business development activities and research and development.
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As of March 31, 2007, cash, cash equivalents, and marketable securities were approximately $205,935 compared with $250,148 at December 31,
2006. The decrease was primarily due to cash used to fund operating activities. As of March 31, 2007, $22,248 of cash was restricted.

Operating Activities

Net cash used in operating activities for the three months ended March 31, 2007 was approximately $39,360, compared with $28,095 for the
three months ended March 31, 2006. The increase in cash used compared to the same period in the previous year is primarily due to increased
commercialization activities as compared to the same period in 2006.

Investing Activities

Net cash utilized for investing activities for the three months ended March 31, 2007 was approximately $1,816. This included proceeds of
approximately $46,190 from marketable securities, net of purchases of marketable securities, approximately $43,157, $16,219 of property, plant
and equipment additions mainly attributable to the construction of our Smithfield, Rhode Island manufacturing plant, and use of $11,346 in
restricted cash pursuant to the terms of our mortgage loan.

Financing Activities

Net cash provided by financing activities for the three months ended March 31, 2007 was approximately $11,394, consisting mainly of proceeds
from the issuance of common stock related to the exercise of stock options of approximately $11,412.

Sufficiency of Cash Resources

We anticipate that our existing capital resources as well as interest and investment income earned on available cash and marketable securities
should provide us adequate resources to fund our operating expenses and capital requirements as currently planned for at least the next twelve
months.

Financial Instruments

As of March 31, 2007, the market value of our $150,000 1.375% convertible senior notes due February 1, 2012, based on quoted market prices,
was estimated at $227,250. The $10,125 increase from December 31, 2006 is attributable to the increase in the price of our common stock
during the period.

Critical Accounting Policies

The preparation of our financial statements requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. On an ongoing basis, management evaluates its estimates and judgments. Management bases its
estimates and judgments on historical experience and on various other factors that are believed to be reasonable under the circumstances, the
results of which form the basis for making judgments about the carrying value of assets and liabilities that are not readily apparent from other
sources. Actual results may differ from these estimates under different assumptions or conditions.

We recognize revenue from product sales when persuasive evidence of an arrangement exists, title to product and associated risk of loss has
passed to the customer, the price is fixed or determinable, collection from the customer is reasonably assured and we have no further
performance obligations. All revenues from product sales are recorded net of applicable provisions for distribution fees in the same period the
related sales are recorded. Management assesses the specific terms and conditions of distribution agreements and circumstances of product sales
in its determination of timing and extent of revenue recognition.

Table of Contents 24



Edgar Filing: ALEXION PHARMACEUTICALS INC - Form 10-Q

Our additional critical accounting policies are summarized in Form 10-K for the twelve-month period ended December 31, 2006, in the section
titled Management s Discussion and Analysis of Financial Condition and Results of Operations under the caption Critical Accounting Policies
and the Use of Estimates. We have reviewed those policies and determined that they remain our critical accounting policies for the three month
period ended March 31, 2007.
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Amounts collected from customers and remitted to governmental authorities, which are primarily comprised of value-added taxes (VAT) in
foreign jurisdictions, are presented on a net basis in our income statement, in that taxes billed to customers are not included as a component of
net product sales, as per Emerging Issues Task Force (EITF) Issue No. 06-3, How Taxes Collected from Customers and Remitted to
Governmental Authorities Should Be Presented in the Income Statement .

Item 3. Quantitative and Qualitative Disclosure about Market Risks

As of March 31, 2007, we held approximately 78% of our cash and investments in financial instruments with original maturity dates of three
months or less which includes restricted cash, 6% in financial instruments with original maturity dates of greater than three months and less than
one year, and the remaining 16% in financial instruments with original maturity dates of equal to or greater than one year and less than two
years. These financial instruments are subject to interest rate risk and will decline in value if interest rates increase. We estimate that a change of
100 basis points in interest rates would result in an increase or decrease of approximately $176 in the fair value of our cash and investments,
which had a weighted average duration of approximately 1 month at March 31, 2007.

Our outstanding long-term liabilities as of March 31, 2007 included our $150,000, 1.375% Convertible Senior Notes due February 1, 2012. As
the notes bear interest at a fixed rate, our results of operations would not be affected by interest rate changes. As of March 31, 2007, the market
value of our $150,000 1.375% convertible senior notes due February 1, 2012, based on quoted market prices, was estimated at $227,250.

In July 2006, Alexion Manufacturing borrowed $26,000 to purchase and finance construction of the Smithfield, Rhode Island manufacturing
facility. The loan bears interest at a fixed rate. Accordingly, any changes in the interest rate will not affect our future payments on the loan.

Item 4. Controls and Procedures.

We have carried out an evaluation, as of the end of the period covered by this report, under the supervision and with the participation of our
management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our
disclosure controls and procedures. In designing and evaluating the disclosure controls and procedures, our management recognized that any
controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving control objectives and
our management necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures.
Based upon their evaluation and subject to the foregoing, the Chief Executive Officer and the Chief Financial Officer concluded that our
disclosure controls and procedures were effective at the reasonable assurance level in ensuring that material information relating to us and
required to be included in the reports we file under the Securities Exchange Act of 1934, as amended, (the Exchange Act ) is accumulated and
communicated to the Chief Executive Officer and Chief Financial Officer or other persons performing similar functions, as appropriate, to allow
timely decisions regarding required disclosure.

There have been no changes in our internal controls over financial reporting in connection with the evaluation required under paragraph (d) of
Rule 13a-15 under the Exchange Act that occurred during our most recent fiscal quarter that have materially affected, or are reasonably likely to
materially affect our internal control over financial reporting.
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PART II. OTHER INFORMATION
Item 1. Legal Proceedings

On March 15, 2007, Oklahoma Medical Research Foundation, or OMREF, filed a civil action against Alexion in the U.S. District Court for the
Northern District of Oklahoma (Case No. 07CV 163 GKF SAJ). OMREF claims, among other things, (i) breach of contract by Alexion under a
license agreement entered into by Alexion and OMRF in 1992, relating to intellectual property owned or controlled by OMREF and (ii) willful
infringement by Alexion of an OMREF patent. OMRF seeks, among other things, declaratory judgment, judicial accounting, and actual,
compensatory, consequential and punitive damages, plus attorney s fees. Alexion does not believe that it infringes any valid patent owned by
OMREF in connection with the commercialization of Soliris. Alexion believes it has good and valid defenses and intends to vigorously defend the
case.

On March 16, 2007, PDL BioPharma, Inc., or PDL, filed a civil action against Alexion in the U.S. District Court for the District of Delaware
(Case No. 07-156). PDL claims willful infringement by Alexion of PDL patents due to sales of Soliris. PDL seeks unspecified damages, but no
less than a reasonable royalty, plus attorney s fees. Alexion does not believe that it infringes any valid patent owned by PDL in connection with
the commercialization of Soliris. Alexion believes it has good and valid defenses and intends to vigorously defend the case.

Item 1A. Risk factors

You should carefully consider the following risk factors before you decide to invest in our Company and our business because these risk factors
may have a significant impact on our business, operating results, financial condition, and cash flows. The risks and uncertainties described
below are not the only ones we face. Additional risks and uncertainties not presently known to us or that we currently deem immaterial may also
impair our business operations. If any of the following risks actually occur, our business, financial condition and results of operations could be
materially and adversely affected.

Risks Related to Our Business

We depend heavily on the success of our lead product candidate, Soliris, which was approved in the United States in March 2007. If we are
unable to successfully commercialize Soliris, are significantly delayed or limited in doing so, or if we do not obtain approval of Soliris in
Europe, our business will be materially harmed.

Our ability to generate revenues will depend on successful commercialization of Soliris in the United States and obtaining approval and
successfully commercializing Soliris in Europe.

The commercial success of Soliris will depend on several factors, including the following:

the number of patients with PNH that may be treated with the product;

successfully launching commercial sales of the product in the United States and in Europe;

acceptance of the product in the medical community;

ability to effectively market and distribute the product in the United States and Europe;
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ability to obtain sufficient coverage or reimbursement by third-party payers;

receipt of marketing approvals from foreign regulatory authorities, including the EMEA; and

establishing commercial manufacturing capabilities ourselves or through third-party manufacturers.
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We have filed for approval of Soliris in Europe and have been granted accelerated assessment of our application. However, we may not receive
required regulatory approval from the EMEA on a timely basis or at all. The approval process can involve additional lengthy clinical testing and
other costly and time-consuming procedures. Even if the EMEA does grant marketing approval for Soliris, it may narrow the indications for
which we are permitted to market the product, may pose other restrictions on the use or marketing of the product, or may require us to conduct
additional post-marketing trials. A narrowed indication or other restrictions may limit the market potential for the product and obligation to
conduct additional clinical trials would likely result in increased expenditures and lower revenues. Even where the EMEA indicates it is
prepared to grant marketing approval for Soliris for a narrower indication or with certain restrictions, we may choose to continue negotiating
and/or appeal any decision for broader indications with fewer restrictions, and such negotiations could cause a delay in marketing approval or
could jeopardize the receipt of any marketing approval.

If we are not successful in commercializing Soliris in the United States, or are significantly delayed or limited in doing so, or if we do not obtain
approval of and successfully commercialize Soliris in Europe, our business will be materially harmed and we may need to curtail or cease
operations.

Because the target patient population for Soliris is small and has not been definitively determined, we must be able to successfully identify
PNH patients and achieve a significant market share in order to achieve profitability.

The prevalence of PNH patients has not been definitively determined but can be estimated at approximately 8,000 10,000 total patients in North
America and Western Europe. There can be no guarantee that any of our programs will be effective at identifying PNH patients and the number
of PNH patients in the United States and Europe may turn out to be lower than expected or may not be amenable to treatment with Soliris.

If we are unable to establish and maintain effective sales, marketing and distribution capabilities, or to enter into agreements with third
parties to do so, we will be unable to successfully commercialize Soliris.

We expect to be able to market and sell Soliris ourselves in the United States and through our subsidiaries in Europe, but have no experience
with marketing, sales or distribution of drug products. We have hired sales representatives for the commercialization of Soliris in the United
States and have only recently established pre-commercial capability in Europe. If we are unable to establish capabilities to sell, market and
distribute our product, either by developing our own capabilities or entering into agreements with others, we will not be able to successfully sell
Soliris. In that event, we will not be able to generate significant revenues. We cannot guarantee that we will be able to develop and maintain our
own capabilities or enter into and maintain any marketing or distribution agreements with third-party providers on acceptable terms, if at all. In
Europe, regulatory and commercial requirements vary on a country by country basis and we cannot guarantee that we will have the capabilities
or resources to obtain regulatory approval and commercialize Soliris in every country in Europe. Even if we hire the qualified sales and
marketing personnel we need in the United States and in Europe, or enter into marketing and distribution agreements with third parties on
acceptable terms, we may not do so in an efficient manner or on a timely basis. We may not be able to correctly judge the size and experience of
the sales and marketing force and the scale of distribution capabilities necessary to successfully market and sell our product. Establishing and
maintaining sales, marketing and distribution capabilities is expensive and time-consuming. Our expenses associated with building up and
maintaining the sales force and distribution capabilities may be disproportional compared to the revenues we may be able to generate on sales of
our product. We cannot guarantee that we will be successful in commercializing Soliris.

We are completely dependent on a single third party to manufacture commercial quantities of Soliris and our commercialization of Soliris
may be stopped, delayed or made less profitable if such third party fails to provide us with sufficient quantities of Soliris.

Only Lonza Sales AG, or Lonza, is currently capable of manufacturing commercial quantities of Soliris. We will not be capable of
manufacturing Soliris for commercial sale until such time as we have requested and received the required regulatory approvals. Therefore, we
anticipate that we will depend entirely on one company, Lonza, to manufacture Soliris for commercial sale until that time. We cannot be certain
that our arrangement with Lonza will be extended, if necessary, or extended upon commercially reasonable terms, or that Lonza will be able to
perform uninterrupted supply chain services. If Lonza were unable to perform its services for any period, we may incur substantial loss of sales.
If we are forced to find an alternative supply chain service provider for Soliris, in addition to loss of sales, we may also incur costs in
establishing a new arrangement.
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We may not be able to gain market acceptance among the medical community or patients which would prevent us from becoming profitable.

We cannot be certain that Soliris will gain market acceptance among physicians, patients, healthcare payers, and others. Although we have
received regulatory approval for Soliris in the United States, it does not guarantee future revenue. Sales of Soliris also depend on physicians
willingness to prescribe the treatment, which is likely to be primarily based on a determination by these physicians that the products are safe and
therapeutically effective relative to cost. We cannot predict whether physicians, other healthcare providers, government agencies or private
insurers will determine that our products are safe and therapeutically effective relative to cost. Medical doctors willingness to prescribe, and
patients willingness to accept, our products depend on many factors, including prevalence and severity of adverse side effects in both clinical
trials and commercial use, effectiveness of our marketing strategy and the pricing of our products, publicity concerning our products or
competing products, our ability to obtain third-party coverage or reimbursement, and availability of alternative treatments. If Soliris fails to
achieve market acceptance, we may not be able to market and sell it successfully, which would limit our ability to generate revenue and could
harm our business.

If we are unable to obtain reimbursement for Soliris from government health administration authorities, private health insurers and other
organizations, Soliris may be too costly for regular use and our ability to generate revenues would be harmed.

Our future revenues and profitability will be adversely affected if we cannot depend on governmental, private third-party payers and other
third-party payers, including Medicare and Medicaid, to defray the cost of Soliris to the consumer. If these entities refuse to provide coverage
and reimbursement with respect to Soliris or determine to provide an insufficient level<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>