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Common Stock, $0.01 par value $115,000,000 $4,519.50

(1) Estimated solely for the purpose of computing the amount of registration fee pursuant to Rule 457(o) of the
Securities Act of 1933.

(2) Includes the offering price of shares the underwriters have an option to buy to cover over-allotments, if any.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay
its effective date until the Registrant shall file a further amendment which specifically states that this
Registration Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of
1933 or until the Registration Statement shall become effective on such date as the Commission, acting
pursuant to said Section 8(a), may determine.
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The information in this preliminary prospectus is not complete and may be changed. We may not sell these
securities until the registration statement filed with the Securities and Exchange Commission is declared effective.
This preliminary prospectus is not an offer to sell these securities and it is not soliciting an offer to buy these
securities in any state where the offer or sale is not permitted.

Subject to Completion, Dated January 9, 2008

Omeros Corporation

           Shares
Common Stock

This is the initial public offering of Omeros Corporation. We are offering          shares of our common stock. We
anticipate that the initial public offering price will be between $      and $      per share. We have applied to list our
common stock on the NASDAQ Global Market under the symbol �OMER.�

Investing in our common stock involves risk. See �Risk Factors� beginning on page 9.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or passed upon the adequacy or accuracy of this prospectus. Any representation
to the contrary is a criminal offense.

Per Share Total

Public offering price $     $     
Underwriting discounts and commissions $ $
Proceeds, before expenses, to Omeros Corporation $ $

We have granted the underwriters the right to purchase up to          additional shares of common stock to cover
over-allotments.

Deutsche Bank Securities

Pacific Growth Equities, LLC

Leerink Swann Needham & Company, LLC

The date of this prospectus is          , 2008.
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You should rely only on the information contained in this prospectus. We have not authorized anyone to provide you
with information different from that contained in this prospectus. We are offering to sell, and seeking offers to buy,
shares of our common stock only in jurisdictions where offers and sales are permitted. The information in this
prospectus is accurate only as of the date of this prospectus, regardless of the time of delivery of this prospectus or any
sale of shares of our common stock. Except where the context requires otherwise, in this prospectus the �Company,�
�Omeros,� �we,� �us� and �our� refer to Omeros Corporation, a Washington corporation, and, where appropriate, its
subsidiary.

For investors outside the United States: Neither we nor any of the underwriters have done anything that would permit
this offering or possession or distribution of this prospectus in any jurisdiction where action for that purpose is
required, other than in the United States. Persons outside the United States who come into possession of this
prospectus must inform themselves about, and observe any restrictions relating to, the offering of shares of common
stock and the distribution of this prospectus outside of the United States.

Market Data

This prospectus contains market data regarding the healthcare industry that we obtained from Sharon O�Reilly
Consulting, or SOR Consulting, Thomson Healthcare and The Reimbursement Group. The market data regarding the
number of arthroscopic operations, including knee arthroscopy operations, performed in the United States in 2006 is
from SOR Consulting. Ms. O�Reilly is the founder of Medtech Insight, a market research firm that she left in 2007.
Medtech Insight did not provide any of the data used in this prospectus. The market data regarding the number of
cataract and uroendscopic operations performed in the United States in 2006 is from Thomson Healthcare. In addition,
our conclusions regarding the potential reimbursement of our PharmacoSurgeryTM product candidates are based on
reports that we commissioned from The Reimbursement Group, or TRG. Market data publications and reports
generally indicate that their information has been obtained from sources believed to be reliable, but do not guarantee
the accuracy and completeness of their information. Although we believe that all of these reports and data are reliable,
we have not independently verified any of this information.

i
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PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus and does not contain all of the
information you should consider in making your investment decision. You should read this summary together with the
more detailed information, including our financial statements and the related notes, elsewhere in this prospectus. You
should carefully consider, among other things, the matters discussed in �Risk Factors.�

Omeros Corporation

We are a clinical-stage biopharmaceutical company committed to discovering, developing and commercializing
products focused on inflammation and disorders of the central nervous system. Our most clinically advanced product
candidates are derived from our proprietary PharmacoSurgerytm platform designed to improve the clinical outcomes of
patients undergoing arthroscopic, ophthalmological, urological and other surgical and medical procedures. Our
PharmacoSurgery platform is based on low-dose proprietary combinations of therapeutic agents delivered directly to
the surgical site throughout the duration of the procedure to preemptively inhibit inflammation and other problems
caused by surgical trauma and to provide clinical benefits both during and after surgery. We currently have three
ongoing PharmacoSurgery clinical development programs, two in arthroscopy and one in uroendoscopy. The most
advanced of these, OMS103HP for use in arthroscopy, is in Phase 3 clinical trials. We expect to initiate a fourth
clinical program in ophthalmology in the first half of 2008. In addition to our PharmacoSurgery platform, we have
leveraged our expertise in inflammation and the central nervous system, or CNS, to build a pipeline of preclinical
programs targeting large markets. By combining our late-stage PharmacoSurgery product candidates with our deep
and diverse pipeline of preclinical development programs, we believe that we create multiple opportunities for
commercial success. For each of our product candidates and programs, we have retained all manufacturing, marketing
and distribution rights.

Our PharmacoSurgery Platform

Limitations of Current Treatments

Current standards of care for the management and treatment of surgical trauma are limited in effectiveness. Surgical
trauma causes a complex cascade of molecular signaling and biochemical changes, resulting in inflammation, pain,
spasm, loss of function and other problems. As a consequence, multiple pharmacologic actions are required to manage
the complexity and inherent redundancy of the cascade. Accordingly, we believe that single-agent treatments acting
on single targets do not result in optimal therapeutic benefit. Further, current pre-operative treatments are not
optimally effective because the administration of standard irrigation solution during the surgical procedure washes out
pre-operatively delivered drugs. In addition, current postoperative therapies are not optimally effective because the
cascade and resultant inflammation, pain, spasm, loss of function and other problems have already begun, and are
difficult to reverse and manage after surgical trauma has occurred. Also, drugs that currently are systemically
delivered, such as by oral or intravenous administration, to target these problems are frequently associated with
adverse side effects.

Advantages of our PharmacoSurgery Platform

In contrast, we generate from our PharmacoSurgery platform proprietary product candidates that are combinations of
therapeutic agents designed to act simultaneously at multiple discrete targets to preemptively block the
molecular-signaling and biochemical cascade caused by surgical trauma and to provide clinical benefits both during
and after surgery. Supplied in pre-dosed, pre-formulated, single-use containers, our PharmacoSurgery
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product candidates are added to standard surgical irrigation solutions and delivered intra-operatively to the site of
tissue trauma throughout the surgical procedure. This results in the delivery of low concentrations of agents with
minimal systemic uptake and reduced risk of adverse side effects, and does not require a surgeon to change his or her
operating procedure. In addition to ease of use, we believe that the clinical benefits of our product candidates could
provide surgeons a competitive marketing advantage and may facilitate third-party payor acceptance, all of which we
expect will drive adoption and market penetration. Our patent portfolio covers all arthroscopic, ophthalmological,
urological, cardiovascular and other types of surgical and medical procedures, and includes both method and
composition claims broadly directed to combinations of agents drawn from distinct classes of therapeutic agents
delivered to the procedural site intra-operatively, regardless of whether the agents are generic or proprietary. Our
current PharmacoSurgery product candidates are specifically comprised of active pharmaceutical ingredients, or APIs,
contained in generic drugs already approved by the U.S. Food and Drug Administration, or FDA, with established
profiles of safety and pharmacologic activities, and are eligible for submission under the potentially less-costly and
time-consuming Section 505(b)(2) New Drug Application, or NDA, process.

Market Opportunity

According to market data from SOR Consulting and Thomson Healthcare, approximately a total of: 4.0 million
arthroscopic operations, including 2.6 million knee arthroscopy operations; 2.9 million cataract operations; and
4.3 million uroendoscopic operations were performed in the United States in 2006. We expect the number of these
operations to grow as the population and demand for minimally invasive procedures increases and endoscopic
technologies improve. In addition, based on reports that we commissioned from a reimbursement consulting firm, we
anticipate that each of our current PharmacoSurgery product candidates will be favorably reimbursed both to the
surgical facility and to the surgeon. As a result, we estimate that there are large markets for each of our
PharmacoSurgery product candidates and believe that OMS103HP alone provides a multi-billion dollar market
opportunity.

Our Lead Product Candidate OMS103HP

OMS103HP, our lead PharmacoSurgery product candidate, is in two Phase 3 clinical programs. The first program is
evaluating OMS103HP�s safety and ability to improve postoperative joint function and reduce pain following
arthroscopic anterior cruciate ligament, or ACL, reconstruction surgery. The second program is evaluating
OMS103HP�s safety and ability to reduce pain and improve postoperative joint function following arthroscopic
meniscectomy surgery. OMS103HP is a proprietary combination of APIs with known anti-inflammatory, analgesic
and vasoconstrictive activities. Each of the APIs in OMS103HP are components of generic, FDA-approved drugs that
have been marketed in the United States as over-the-counter or prescription drug products for over 15 years and have
established and well-characterized safety profiles. We believe that OMS103HP will, if approved, be the first
commercially available drug product for the improvement of function following arthroscopic surgery, and will, based
on the data from our OMS103HP Phase 1/Phase 2 clinical program, provide additional postoperative clinical benefits,
including improved range of motion, reduced pain and earlier return to work.

OMS103HP selectively targets multiple and discrete pro-inflammatory mediators and pathways within the
inflammatory and pain cascade. Added to standard irrigation solutions, OMS103HP is delivered to the joint at the
initiation of surgical trauma to preemptively inhibit the inflammatory and pain cascade. Continuous intra-operative
delivery to the joint creates a constant concentration of OMS103HP, bathing and replenishing the joint with drug
throughout the duration of the surgical procedure. Because OMS103HP is delivered locally to, and acts directly at, the
site of tissue injury, it can be delivered in low concentration, and will not be

2
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subject to the substantial interpatient variability in pharmacokinetics that is associated with systemic delivery. By
delivering low-concentration OMS103HP locally and only during the arthroscopic procedure, systemic absorption of
the APIs will be minimized or avoided, thereby reducing the risk of adverse side effects.

We expect to complete the Phase 3 clinical trials in patients undergoing ACL reconstruction surgery by the end of
2008 and intend to submit, during the first half of 2009, an NDA to the FDA under the Section 505(b)(2) process. We
expect to complete our first Phase 3 clinical trial, and begin our second Phase 3 clinical trial, in patients undergoing
meniscectomy surgery in the second half of 2008.

Our Other PharmacoSurgery Product Candidates

OMS302

OMS302 is our PharmacoSurgery product candidate being developed for use during ophthalmological procedures,
including cataract and other lens replacement surgery. OMS302 is a proprietary combination of an anti-inflammatory
API and an API that causes pupil dilation, or mydriasis, each with well-known safety and pharmacologic profiles.
FDA-approved drugs containing each of these APIs have been used in ophthalmological clinical practice for more
than 15 years, and both APIs are contained in generic, FDA-approved drugs.

OMS302 is added to standard irrigation solution used in cataract and other lens replacement surgery, and is delivered
directly into the anterior chamber of the eye to induce and maintain mydriasis, to prevent surgically induced pupil
constriction, or miosis, and to reduce postoperative pain and irritation. Mydriasis is an essential prerequisite for these
procedures and, if not maintained throughout the surgical procedure or if miosis occurs, risk of damaging structures
within the eye increases as does the operating time required to perform the procedure.

In the first half of 2008, we plan to submit an Investigational New Drug Application, or IND, to the FDA for
OMS302, and expect to begin enrolling patients into a Phase 1/Phase 2 clinical trial to evaluate the efficacy and safety
of OMS302 in patients undergoing cataract surgery.

OMS201

OMS201 is our PharmacoSurgery product candidate being developed for use during urological surgery, including
uroendoscopic procedures of the bladder, ureter, urethra and other urinary tract structures. OMS201 is a proprietary
combination of an anti-inflammatory API and a smooth muscle relaxant API. Both APIs are contained in generic,
FDA-approved drugs with well-known profiles of safety and pharmacologic activities, and each has been individually
prescribed to manage the symptoms of ureteral and renal stones. Each of the APIs in OMS201 is contained in drugs
that have been marketed in the United States for more than 15 years.

Added to standard irrigation solutions in urological surgery, OMS201 is delivered directly to the surgical site during
uroendoscopic procedures, such as bladder endoscopy, minimally invasive prostate surgery and ureteroscopy, to
inhibit surgically induced inflammation, pain and smooth muscle spasm, or contractility. We are currently conducting
a Phase 1 clinical trial to evaluate the safety and systemic absorption of OMS201 added to standard irrigation solution
and delivered to patients undergoing ureteroscopy for removal of ureteral or renal stones.

We expect to complete the Phase 1 clinical trial of OMS201 in the first half of 2008.

3
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Our Preclinical Development Programs

MASP-2 Program

In our mannan-binding lectin-associated serine protease-2, or MASP-2, program, we are developing antibody
therapies to treat disorders caused by complement activated inflammation. MASP-2 is a novel pro-inflammatory
protein target in the complement system, an important component of the immune system. MASP-2 appears to be
required for the function of the lectin pathway, one of the principal complement activation pathways. Our preclinical
data suggest that MASP-2 plays a significant role in macular degeneration, ischemia-reperfusion injury associated
with myocardial infarction, renal disease and rheumatoid arthritis. We have generated several fully human,
high-affinity, blocking antibodies to MASP-2, and from these or others expect to select a clinical product candidate in
2008.

Chondroprotective Program

In our cartilage protective, or Chondroprotective, program, we are developing drug therapies to treat cartilage
disorders, such as osteoarthritis and rheumatoid arthritis. While cartilage health requires a balance between cartilage
breakdown and synthesis, current drugs approved for the treatment of arthritis are focused only on inhibiting
breakdown. Our drug therapies in development combine an inhibitor of cartilage breakdown with an agent that
promotes cartilage synthesis. We believe that our issued and pending patents broadly cover any drug inhibiting
cartilage breakdown, including those drugs already approved, in combination with any promoter of cartilage synthesis
to treat cartilage disorders.

PDE10 Program

In our Phosphodiesterase 10, or PDE10, program, we are developing compounds that inhibit PDE10 for the treatment
of schizophrenia. PDE10 is an enzyme that is expressed in areas of the brain strongly linked to schizophrenia and
other psychotic disorders and has been recently identified as a target for the development of new anti-psychotic drugs.
Results from preclinical studies suggest that PDE10 inhibitors may address the limitations of currently used
anti-psychotic drugs by avoiding the associated weight gain and improving cognition.

GPCR Program

Members of our scientific team were the first to identify and characterize the full family of all 357 G protein-coupled
receptors, or GPCRs, common to mice and humans, with the exception of those GPCRs linked to smell, taste and
pheromone functions. Located in the brain and in peripheral tissues, GPCRs are involved in numerous physiological
processes, including the regulation of the nervous system, metabolism, behavior, reproduction, development and
hormonal homeostasis. Using our expertise in GPCRs, our 61 proprietary strains of knock-out mice, our in-house
battery of behavioral assays and available libraries of compounds, we have discovered what we believe to be
previously unknown links between specific molecular targets in the brain and a series of CNS disorders. We have filed
corresponding patent applications and are developing compounds to treat several of these disorders.

Our Other CNS Programs

In our other CNS programs, we have discovered what we believe to be previously unknown links between specific
molecular targets and a series of CNS disorders. We have filed patent applications directed to our discoveries broadly
claiming any agents that act at these molecular targets for use in the treatment of these CNS disorders. Based on
promising preclinical data in animal models, we are developing compounds for several of these CNS disorders.
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Our Strategy

Our objective is to become a leading biopharmaceutical company, discovering, developing and successfully
commercializing a large portfolio of diverse products. The key elements of our strategy are to:

� obtain regulatory approval for our PharmacoSurgery product candidates OMS103HP, OMS302 and OMS201;

� maximize commercial opportunity for our PharmacoSurgery product candidates OMS103HP, OMS302 and
OMS201;

� continue to leverage our business model to mitigate risk by combining our multiple late-stage
PharmacoSurgery product candidates with our deep and diverse pipeline of preclinical development programs;

� further expand our broad patent portfolio; and

� manage our business with continued efficiency and discipline, while continuing to evaluate opportunities and
acquire technologies that meet our business objectives.

Risks Related to our Business

The risks set forth under the section entitled �Risk Factors� beginning on page 9 of this prospectus reflect risks and
uncertainties that could significantly and adversely affect our business and our ability to execute our business strategy.
For example:

� We are largely dependent on the success of our PharmacoSurgery product candidates, particularly our lead
product candidate, OMS103HP, and our clinical trials may fail to adequately demonstrate the safety and
efficacy of OMS103HP or our other PharmacoSurgery product candidates. If a clinical trial fails, if regulatory
approval is delayed or if additional clinical trials are required, our development costs may increase and we will
not have the anticipated revenue from that product candidate to fund our operations.

� We are a clinical-stage company with no product revenue and no products approved for marketing. The
regulatory approval process is expensive, time-consuming and uncertain, and our product candidates have not
been, and may not be, approved for sale by regulatory authorities. Even if approved for sale by the appropriate
regulatory authorities, our products may not achieve market acceptance and we may never achieve
profitability.

� Our preclinical development programs may not generate product candidates that are suitable for clinical testing
or that can be successfully commercialized.

� Our patents may not adequately protect our present and future product candidates or permit us to gain or keep a
competitive advantage. Our pending patents for our present and future product candidates may not be issued.

Corporate Information

We were incorporated as a Washington corporation on June 16, 1994. Our principal executive offices are located at
1420 Fifth Avenue, Suite 2600, Seattle, Washington 98101, and our telephone number is (206) 676-5000. Our web
site address is www.omeros.com. The information on, or that can be accessed through, our web site is not part of this
prospectus.
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The Offering

Shares of common stock offered by us            shares

Shares of common stock to be outstanding after this offering            shares

Use of proceeds We plan to use the net proceeds of this offering to
fund (1) the completion of our Phase 3 clinical trials
for OMS103HP and the submission of the related
NDA(s) to the FDA, (2) the launch and
commercialization of OMS103HP, (3) the clinical
development of OMS302 and OMS201, (4) the
development of our pipeline of preclinical programs
and (5) working capital, capital expenditures,
potential acquisitions of products or technologies
and general corporate purposes. See �Use of
Proceeds.�

Proposed NASDAQ Global Market symbol OMER

The number of shares of common stock that will be outstanding after this offering is based on the number of shares
outstanding at September 30, 2007, and excludes:

� 5,257,413 shares of common stock issuable upon the exercise of options outstanding at September 30, 2007, at
a weighted-average exercise price of $0.56 per share;

� 843,233 shares of common stock issuable upon exercise of options granted from October 1, 2007 to January 9,
2008, at a weighted-average exercise price of $1.25 per share;

� 512,029 shares of common stock issuable upon exercise of warrants outstanding at September 30, 2007, which
will automatically terminate upon the closing of this offering if not exercised, at a weighted-average exercise
price of $5.15 per share; and

� 22,613 shares of common stock issuable upon exercise of warrants outstanding at September 30, 2007, which
will not automatically terminate upon the closing of this offering, at a weighted-average exercise price of $4.66
per share.

�           shares of common stock available for future issuance under our 2008 Equity Incentive Plan.

Unless otherwise indicated, all information in this prospectus assumes:

� the automatic conversion of all outstanding shares of our convertible preferred stock into 22,327,407 shares of
common stock, effective upon the completion of this offering;

� 
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the conversion of all outstanding warrants to purchase shares of our convertible preferred stock into warrants
to purchase 534,642 shares of common stock, effective upon the completion of this offering;

� the issuance of           shares of common stock pursuant to the cashless net exercise of warrants that will
automatically terminate upon the closing of this offering based on the assumed initial public offering price of
$      (the mid-point of the range set forth on the cover page of this prospectus); and

� no exercise by the underwriters of their right to purchase additional shares of common stock to cover
over-allotments, if any.
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Summary Consolidated Financial Data

The following tables summarize consolidated financial data regarding our business and should be read together with
�Management�s Discussion and Analysis of Financial Condition and Results of Operations� and our consolidated
financial statements and the related notes included elsewhere in this prospectus. The consolidated statements of
operations data for the years ended December 31, 2006, 2005 and 2004 are derived from our audited consolidated
financial statements included elsewhere in this prospectus. The consolidated statements of operations data for the nine
months ended September 30, 2007, and the nine months ended September 30, 2006, and for the period from June 16,
1994 (inception) to September 30, 2007 and the consolidated balance sheet data as of September 30, 2007 are derived
from our unaudited consolidated financial statements included elsewhere in this prospectus. The unaudited
consolidated financial statements have been prepared on a basis consistent with our audited consolidated financial
statements included in this prospectus and include, in the opinion of management, all adjustments, consisting only of
normal recurring adjustments, necessary for the fair presentation of the financial information in those statements. Our
historical results are not necessarily indicative of the results to be expected in any future period, and the results for the
nine months ended September 30, 2007 are not necessarily indicative of the results to be expected for the full year
ending December 31, 2007. We acquired nura, inc., or nura, on August 11, 2006, and the results of nura are included
in the consolidated financial statements from that date. The pro forma basic and diluted net loss per common share
data are computed using the weighted-average number of shares of common stock outstanding, after giving effect to
the conversion (using the as if-converted method) of all shares of our convertible preferred stock into common stock.

Period
from

June 16,
1994

Nine Months Ended
(Inception)

to
September 30, Year Ended December 31, September 30,

2007 2006 2006 2005 2004 2007
(in thousands, except share and per share data)

Consolidated
Statements of
Operations Data:
Grant revenue $  650 $  200 $  200 $  � $  � $  950
Operating expenses:
Research and
development 11,173 6,230 9,637 5,803 2,670 39,635
Acquired in-process
research and
development � 10,891 10,891 � � 10,891
General and
administrative 8,619 1,893 3,625 1,904 2,079 22,859

Total operating
expenses 19,792 19,014 24,153 7,707 4,749 73,385

Loss from operations (19,142) (18,814) (23,953) (7,707) (4,749) (72,435)
Investment income 1,173 722 1,088 333 171 4,093
Other income (expense) (355) 108 179 8 � (168)
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Interest expense (123) (38) (91) � � (266)

Net loss $ (18,447) $ (18,022) $ (22,777) $ (7,366) $ (4,578) $ (68,776)

Denominator for basic
and diluted net loss per
common share 4,184,919 3,653,537 3,694,388 3,468,886 3,416,197

Basic and diluted net
loss per common share $ (4.41) $ (4.93) $ (6.17) $ (2.12) $ (1.34)

Pro forma basic and
diluted net loss per
common share
(unaudited) $ (0.66) $ (1.10)

Weighted-average shares used
to compute pro forma basic
and diluted net loss per
common share (unaudited) 27,005,598 20,843,076
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The pro forma consolidated balance sheet data in the table below reflect (a) the automatic conversion of all
outstanding shares of our convertible preferred stock into 22,327,407 shares of our common stock upon the closing of
this offering and (b) the automatic conversion of all outstanding warrants to purchase convertible preferred stock into
warrants to purchase 534,642 shares of our common stock upon the closing of this offering, resulting in the
reclassification of $1.7 million from preferred stock warrant liability to shareholders� equity (deficit), and (c) the
repayment of $239,000 in notes receivable from a related party. The pro forma as adjusted consolidated balance sheet
data in the table below adjust the pro forma information to reflect (a) our sale of           shares of our common stock in
this offering at an assumed initial public offering price of $      per share (the mid-point of the range set forth on the
cover page of this prospectus), after deducting estimated underwriting discounts and commissions and estimated
offering expenses payable by us and (b) the issuance of           shares of common stock pursuant to the cashless net
exercise of warrants that will automatically terminate upon the closing of this offering based on the assumed initial
public offering price.

As of September 30, 2007
Pro Forma

Pro As
Actual Forma Adjusted (1)

(in thousands)

Consolidated Balance Sheet Data:
Cash, cash equivalents and short-term investments $ 27,171 $ 27,410
Working capital 21,793 22,032
Total assets 28,959 29,198
Total debt 1,270 1,270
Preferred stock warrant liability 1,674 �
Convertible preferred stock 89,168 �
Deficit accumulated during the development stage (68,776) (68,776)
Total shareholders� equity (deficit) (66,246) 24,835

(1) A $1.00 increase (decrease) in the assumed public offering price of $      would increase (decrease) each of cash,
cash equivalents and short-term investments, working capital, total assets and total shareholders� equity (deficit)
by $      , assuming that the number of shares offered by us, as set forth on the cover page of this prospectus,
remains the same, and after deducting estimated underwriting discounts and commissions and estimated offering
expenses payable by us.
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RISK FACTORS

You should carefully consider the risks described below before making an investment decision. Our business,
prospects, financial condition or operating results could be materially adversely affected by any of these risks, as well
as other risks not currently known to us or that we currently deem immaterial. The trading price of our common stock
could decline due to any of these risks and you may lose all or part of your investment. In assessing the risks
described below, you should also refer to the other information contained in this prospectus, including our
consolidated financial statements and the related notes, before deciding to purchase any shares of our common stock.

Risks Related to Our Product Candidates and Operations

Our success largely depends on the success of our lead PharmacoSurgerytm product candidate, OMS103HP,
and we cannot be certain that it will receive regulatory approval or be successfully commercialized. If we are
unable to commercialize OMS103HP, or experience significant delays in doing so, our business will be
materially harmed.

We are a biopharmaceutical company with no products approved for commercial sale and we have not generated any
revenue from product sales. We have incurred, and will continue to incur, significant costs relating to the clinical
development and commercialization of our lead product candidate, OMS103HP, for use during arthroscopic anterior
cruciate ligament, or ACL, reconstruction surgery as well as arthroscopic meniscectomy surgery. We have not yet
obtained regulatory approval to market this product candidate for ACL reconstruction surgery, arthroscopic
meniscectomy surgery or any other indication in any jurisdiction and we may never be able to obtain approval or, if
approvals are obtained, to commercialize this product candidate successfully. If OMS103HP does not receive
regulatory approval for ACL reconstruction surgery or arthroscopic meniscectomy surgery, or if it is not successfully
commercialized for one or both uses, we may not be able to generate revenue, become profitable, fund the
development of our other product candidates or preclinical development programs or continue our operations.

We do not know whether our clinical trials for OMS103HP will be completed on schedule or result in regulatory
approval or in a marketable product. If approved for commercialization, we do not anticipate that OMS103HP will
reach the market until 2010 at the earliest.

Our success is also dependent on the success of our additional PharmacoSurgery product candidates, OMS302
and OMS201, and we cannot be certain that either will advance through clinical testing, receive regulatory
approval or be successfully commercialized.

In addition to OMS103HP, our success will depend on the successful commercialization of one or both of two
additional PharmacoSurgery product candidates, OMS302 and OMS201. We have begun preparation of an
Investigational New Drug Application, or IND, to be submitted to the U.S. Food and Drug Administration, or the
FDA, to begin a clinical study of OMS302 evaluating the safety and efficacy of OMS302 in patients undergoing
cataract surgery. In addition, we are currently conducting a Phase 1 clinical trial evaluating the safety and systemic
absorption of OMS201 when used during ureteroscopy for removal of ureteral or renal stones. We have incurred and
will continue to incur significant costs relating to the clinical development and commercialization of these
PharmacoSurgery product candidates. We have not obtained regulatory approval to market these product candidates
for any indication in any jurisdiction and we may never be able to obtain approval or, if approvals are obtained, to
commercialize these product candidates successfully. If OMS302 and OMS201 do not receive
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regulatory approval, or if they are not successfully commercialized, we may not be able to generate revenue, become
profitable, fund the development of our other product candidates or our preclinical programs or continue our
operations.

We do not know whether our planned and current clinical trials for OMS302 and OMS201 will be completed on
schedule, if at all. In addition, we do not know whether any of our clinical trials will be successful or result in
approval of either product for marketing.

We have a history of operating losses and we may not achieve or maintain profitability.

We have not been profitable and have generated substantial operating losses since we were incorporated in June 1994.
We had net losses of approximately $18.4 million for the nine months ended September 30, 2007, and $22.8 million,
$7.4 million and $4.6 million for the years ended December 31, 2006, 2005 and 2004, respectively. As of
September 30, 2007, we had an accumulated deficit of approximately $68.8 million. We expect to incur additional
losses for at least the next several years and cannot be certain that we will ever achieve profitability. As a result, our
business is subject to all of the risks inherent in the development of a new business enterprise, such as the risks that we
may be unable to obtain additional capital needed to support the preclinical and clinical expenses of development and
commercialization of our product candidates, to develop a market for our potential products, to successfully transition
from a company with a research and development focus to a company capable of commercializing our product
candidates and to attract and retain qualified management as well as technical and scientific staff.

We are subject to extensive government regulation, including the requirement of approval before our products
may be manufactured or marketed.

Both before and after approval of our product candidates, we, our product candidates, and our suppliers and contract
manufacturers are subject to extensive regulation by governmental authorities in the United States and other countries,
covering, among other things, testing, manufacturing, quality control, labeling, advertising, promotion, distribution,
and import and export. Failure to comply with applicable requirements could result in, among other things, one or
more of the following actions: warning letters; fines and other monetary penalties; unanticipated expenditures; delays
in approval or refusal to approve a product candidate; product recall or seizure; interruption of manufacturing or
clinical trials; operating restrictions; injunctions; and criminal prosecution. We or the FDA may suspend or terminate
human clinical trials at any time on various grounds, including a finding that the patients are being exposed to an
unacceptable health risk.

Our product candidates cannot be marketed in the United States without FDA approval. The FDA has not approved
any of our product candidates for sale in the United States. All of our product candidates are in development, and will
have to be approved by the FDA before they can be marketed in the United States. Obtaining FDA approval requires
substantial time, effort, and financial resources, and may be subject to both expected and unforeseen delays, and there
can be no assurance that any approval will be granted on a timely basis, if at all.

The FDA may decide that our data are insufficient for approval of our product candidates and require additional
preclinical, clinical or other studies. As we develop our product candidates, we periodically discuss with the FDA
clinical, regulatory and manufacturing matters, and our views may, at times, differ from those of the FDA. For
example, the FDA has questioned whether our studies evaluating OMS103HP in patients undergoing ACL
reconstruction surgery are adequately designed to evaluate efficacy. If these studies fail to demonstrate efficacy, we
will be required to provide additional information, including possibly the results of additional clinical trials. Also, the
FDA regulates those of our product candidates consisting of two or more active ingredients as combination drugs
under its Combination Drug
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Policy. The Combination Drug Policy requires that we demonstrate that each active ingredient in a drug product
contributes to the product�s effectiveness. The FDA has questioned the means by which we intend to demonstrate such
contribution and whether available data and information demonstrate contribution for each active ingredient in
OMS103HP. If we are unable to resolve these questions, we may be required to provide additional information, which
may include the results of additional preclinical studies or clinical trials.

If we are required to conduct additional clinical trials or other testing of our product candidates beyond those that we
currently contemplate for regulatory approval, if we are unable to successfully complete our clinical trials or other
testing, or if the results of these and other trials or tests fail to demonstrate efficacy or raise safety concerns, we may
be delayed in obtaining marketing approval for our product candidates, or may never be able to obtain marketing
approval.

Even if regulatory approval of a product candidate is obtained, such approval may be subject to significant limitations
on the indicated uses for which that product may be marketed, conditions of use, and/or significant post approval
obligations, including additional clinical trials. These regulatory requirements may, among other things, limit the size
of the market for the product. Even after approval, discovery of previously unknown problems with a product,
manufacturer, or facility, such as previously undiscovered side effects, may result in restrictions on any product,
manufacturer, or facility, including, among other things, a possible withdrawal of approval of the product.

If our clinical trials are delayed, we may be unable to develop our product candidates on a timely basis, which
may increase our development costs and could delay the potential commercialization of our products and the
subsequent receipt of revenue from sales, if any.

We cannot predict whether we will encounter problems with any of our completed, ongoing or planned clinical trials
that will cause regulatory agencies, institutional review boards or us to delay our clinical trials or suspend or delay the
analysis of the data from those trials. Clinical trials can be delayed for a variety of reasons, including:

� discussions with the FDA or comparable foreign authorities regarding the scope or design of our clinical trials;

� delays or the inability to obtain required approvals from institutional review boards or other governing entities
at clinical sites selected for participation in our clinical trials;

� delays in enrolling patients into clinical trials;

� lower than anticipated retention rates of patients in clinical trials;

� the need to repeat or conduct additional clinical trials as a result of problems such as inconclusive or negative
results, poorly executed testing or unacceptable design;

� an insufficient supply of product candidate materials or other materials necessary to conduct our clinical trials;

� the need to qualify new suppliers of product candidate materials for FDA and foreign regulatory approval;

� an unfavorable FDA inspection or review of a clinical trial site or records of any clinical investigation;

� the occurrence of drug-related side effects or adverse events experienced by participants in our clinical
trials; or

� the placement of a clinical hold on a trial.
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In addition, a clinical trial may be suspended or terminated by us, the FDA or other regulatory authorities due to a
number of factors, including:

� failure to conduct the clinical trial in accordance with regulatory requirements or our clinical protocols;

� inspection of the clinical trial operations or trial sites by the FDA or other regulatory authorities resulting in the
imposition of a clinical hold;

� unforeseen safety issues or any determination that a trial presents unacceptable health risks; or

� lack of adequate funding to continue the clinical trial, including the incurrence of unforeseen costs due to
enrollment delays, requirements to conduct additional trials and studies and increased expenses associated with
the services of our contract research organizations, or CROs, and other third parties.

Changes in regulatory requirements and guidance may occur and we may need to amend clinical trial protocols to
reflect these changes. Amendments may require us to resubmit our clinical trial protocols to institutional review
boards for reexamination, which may impact the costs, timing or successful completion of a clinical trial. If the results
of our clinical trials are not available when we expect or if we encounter any delay in the analysis of data from our
clinical trials, we may be unable to file for regulatory approval or conduct additional clinical trials on the schedule we
currently anticipate. Any delays in completing our clinical trials may increase our development costs, would slow
down our product development and approval process, would delay our receipt of product revenue and would make it
difficult to raise additional capital. Many of the factors that cause, or lead to, a delay in the commencement or
completion of clinical trials may also ultimately lead to the denial of regulatory approval of a product candidate. In
addition, significant clinical trial delays also could allow our competitors to bring products to market before we do and
impair our ability to commercialize our future products and may harm our business.

If we fail to obtain additional financing, we may be unable to complete the development and commercialization
of OMS103HP and our other product candidates, or continue our other preclinical development programs.

Our operations have consumed substantial amounts of cash since inception. We expect to continue to spend
substantial amounts to:

� complete the Phase 3 clinical trials of OMS103HP for use in arthroscopic ACL reconstruction surgery;

� conduct and complete the Phase 3 clinical trials of OMS103HP for use in arthroscopic meniscectomy surgery;

� initiate, conduct and complete clinical trials of OMS302 for use during lens replacement surgery;

� conduct and complete the clinical trials of OMS201 for use in endoscopic surgery of the urological tract;

� continue our research and development;

� initiate and conduct clinical trials for other product candidates; and

� launch and commercialize any product candidates for which we receive regulatory approval.

Our clinical trials for OMS103HP may be delayed for many of the reasons discussed in these �Risk Factors,� which
would increase the development expenses of OMS103HP and may
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require us to raise additional capital to complete the clinical development and commercialization of OMS103HP and
to decrease spending on our other clinical and preclinical development programs. We cannot be certain that additional
funding will be available on acceptable terms, if at all. To the extent that we raise additional funds by issuing equity
securities, our shareholders may experience significant dilution. Any debt financing, if available, may require us to
pledge our assets as collateral or involve restrictive covenants, such as limitations on our ability to incur additional
indebtedness, limitations on our ability to acquire or license intellectual property rights and other operating restrictions
that could negatively impact our ability to conduct our business. If we are unable to raise additional capital when
required or on acceptable terms, we may have to significantly delay, scale back or discontinue the development or
commercialization of one or more of our product candidates or one or more of our other research and development
initiatives. We also could be required to seek collaborators for one or more of our current or future product candidates
at an earlier stage than otherwise would be desirable or on terms that are less favorable than otherwise might be
available; or relinquish or license on unfavorable terms our rights to technologies or product candidates that we
otherwise would seek to develop or commercialize ourselves. Any of these events could significantly harm our
business and prospects and could cause our stock price to decline.

Our lead product candidate OMS103HP or future product candidates may never achieve market acceptance
even if we obtain regulatory approvals.

Even if we receive regulatory approvals for the commercial sale of our lead product candidate OMS103HP or future
product candidates, the commercial success of these product candidates will depend on, among other things, their
acceptance by physicians, patients, third-party payors and other members of the medical community. If our product
candidates fail to gain market acceptance, we may be unable to earn sufficient revenue to continue our business.
Market acceptance of, and demand for, any product candidate that we may develop and commercialize will depend on
many factors, including:

� our ability to provide acceptable evidence of safety and efficacy;

� availability, relative cost and relative efficacy of alternative and competing treatments;

� the effectiveness of our marketing and distribution strategy to, among others, hospitals, surgery centers,
physicians and/or pharmacists;

� prevalence of the surgical procedure or condition for which the product is approved;

� acceptance by physicians of each product as a safe and effective treatment;

� perceived advantages over alternative treatments;

� relative convenience and ease of administration;

� the availability of adequate reimbursement by third parties;

� the prevalence and severity of adverse side effects;

� publicity concerning our products or competing products and treatments; and

� our ability to obtain sufficient third-party insurance coverage.
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The number of operations in which our PharmacoSurgery products, if approved, would be used may be significantly
less than the total number of operations performed according to the market data obtained from industry sources. If our
lead product candidate OMS103HP or future product candidates do not become widely accepted by physicians,
patients, third-party payors and other members of the medical community, it is unlikely that we will ever become
profitable, and if we are unable to increase market penetration of OMS103HP or our other product candidates, our
growth will be significantly harmed.
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We rely on third parties to conduct our preclinical research and clinical trials. If these third parties do not
perform as contractually required or otherwise expected, we may not be able to obtain regulatory approval for
or commercialize our product candidates.

We rely on third parties, such as CROs and research institutions, to conduct a portion of our preclinical research. We
also rely on third parties, such as medical institutions, clinical investigators and CROs, to assist us in conducting our
clinical trials. Nonetheless, we are responsible for confirming that our preclinical research is conducted in accordance
with applicable regulations, and that our clinical trials are conducted in accordance with applicable regulations, the
relevant protocol and within the context of approvals by an institutional review board. Our reliance on these third
parties does not relieve us of responsibility for ensuring compliance with FDA regulations and standards for
conducting, monitoring, recording and reporting the results of preclinical research and clinical trials to assure that data
and reported results are credible and accurate and that the trial participants are adequately protected. If these third
parties do not successfully carry out their contractual duties or regulatory obligations or meet expected deadlines, if
the third parties need to be replaced or if the quality or accuracy of the data they obtain is compromised due to their
failure to adhere to our clinical protocols or regulatory requirements or for other reasons, our preclinical and clinical
development processes may be extended, delayed, suspended or terminated, and we may not be able to obtain
regulatory approval for our product candidates.

If we are unable to establish sales and marketing capabilities or enter into agreements with third parties to
market and sell our product candidates, we may be unable to generate product revenue.

We do not have a sales and marketing organization and have no experience in the sales, marketing and distribution of
biopharmaceutical products. Developing an internal sales force is expensive and time-consuming and could delay any
product launch. If we enter into arrangements with third parties to perform sales, marketing and distribution services,
our product revenues are likely to be lower than if we market and sell any approved product candidates that we
develop ourselves. Factors that may inhibit our efforts to commercialize our approved product candidates without
collaboration partners include:

� our inability to recruit and retain adequate numbers of effective sales and marketing personnel;

� the inability of sales personnel to obtain access to or persuade adequate numbers of hospitals, surgery centers,
physicians and/or pharmacists to purchase, use or prescribe our approved product candidates;

� the lack of complementary products to be offered by sales personnel, which may put us at a competitive
disadvantage relative to companies with more extensive product lines; and

� unforeseen costs and expenses associated with creating an independent sales and marketing organization.

If we are unsuccessful in building a sales and marketing infrastructure or unable to partner with one or more third
parties to perform sales and marketing services for our product candidates, we will have difficulty commercializing
our product candidates, which would adversely affect our business and financial condition.
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We have no ability to manufacture clinical or commercial supplies of our product candidates and currently
intend to rely solely on third parties to manufacture clinical and commercial supplies of all of our product
candidates.

We currently do not intend to manufacture our product candidates for our clinical trials or on a commercial scale and
intend to rely on third parties to do so. OMS103HP is currently manufactured in a freeze-dried, or lyophilized, form
by Catalent Pharma Solutions, Inc. in its Albuquerque, New Mexico facility. We have not entered into a binding
agreement with Catalent for the commercial supply of lyophilized OMS103HP, and cannot be certain that we will be
able to do so on commercially reasonable terms. Qualification of any other facility to manufacture lyophilized
OMS103HP would require transfer of manufacturing methods, the production of an additional registration batch of
lyophilized OMS103HP and the generation of additional stability data, which could delay the availability of
commercial supplies of lyophilized OMS103HP.

We have also formulated OMS103HP as a liquid solution and have entered into an agreement with Hospira
Worldwide, Inc. for the commercial supply of liquid OMS103HP. We do not believe that the inactive ingredients in
liquid OMS103HP, which are included in the FDA�s Inactive Ingredient Guide due to being present in drug products
previously approved for parenteral use, impact its safety or effectiveness. The FDA will require us to provide
comparative information and complete a stability study and may require us to conduct additional studies, which we
expect would be nonclinical and/or pharmacokinetic studies, to demonstrate that liquid OMS103HP is as safe and
effective as lyophilized OMS103HP. Delays or unexpected results in these studies could delay the commercial
availability of liquid OMS103HP. Any significant delays in the manufacture of clinical or commercial supplies could
materially harm our business and prospects.

If the contract manufacturers that we rely on experience difficulties with manufacturing our product
candidates or fail FDA inspections, our clinical trials, regulatory submissions and ability to commercialize our
product candidates and generate revenue may be significantly delayed.

Contract manufacturers that we select to manufacture our product candidates for clinical testing or for commercial use
may encounter difficulties with the small- and large-scale formulation and manufacturing processes required for such
manufacture. These difficulties could result in delays in clinical trials, regulatory submissions, or commercialization
of our product candidates. Once a product candidate is approved and being marketed, these difficulties could also
result in the later recall or withdrawal of the product from the market or failure to have adequate supplies to meet
market demand. Even if we are able to establish additional or replacement manufacturers, identifying these sources
and entering into definitive supply agreements and obtaining regulatory approvals may require a substantial amount of
time and cost and such supply arrangements may not be available on commercially reasonable terms, if at all.

In addition, we and our contract manufacturers must comply with current good manufacturing practice, or cGMP,
requirements strictly enforced by the FDA through its facilities inspection program. These requirements include
quality control, quality assurance and the maintenance of records and documentation. We or our contract
manufacturers may be unable to comply with cGMP requirements or with other FDA, state, local and foreign
regulatory requirements. We have little control over our contract manufacturers� compliance with these regulations and
standards or with their quality control and quality assurance procedures. Large-scale manufacturing processes have
been developed only for lyophilized OMS103HP. For the liquid formulation of OMS103HP and our other product
candidates, development of large-scale manufacturing processes will require validation studies, which the FDA must
review and approve. Failure to comply with these requirements by our contract manufacturers could result in the
issuance of untitled letters and/or warning letters from

15

Edgar Filing: OMEROS CORP - Form S-1

Table of Contents 31



Edgar Filing: OMEROS CORP - Form S-1

Table of Contents 32



Table of Contents

authorities, as well as sanctions being imposed on us, including fines and civil penalties, suspension of production,
suspension or delay in product approval, product seizure or recall or withdrawal of product approval. If the safety of
any product candidate supplied by contract manufacturers is compromised due to their failure to adhere to applicable
laws or for other reasons, we may not be able to obtain or maintain regulatory approval for or successfully
commercialize one or more of our product candidates, which would harm our business and prospects significantly.

If one or more of our contract manufacturers were to encounter any of these difficulties or otherwise fail to comply
with its contractual obligations, our ability to provide product candidates to patients in our clinical trials or on a
commercial scale would be jeopardized. Any delay or interruption in the supply of clinical trial supplies could delay
the completion of our clinical trials, increase the costs associated with maintaining our clinical trial programs and,
depending on the period of delay, require us to commence new trials at significant additional expense or terminate the
trials completely. If we need to change to other commercial manufacturers, the FDA and comparable foreign
regulators must first approve these manufacturers� facilities and processes, which would require new testing and
compliance inspections, and the new manufacturers would have to be educated in or independently develop the
processes necessary for the production of our product candidates.

Ingredients necessary to manufacture our PharmacoSurgery product candidates may not be available on
commercially reasonable terms, if at all, which may delay the development and commercialization of our
product candidates.

We must purchase from third-party suppliers the ingredients necessary for our contract manufacturers to produce our
PharmacoSurgery product candidates for our clinical trials and, if approved, for commercial distribution. Suppliers
may not sell these ingredients to us at the time we need them or on commercially reasonable terms, if at all. Although
we intend to enter into agreements with third-party suppliers that will guarantee the availability and timely delivery of
ingredients for our PharmacoSurgery product candidates, we may be unable to secure any such agreements or
guarantees and even if we were able to secure such agreements or guarantees, our suppliers may be unable or choose
not to provide us the ingredients in a timely manner or in the minimum guaranteed quantities. If we are unable to
obtain and then supply these ingredients to our contract manufacturer for our clinical trials, potential regulatory
approval of our product candidates would be delayed, significantly impacting our ability to develop our product
candidates, which would materially affect our ability to generate revenue from the sale of our product candidates.

We may need licenses for active ingredients from third parties so that we can develop and commercialize some
products from some of our current preclinical programs, which could increase our development costs and
delay our ability to commercialize products.

Should we decide to use active ingredients in any of our product candidates that are proprietary to one or more third
parties, we would need to obtain licenses to those active ingredients from those third parties. For example, we may
elect to use proprietary active ingredients in some product candidates that we develop from our PharmacoSurgery
platform, Chondroprotective program or some of our CNS programs. If we are unable to access rights to these active
ingredients, we may need to develop alternate product candidates from these programs by either accessing or
developing alternate active ingredients, resulting in increased development costs and delays in commercialization of
these product candidates. If we are unable to access rights to the desired active ingredients on commercially
reasonable terms or develop suitable alternate active ingredients, we may not be able to commercialize product
candidates from these programs.
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Our ability to pursue the development and commercialization of product candidates from our MASP-2
program depends on the continuation of licenses from third parties.

Our MASP-2 program is based in part on intellectual property rights that we licensed on a worldwide exclusive basis
from the University of Leicester and from the UK Medical Research Council, or MRC. The continued maintenance of
these agreements requires us to undertake development activities if and when a clinical candidate has been selected
and, if regulatory approval for marketing is obtained, to pay royalties to the University of Leicester and MRC upon
commercialization of a MASP-2 product candidate. Our ability to continue development and commercialization of
product candidates from our MASP-2 program depends on our maintaining these exclusive licenses, which cannot be
assured.

Our ability to pursue the development and commercialization of product candidates from our MASP-2
program could be jeopardized by third-party patent rights.

Our MASP-2 program is based in part on the results of research conducted by collaborators at MRC, the University of
Leicester and Aarhus Universitet, and on intellectual property rights that we licensed on a worldwide exclusive basis
from the University of Leicester and from MRC stemming from that collaborative research and from subsequent
research performed by the University of Leicester and by MRC. Researchers at Aarhus Universitet have obtained a
U.S. Patent that claims antibodies that bind MASP-2, and have filed other patents and patent applications related to
MASP-2. While we do not hold any direct license from Aarhus Universitet or its researchers, our license from MRC
includes MRC�s joint ownership interest in this U.S. Patent claiming antibodies that bind MASP-2, which joint
ownership interest arises from an MRC employee having been added as a named inventor in this patent by the
U.S. Patent and Trademark Office, or USPTO. We also believe that we hold lawful rights to other patents and patent
applications related to MASP-2 filed by researchers at Aarhus Universitet by virtue of our licenses with MRC and the
University of Leicester. Our ability to commercialize any anti-MASP-2 antibody product candidate depends on the
exclusive licenses we hold from MRC and the University of Leicester to at least joint ownership interest in the patents
and patent applications filed by researchers at Aarhus Universitet. We do not know and cannot be certain that
researchers at Aarhus Universitet or parties associated with them will not contest our licensed rights to these patents
and patent applications filed by researchers at Aarhus Universitet, or that researchers at Aarhus Universitet or parties
associated with them will not seek through legal action to block the commercialization of any antibody product
candidate from our MASP-2 program. Perfecting, asserting or defending our rights to this intellectual property may be
costly and time-consuming and, if unsuccessful, may limit our ability to pursue the development and
commercialization of product candidates from our MASP-2 program.

Our ability to pursue the development and commercialization of product candidates from our MASP-2
program depends on third-party antibody developers and manufacturers.

Any product candidates from our MASP-2 program would be antibodies and we do not have the internal capability to
sequence, hybridize or clone antibodies or to produce antibodies for use in clinical trials or on a commercial scale. We
do not have agreements in place with antibody developers or manufacturers and cannot be certain that such
agreements could be entered into on commercially reasonable terms, if at all. There are only a limited number of
antibody manufacturers. If we are unable to obtain clinical supplies of MASP-2 antibody product candidates, clinical
trials or the development of any such product candidate could be substantially delayed until we can find and qualify a
manufacturer, which may increase our development costs, slow down our product development and approval process,
delay receipt of product revenue and make it difficult to raise additional capital.
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Our preclinical programs may not produce product candidates that are suitable for clinical trials or that can be
successfully commercialized.

Any product candidates from our preclinical programs, including our MASP-2, Chondroprotective, PDE10, GPCR
and other CNS programs, must successfully complete preclinical testing, which may include demonstrating efficacy
and the lack of toxicity in established animal models, before entering clinical trials. Many pharmaceutical and
biological product candidates do not successfully complete preclinical testing and, even if preclinical testing is
successfully completed, may fail in clinical trials. We cannot be certain that any of our preclinical product
development programs will generate product candidates that are suitable for clinical testing, nor can we be certain that
any product candidates from our preclinical programs that do advance into clinical trials will successfully demonstrate
safety and efficacy in clinical trials.

Because we have a number of development programs and are considering a variety of product candidates, we
may expend our limited resources to pursue a particular candidate or candidates and fail to capitalize on
candidates or indications that may be more profitable or for which there is a greater likelihood of success.

Because we have limited resources, we must focus on preclinical development programs and product candidates that
we believe are the most promising. As a result, we may forego or delay pursuit of opportunities with other product
candidates or other indications that later prove to have greater commercial potential. Our resource allocation decisions
may cause us to fail to capitalize on viable commercial products or profitable market opportunities. Further, if we do
not accurately evaluate the commercial potential or target market for a particular product candidate, we may relinquish
valuable rights to that product candidate through collaboration, license or other royalty arrangements in cases in which
it would have been advantageous for us to retain sole development and commercialization rights.

It is difficult and costly to protect our intellectual property and our proprietary technologies, and we may not
be able to ensure their protection.

Our commercial success will depend in part on obtaining and maintaining patent protection and trade secret protection
of the use, formulation and structure of our product candidates, and the methods used to manufacture them, as well as
successfully defending these patents against potential third-party challenges. Our ability to protect our product
candidates from unauthorized making, using, selling, offering to sell or importing by third parties is dependent upon
the extent to which we have rights under valid and enforceable patents that cover these activities.

The patent positions of pharmaceutical, biotechnology and other life sciences companies can be highly uncertain and
involve complex legal and factual questions for which important legal principles remain unresolved. No consistent
policy regarding the breadth of claims allowed in biotechnology patents has emerged to date in the United States, and
tests used for determining the patentability of patent claims in all technologies are in flux. The pharmaceutical,
biotechnology and other life sciences patent situation outside the United States is even more uncertain. Changes in
either the patent laws or in interpretations of patent laws in the United States and other countries may diminish the
value of our intellectual property. Further, the determination that a patent application or patent claim meets all of the
requirements for patentability is a subjective determination based on the application of law and jurisprudence. For
example, in the United States, a determination of patentability by the USPTO or validity by a court or other trier of
fact requires a determination that the claimed invention has utility and is both novel and non-obvious to those of
ordinary skill in the art in view of prior known publications and public information, and that the patent specification
supporting the claim adequately describes the claimed invention, discloses the best mode known to the inventors for
practicing the invention, and discloses the invention in a manner
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that enables one of ordinary skill in the art to make and use the invention. The ultimate determination by the USPTO
or by a court of other trier of fact in the United States, or corresponding foreign national patent offices or courts, on
whether a claim meets all requirements of patentability cannot be assured. Although we have conducted searches for
third-party publications, patents and other information that may impact the patentability of claims in our various
patent applications and patents, we cannot be certain that all relevant information has been identified. Accordingly, we
cannot predict the breadth of claims that may be allowed or enforced in our patents or patent applications, our licensed
patents or patent applications or in third-party patents.

Our issued PharmacoSurgery patents have terms that will expire December 12, 2014 and, if our pending
PharmacoSurgery patent applications issue as patents, October 20, 2019 for OMS103HP, July 30, 2023 for OMS302
and March 17, 2026 for OMS201, not taking into account any extensions due to potential adjustment of patent terms
resulting from USPTO delays. We cannot assure you that any of these patent applications will issue as patents or of
the scope of any claims that may issue from these pending and future patent applications, or the outcome of any
proceedings by any potential third parties that could challenge the patentability, validity or enforceability of our
patents and patent applications in the United States or foreign jurisdictions, which could limit patent protection for our
product candidates and materially harm our business.

The degree of future protection for our proprietary rights is uncertain, because legal means afford only limited
protection and may not adequately protect our rights or permit us to gain or keep our competitive advantage. For
example:

� we might not have been the first to make the inventions covered by any of our patents, if issued, or our pending
patent applications;

� we might not have been the first to file patent applications for these inventions;

� others may independently develop similar or alternative technologies or products or duplicate any of our
technologies or products;

� it is possible that none of our pending patent applications will result in issued patents or, if issued, these patents
may not be sufficient to protect our technology or provide us with a basis for commercially viable products and
may not provide us with any competitive advantages;

� if our pending applications issue as patents, they may be challenged by third parties as not infringed, invalid or
unenforceable under U.S. or foreign laws;

� if issued, the patents under which we hold rights may not be valid or enforceable; or

� we may develop additional proprietary technologies or products that are not patentable and which are unlikely
to be adequately protected through trade secrets if, for example, a competitor were to independently develop
duplicative, similar or alternative technologies or products.

In addition, to the extent we are unable to obtain and maintain patent protection for one of our product candidates or in
the event such patent protection expires, it may no longer be cost-effective to extend our portfolio by pursuing
additional development of a product candidate for follow-on indications.

We also may rely on trade secrets to protect our technologies or products, especially where we do not believe patent
protection is appropriate or obtainable. However, trade secrets are difficult to protect. Although we use reasonable
efforts to protect our trade secrets, our employees, consultants, contractors, outside scientific collaborators and other
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sometimes less willing to protect trade secrets. Moreover, our competitors may independently develop equivalent
knowledge, methods and know-how.

We may incur substantial costs as a result of litigation or other proceedings relating to patent and other
intellectual property rights.

If we choose to go to court to stop someone else from using our inventions, that individual or company has the right to
ask the court to rule that the underlying patents are invalid or should not be enforced against that third party. These
lawsuits are expensive and would consume time and other resources even if we were successful in stopping the
infringement of these patents. There is also the risk that, even if the validity of these patents is upheld, the court will
refuse to stop the other party on the ground that such other party�s activities do not infringe the patents.

Further, a third party may claim that we or our contract manufacturers are using inventions covered by the third party�s
patent rights and may go to court to stop us from engaging in the alleged infringing activity, including making, using
or selling our product candidates. These lawsuits are costly and could affect our results of operations and divert the
attention of managerial and technical personnel. There is a risk that a court would decide that we or our contract
manufacturers are infringing the third party�s patents and would order us or our partners to stop the activities covered
by the patents. In addition, there is a risk that a court will order us or our contract manufacturers to pay the other party
damages for having violated the other party�s patents. We have indemnified our contract manufacturers against certain
patent infringement claims and thus may be responsible for any of their costs associated with such claims and actions.
The pharmaceutical, biotechnology and other life sciences industry has produced a proliferation of patents, and it is
not always clear to industry participants, including us, which patents cover various types of products or methods of
use. The coverage of patents is subject to interpretation by the courts and the interpretation is not always uniform. If
we were sued for patent infringement, we would need to demonstrate that our products or methods of use either do not
infringe the patent claims of the relevant patent or that the patent claims are invalid, and we may not be able to do this.
Proving invalidity, in particular, is difficult since it requires clear and convincing evidence to overcome the
presumption of validity enjoyed by issued patents.

Although we have conducted searches of third-party patents with respect to our OMS103HP, OMS302, OMS201,
MASP-2, Chondroprotective, PDE10, GPCR and other CNS programs, these searches may not have identified all
third-party patents relevant to these product candidates. Consequently, we cannot assure you that third-party patents
containing claims covering our product candidates, programs, technologies or methods do not exist, have not been
filed, or could not be filed or issued.

Because some patent applications in the United States may be maintained in secrecy until the patents are issued,
because patent applications in the United States and many foreign jurisdictions are typically not published until
eighteen months after filing, and because publications in the scientific literature often lag behind actual discoveries,
we cannot be certain that others have not filed patent applications for technology covered by our patents, our licensors�
patents, our pending applications or our licensors� pending applications, or that we or our licensors were the first to
invent the technology. Our competitors may have filed, and may in the future file, patent applications covering
technologies similar to ours. Any such patent application may have priority over our or our licensors� patent
applications and could further require us to obtain rights to issued patents covering such technologies. If another party
has filed a U.S. patent application on inventions similar to ours, we may have to participate in an interference
proceeding declared by the USPTO to determine priority of invention in the United States. The costs of these
proceedings could be substantial, and it is possible that such efforts would be unsuccessful, resulting in a loss of our
U.S. patent position with respect to such inventions.
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Some of our competitors may be able to sustain the costs of complex patent litigation more effectively than we can
because they have substantially greater resources. In addition, any uncertainties resulting from the initiation and
continuation of any litigation could have a material adverse effect on our ability to raise the capital necessary to
continue our operations.

We use hazardous materials in our business and must comply with environmental laws and regulations, which
can be expensive.

Our research operations produce hazardous waste products, which include chemicals and radioactive and biological
materials. We are subject to a variety of federal, state and local regulations relating to the use, handling, storage and
disposal of these materials. Although we believe that our safety procedures for handling and disposing of these
materials comply with applicable legal regulations, the risk of accidental contamination or injury from these materials
cannot be eliminated. We generally contract with third parties for the disposal of such substances and store our
low-level radioactive waste at our facilities until the materials are no longer considered radioactive. We may be
required to incur further costs to comply with current or future environmental and safety regulations. In addition, in
the event of accidental contamination or injury from these materials, we could be held liable for any damages that
result and any such liability could exceed our resources.

The loss of members of our management team could substantially disrupt our business operations.

Our success depends to a significant degree on the continued individual and collective contributions of our
management team. The members of our management team are at-will employees, and we do not maintain any
key-person life insurance policies except for on the life of Gregory Demopulos, M.D., our president, chief executive
officer, chief medical officer and chairman of the board of directors. We have agreed to enter into a new employment
agreement with Dr. Demopulos by May 1, 2009. If we do not enter into a new agreement by that date because of our
actions or omissions, we could be in material breach of his current employment agreement, which may entitle
Dr. Demopulos to severance benefits described below in �Management � Executive Compensation � Potential Payment
upon Termination or Change in Control.� Losing the services of any key member of our management team, whether
from death or disability, retirement, competing offers or other causes, could delay execution of our business strategy,
cause us to lose a strategic partner, or otherwise materially affect our operations.

We rely on highly skilled personnel and, if we are unable to retain or motivate key personnel or hire qualified
personnel, we may not be able to maintain our operations or grow effectively.

Our performance is largely dependent on the talents and efforts of highly skilled individuals. Our future success
depends on our continuing ability to identify, hire, develop, motivate and retain highly skilled personnel for all areas
of our organization. In this regard, in anticipation of increased development and commercialization activities, we plan
to increase the total number of our full-time employees from 62 as of December 31, 2007 to approximately 70 to 80
by the end of 2008. If we are unable to hire and train a sufficient number of qualified employees for any reason, we
may not be able to implement our current initiatives or grow effectively. We have in the past maintained a rigorous,
highly selective and time-consuming hiring process. We believe that our approach to hiring has significantly
contributed to our success to date. If we do not succeed in attracting qualified personnel and retaining and motivating
existing personnel, our existing operations may suffer and we may be unable to grow effectively.

To manage our anticipated future growth, we must continue to implement and improve our managerial, operational
and financial systems and continue to recruit and train additional qualified personnel. Due to our limited financial
resources, we may not be able to effectively
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manage the expansion of our operations or recruit and train additional qualified personnel. The physical expansion of
our operations may lead to significant costs and may divert our management and business development resources.
Any inability to manage growth could delay the execution of our business plans or disrupt our operations.

We will incur increased costs and demands on management as a result of complying with the laws and
regulations affecting public companies, which could affect our operating results.

As a public company we will incur significant legal, accounting and other expenses that we did not incur as a private
company, including costs associated with public company reporting requirements. We also have incurred and will
continue to incur costs associated with recently adopted corporate governance requirements, including requirements
under the Sarbanes-Oxley Act, as well as new rules implemented by the SEC and the NASDAQ Stock Market. We
expect these rules and regulations to increase our legal and financial compliance costs and to make some activities
more time-consuming and costly. We also expect that these new rules and regulations may make it more difficult and
more expensive for us to obtain director and officer liability insurance, and we may be required to accept reduced
policy limits and coverage or incur substantially higher costs to obtain the same or similar coverage than used to be
available. As a result, it may be more difficult for us to attract and retain qualified individuals to serve on our board of
directors or as our executive officers.

Our management has identified material weaknesses in our internal controls that, if not properly remediated,
could result in material misstatements in our financial statements and the inability of our management to
conclude that our internal controls are effective as required by the Sarbanes-Oxley Act of 2002 for the second
annual report following our initial public offering, either of which could cause investors to lose confidence in
our reported financial information and have a negative effect on the trading price of our stock.

We are currently not required to comply with Section 404 of the Sarbanes-Oxley Act of 2002, and are therefore not
required to make an assessment of the effectiveness of our internal controls over financial reporting. Further, our
independent registered public accounting firm has not been engaged to express, nor has it expressed, an opinion on the
effectiveness of our internal controls over financial reporting. However, in connection with our fiscal 2006 and 2005
financial statement audits, we identified material weaknesses in our internal controls as defined by the American
Institute of Certified Public Accountants. A material weakness is a deficiency, or combination of deficiencies, in
internal control over financial reporting, such that there is a reasonable possibility that a material misstatement of the
company�s annual or interim financial statements will not be prevented or detected on a timely basis.

The material weaknesses that we have identified relate to our periodic financial statement close process and
inadequate segregation of duties in both the accounting and information systems areas. We are taking remediation
measures to improve the effectiveness of our internal controls. Specifically, we:

� have hired a chief financial officer and an assistant controller and continue to strengthen our internal staffing
and technical expertise in financial and Securities Exchange Commission, or SEC, accounting and reporting;

� are further segregating duties within our accounting and finance department;

� have hired an information technology manager and are revising our policies and procedures regarding
accounting software-user access rights and software upgrade management; and

� are evaluating whether to upgrade our accounting software systems.
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We plan to continue to assess our internal controls and procedures and intend to take further action as necessary or
appropriate to address any other matters that we identify, including to effect compliance with Section 404 of the
Sarbanes-Oxley Act of 2002 when we are required to make an assessment of our internal controls under Section 404.
However, the existence of a material weakness is an indication that there is a reasonable possibility that a material
misstatement of our annual or interim financial statements will not be prevented or detected on a timely basis, and the
process of designing and implementing effective internal controls and procedures is a continuous effort that requires
us to anticipate and react to changes in our business and the economic and regulatory environments, and to expend
significant resources to maintain a system of internal controls that is adequate to satisfy our reporting obligations as a
public company. We cannot be certain that the measures taken to date or to be taken in the future will fully remediate
the material weaknesses or that we will implement and maintain adequate controls over our financial processes and
reporting in the future. In addition, we cannot assure you that additional material weaknesses or significant
deficiencies in our internal controls will not be discovered in the future.

The standards required for a Section 404 analysis under the Sarbanes-Oxley Act of 2002 are significantly more
stringent than those for a similar analysis for non-public companies. These more stringent standards require that our
audit committee be advised and regularly updated on management�s review of internal controls. Our management may
not be able to effectively and timely implement controls and procedures that adequately respond to the increased
regulatory compliance and reporting requirements that will be applicable to us as a public company. If we are not able
to timely remedy the material weaknesses identified in connection with our fiscal 2006 and 2005 audits, or if we are
not able to implement the requirements of Section 404 in a timely manner or with adequate compliance, management
may not be able to assess whether our internal controls over financial reporting are effective, which may subject us to
adverse regulatory consequences and could result in a negative reaction in the financial markets due to a loss of
confidence in the reliability of our financial statements. In addition, if we fail to develop and maintain effective
controls and procedures, we may be unable to provide the required financial information in a timely and reliable
manner or otherwise comply with the standards applicable to us as a public company. Any failure by us to provide the
required financial information in a timely manner could materially and adversely impact our financial condition and
the market value of our securities.

Risks Related to Our Industry

Our competitors may develop products that are less expensive, safer or more effective, or which may otherwise
diminish or eliminate the commercial success of any potential products that we may commercialize.

If our competitors market products that are less expensive, safer or more effective than our future products developed
from our product candidates, that reach the market before our product candidates, or that otherwise negatively affect
the market, we may not achieve commercial success. For example, we are developing PDE10 inhibitors to identify a
product candidate for use in the treatment of schizophrenia. Other pharmaceutical companies, many with significantly
greater resources than we have, are also developing PDE10 inhibitors for the treatment of schizophrenia and these
companies may be further along in development. The failure of a PDE10 inhibitor product candidate from any of our
competitors to demonstrate safety or efficacy in clinical trials may negatively reflect on the ability of our PDE10
inhibitor product candidates under development to demonstrate safety and efficacy. Further, the failure of any future
products developed from our product candidates to effectively compete with products marketed by our competitors
would impair our ability to generate revenue, which would have a material adverse effect on our future business,
financial condition and results of operations.
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We expect to compete with other biopharmaceutical and biotechnology companies, and our competitors may:

� develop and market products that are less expensive or more effective than any future products developed from
our product candidates;

� commercialize competing products before we can launch any products developed from our product candidates;

� operate larger research and development programs, possess commercial-scale manufacturing operations or
have substantially greater financial resources than we do;

� initiate or withstand substantial price competition more successfully than we can;

� have greater success in recruiting skilled technical and scientific workers from the limited pool of available
talent;

� more effectively negotiate third-party licenses and strategic relationships; and

� take advantage of acquisition or other opportunities more readily than we can.

We expect to compete for market share against large pharmaceutical and biotechnology companies, smaller
companies that are collaborating with larger pharmaceutical companies, new companies, academic institutions,
government agencies and other public and private research organizations. In addition, the pharmaceutical and
biotechnology industry is characterized by rapid technological change. Because our research approach integrates many
technologies, it may be difficult for us to remain current with rapid changes in each technology. If we fail to stay at
the forefront of technological change, we may be unable to compete effectively. Our competitors may render our
technologies obsolete by advances in existing technological approaches or the development of new or different
approaches, potentially eliminating the advantages in our product discovery process that we believe we derive from
our research approach and proprietary technologies and programs. In addition, physicians may continue with their
respective current treatment practices, including the use of current preoperative and postoperative treatments, rather
than adopt our PharmacoSurgery product candidates.

Our product candidates could be subject to restrictions or withdrawal from the market and we may be subject
to penalties if we fail to comply with regulatory requirements, or if we experience unanticipated problems with
our product candidates, if and when any of them are approved.

Any product candidate for which we obtain marketing approval, together with the manufacturing processes,
post-approval clinical data, and advertising and promotional activities for such product candidate, will be subject to
continued regulation by the FDA and other regulatory agencies. Even if regulatory approval of a product candidate is
granted, the approval may be subject to limitations on the indicated uses for which the product candidate may be
marketed or to the conditions of approval, or contain requirements for costly post-marketing testing and surveillance
to monitor the safety or efficacy of the product candidate. Later discovery of previously unknown problems with our
product candidates or their manufacture, or failure to comply with regulatory requirements, may result in:

� restrictions on such product candidates or manufacturing processes;

� withdrawal of the product candidates from the market;

� voluntary or mandatory recalls;
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� product seizures; or

� injunctions or the imposition of civil or criminal penalties.
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If we are slow to adapt, or unable to adapt, to changes in existing regulatory requirements or adoption of new
regulatory requirements or policies, we may lose marketing approval for our product candidates when and if any of
them are approved.

Failure to obtain regulatory approval in foreign jurisdictions would prevent us from marketing our products
internationally.

We intend to have our product candidates marketed outside the United States. In order to market our products in the
European Union and many other non-U.S. jurisdictions, we must obtain separate regulatory approvals and comply
with numerous and varying regulatory requirements. We may be unable to file for regulatory approvals and may not
receive necessary approvals to commercialize our products in any market. The approval procedure varies among
countries and can involve additional testing and data review. The time required to obtain foreign regulatory approval
may differ from that required to obtain FDA approval. The foreign regulatory approval process may include all of the
risks associated with obtaining FDA approval discussed in these �Risk Factors.� We may not obtain foreign regulatory
approvals on a timely basis, if at all. Approval by the FDA does not ensure approval by regulatory agencies in other
countries, and approval by one foreign regulatory authority does not ensure approval by regulatory agencies in other
foreign countries or by the FDA. The failure to obtain these approvals could harm our business.

If we are unable to obtain adequate reimbursement from governments or third-party payors for any products
that we may develop or if we are unable to obtain acceptable prices for those products, they may not be
purchased or used and, as a result, our revenue and prospects for profitability could suffer.

Our future revenue and profit will depend heavily upon the availability of adequate reimbursement for the use of our
approved product candidates from governmental and other third-party payors, both in the United States and in other
countries. Even if we are successful in bringing one or more product candidates to market, these products may not be
considered cost-effective, and the amount reimbursed for any product candidates may be insufficient to allow us to
sell our product candidates profitably. Reimbursement by a third-party payor may depend on a number of factors,
including the third-party payor�s determination that use of a product is:

� a covered benefit under its health plan;

� safe, effective and medically necessary;

� appropriate for the specific patient;

� cost-effective; and

� neither experimental nor investigational.

Obtaining reimbursement approval for a product from each government or third-party payor is a time-consuming and
costly process that will require the build-out of a sufficient staff and could require us to provide supporting scientific,
clinical and cost-effectiveness data for the use of our products to each payor. Because none of our product candidates
have been approved for marketing, we can provide you no assurances at this time regarding their cost-effectiveness
and the amount, if any, or method of reimbursement. There may be significant delays in obtaining reimbursement
coverage for newly approved product candidates and we may not be able to provide data sufficient to gain acceptance
with respect to reimbursement. Even when a payor determines that a product is eligible for reimbursement, coverage
may be more limited than the purposes for which the product candidate is approved by the FDA or foreign regulatory
agencies. Increasingly, third-party payors who reimburse healthcare costs, such as government and private payors, are
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reimbursed at a rate that allows us to make a profit in all cases, or at a rate that covers our costs, including research,
development, manufacturing, sale and distribution. In non-U.S. jurisdictions, we must obtain separate reimbursement
approvals and comply with related foreign legal and regulatory requirements. In some countries, including those in the
European Union, our product candidates may be subject to government price controls. Pricing negotiations with
governmental authorities can take a considerable amount of time after the receipt of marketing approval for a product
candidate. If the reimbursement we are able to obtain for any product candidate we develop is inadequate in light of
our development and other costs or is significantly delayed, our business could be materially harmed.

Product liability claims may damage our reputation and, if insurance proves inadequate, these claims may
harm our business.

We may be exposed to the risk of product liability claims that is inherent in the biopharmaceutical industry. A product
liability claim may damage our reputation by raising questions about our product candidate�s safety and efficacy and
could limit our ability to sell one or more product candidates, if approved, by preventing or interfering with
commercialization of our product candidates. In addition, product liability insurance for the biopharmaceutical
industry is generally expensive to the extent it is available at all. There can be no assurance that we will be able to
obtain and maintain such insurance on acceptable terms or that we will be able to secure increased coverage if the
commercialization of our product candidates progresses, or that future claims against us will be covered by our
product liability insurance. Although we currently have product liability insurance coverage for our clinical trials, our
insurance coverage may not reimburse us or may be insufficient to reimburse us for any or all expenses or losses we
may suffer. A successful claim against us with respect to uninsured liabilities or in excess of insurance coverage could
have a material adverse effect on our business, financial condition and results of operations.

Risks Related to the Offering

An active, liquid and orderly trading market for our common stock may not develop.

Prior to this offering, there has been no public market for shares of our common stock. We and the representative of
the underwriters will determine the initial public offering price of our common stock through negotiation. This price
will not necessarily reflect the price at which investors in the market will be willing to buy and sell our shares
following this offering. In addition, the trading price of our common stock following this offering is likely to be highly
volatile and could be subject to wide fluctuations in response to various factors, some of which are beyond our
control. These factors include:

� results from our clinical trial programs, including our ongoing Phase 3 clinical trials for OMS103HP, our
planned Phase 1/Phase 2 clinical trial for OMS302, and our ongoing Phase 1 clinical trial for OMS201;

� FDA or international regulatory actions, including failure to receive regulatory approval for any of our product
candidates;

� failure of any of our product candidates, if approved, to achieve commercial success;

� quarterly variations in our results of operations or those of our competitors;

� our ability to develop and market new and enhanced product candidates on a timely basis;

� announcements by us or our competitors of acquisitions, regulatory approvals, clinical milestones, new
products, significant contracts, commercial relationships or capital commitments;
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� additions or departures of key personnel;

� commencement of, or our involvement in, litigation;

� changes in governmental regulations or in the status of our regulatory approvals;

� changes in earnings estimates or recommendations by securities analysts;

� any major change in our board or management;

� general economic conditions and slow or negative growth of our markets; and

� political instability, natural disasters, war and/or events of terrorism.

From time to time, we estimate the timing of the accomplishment of various scientific, clinical, regulatory and other
product development goals or milestones. These milestones may include the commencement or completion of
scientific studies and clinical trials and the submission of regulatory filings. Also, from time to time, we expect that
we will publicly announce the anticipated timing of some of these milestones. All of these milestones are based on a
variety of assumptions. The actual timing of these milestones can vary dramatically compared to our estimates, in
some cases for reasons beyond our control. If we do not meet these milestones as publicly announced, our stock price
may decline and the commercialization of our product and product candidates may be delayed.

In addition, the stock market has experienced extreme price and volume fluctuations that have often been unrelated or
disproportionate to the operating performance of publicly traded companies. Broad market and industry factors may
seriously affect the market price of companies� stock, including ours, regardless of actual operating performance.
These fluctuations may be even more pronounced in the trading market for our stock shortly following this offering.
In addition, in the past, following periods of volatility in the overall market and the market price of a particular
company�s securities, securities class action litigation has often been instituted against these companies. This litigation,
if instituted against us, could result in substantial costs and a diversion of our management�s attention and resources.

Purchasers in this offering will experience immediate and substantial dilution in the book value of their
investment.

The initial public offering price of our common stock is substantially higher than the net tangible book value per share
of our common stock immediately after this offering. Therefore, if you purchase our common stock in this offering,
you will incur an immediate dilution of $      in net tangible book value per share from the price you paid, based on an
assumed initial public offering price of $      per share (the mid-point of the range set forth on the cover page of this
prospectus). In addition, investors who purchase shares in this offering will contribute approximately     % of the total
amount of equity capital raised through the date of this offering, but will only own approximately     % of the
outstanding share capital and approximately     % of the voting rights. The exercise of outstanding options and
warrants will result in further dilution. For a further description of the dilution that you will experience immediately
after this offering, see �Dilution.�

Future sales of shares by existing shareholders could cause our stock price to decline.

If our existing shareholders sell, or indicate an intention to sell, substantial amounts of our common stock in the public
market after the lock-up and other legal restrictions on resale discussed in this prospectus lapse, the trading price of
our common stock could decline. Based on shares outstanding as of December 31, 2007, upon completion of this
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other current shareholders from these contractual lock-up agreements prior to the expiration of these agreements.

We expect that the lock-up agreements pertaining to this offering will expire 180 days from the date of this
prospectus, although those lock-up agreements may be extended for up to an additional 34 days under certain
circumstances. After the lock-up agreements expire, up to an additional           shares of common stock issuable upon
conversion of outstanding shares of our convertible preferred stock will be eligible for sale in the public market,          
of which shares of common stock are held by directors, executive officers and other affiliates and will be subject to
volume limitations under Rule 144 under the Securities Act and various vesting agreements. In addition,           shares
of common stock that are either subject to outstanding options or reserved for future issuance under our employee
benefit plans will become eligible for sale in the public market to the extent permitted by the provisions of various
vesting agreements, the lock-up agreements and Rules 144 and 701 under the Securities Act. If these additional shares
are sold, or if it is perceived that they will be sold, in the public market, the trading price of our common stock could
decline.

If securities or industry analysts do not publish research reports or publish unfavorable research about our
business, our stock price and trading volume could decline.

The trading market for our common stock will depend in part on the research and reports that securities or industry
analysts publish about us or our business. If one or more of the analysts who covers us downgrades our stock, our
stock price would likely decline. If one or more of these analysts ceases to cover us or fails to publish regular reports
on us, interest in the purchase of our stock could decrease, which could cause our stock price or trading volume to
decline.

Anti-takeover provisions in our charter documents and under Washington law could make an acquisition of us,
which may be beneficial to our shareholders, more difficult and prevent attempts by our shareholders to
replace or remove our current management.

Provisions in our articles of incorporation and bylaws and under Washington law may delay or prevent an acquisition
of us or a change in our management. These provisions include a classified board of directors, a prohibition on
shareholder actions by less than unanimous written consent, restrictions on the ability of shareholders to fill board
vacancies and the ability of our board of directors to issue preferred stock without shareholder approval. In addition,
because we are incorporated in Washington, we are governed by the provisions of Chapter 23B.19 of the Washington
Business Corporation Act, which, among other things, restricts the ability of shareholders owning ten percent or more
of our outstanding voting stock from merging or combining with us. Although we believe these provisions collectively
provide for an opportunity to receive higher bids by requiring potential acquirors to negotiate with our board of
directors, they would apply even if an offer may be considered beneficial by some shareholders. In addition, these
provisions may frustrate or prevent any attempts by our shareholders to replace or remove our current management by
making it more difficult for shareholders to replace members of our board of directors, which is responsible for
appointing the members of our management.

We have broad discretion in the use of the net proceeds from this offering and may not use the net proceeds
effectively.

We will have broad discretion in the application of the net proceeds from this offering and could spend the proceeds in
ways that do not improve our results of operations or enhance the value of our common stock. Our failure to apply
these funds effectively could have a material adverse effect on our business, delay the development of our product
candidates and cause the price of our common stock to decline.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus includes forward-looking statements. All statements other than statements of historical facts contained
in this prospectus, including statements regarding our future results of operations and financial position, business
strategy and plans and objectives of management for future operations, are forward-looking statements. The words
�believe,� �may,� �will,� �estimate,� �continue,� �anticipate,� �intend,� �expect� and similar expressions are intended to identify
forward-looking statements. We have based these forward-looking statements largely on our current expectations and
projections about future events and trends that we believe may affect our financial condition, results of operations,
business strategy, short-term and long-term business operations and objectives, and financial needs. These
forward-looking statements are subject to a number of risks, uncertainties and assumptions, including those described
in �Risk Factors.� In light of these risks, uncertainties and assumptions, the forward-looking events and trends discussed
in this prospectus may not occur and actual results could differ materially and adversely from those anticipated or
implied in the forward-looking statements.

Forward-looking statements in the prospectus include statements about:

� our ability to complete the Phase 3 clinical trials of OMS103HP in patients undergoing ACL reconstruction
surgery by the end of 2008 and our ability to submit a related NDA to the FDA during the first half of 2009;

� our ability to complete the first Phase 3 clinical trial, and begin the second Phase 3 clinical trial, of OMS103HP
in patients undergoing arthroscopic meniscectomy surgery in the second half of 2008;

� our ability to market OMS103HP by 2010;

� our ability to initiate a Phase 1/Phase 2 clinical trial of OMS302 in patients undergoing cataract surgery during
the first half of 2008;

� our ability to complete the Phase 1 clinical trial of OMS201 in patients undergoing ureteroscopic removal or
ureteral or renal stones in the first half of 2008;

� our ability to achieve the expected near-term milestones in our pipeline of preclinical development programs
and the size of target markets;

� our expectations regarding the growth in the number of arthroscopic, cataract and uroendoscopic operations,
the rates at which each of our PharmacoSurgery product candidates will be reimbursed to the surgical facility
for its utilization and to the surgeon for its use, the size of the markets for our PharmacoSurgery product
candidates, in particular, the market opportunity for OMS103HP, and the rate and degree of adoption and
market penetration of our PharmacoSurgery product candidates;

� our ability to obtain commercial supplies of our Pharmaco Surgery product candidates, our competition and, if
approved, our ability to successfully commercialize our PharmacoSurgery product candidates with a limited,
hospital-based marketing and sales force;
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� our expectations regarding the clinical benefits of our PharmacoSurgery product candidates;
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� the extent of protection that our patents provide and our pending patent applications may provide, if patents
issue from such applications, to our technologies and programs;

� our estimate regarding how long our existing cash, cash equivalents and short-term investments, along with the
net proceeds from this offering, will be sufficient to fund our anticipated operating expenses and capital
expenditures, the factors impacting our future capital expenditures and our expected number of full-time
employees by the end of 2008; and

� our estimates regarding the use of the net proceeds from this offering and our future net losses, revenues,
expenses and net operating loss carryforwards and research and development tax credit carryforwards.

You should read this prospectus and the registration statement of which this prospectus is a part completely and with
the understanding that our actual future results may be materially different from what we expect. Given these
uncertainties, you should not place undue reliance on these forward-looking statements. These forward-looking
statements represent our estimates and assumptions only as of the date of this prospectus and, except as required by
law, we undertake no obligation to update or revise publicly any forward-looking statements, whether as a result of
new information, future events or otherwise after the date of this prospectus. The forward-looking statements
contained in this prospectus are excluded from the safe harbor protection provided by the Private Securities Litigation
Reform Act of 1995 and Section 27A of the Securities Act of 1933, as amended.
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USE OF PROCEEDS

We estimate that we will receive net proceeds of approximately $      from our sale of shares of common stock in this
offering, or approximately $      if the underwriters exercise their over-allotment option in full, based upon an assumed
initial public offering price of $      per share (the mid-point of the range set forth on the cover page of this
prospectus), after deducting estimated underwriting discounts and commissions and estimated offering expenses
payable by us. A $1.00 increase (decrease) in the assumed initial public offering price of $      per share would
increase (decrease) the net proceeds to us from this offering by $      , assuming the number of shares offered by us, as
set forth on the cover page of this prospectus, remains the same, after deducting the estimated underwriting discounts
and commissions and estimated offering expenses payable by us.

We anticipate that the net proceeds from this offering, together with our existing cash, cash equivalents and short-term
investments, will allow us to complete our Phase 3 clinical trials and to submit the related NDA(s) for our lead
PharmacoSurgery product candidate, OMS103HP. We currently expect to use the net proceeds from this offering as
follows:

� approximately $           to fund the completion of our Phase 3 clinical trials and our submission of the related
NDA(s) to the FDA for our lead PharmacoSurgery product candidate, OMS103HP;

� approximately $          to fund the launch and commercialization of OMS103HP;

� approximately $           to fund the clinical development of our other PharmacoSurgery product candidates,
OMS302 and OMS201; and

� the remainder to continue to fund our pipeline of preclinical product development programs focused on
inflammation and CNS disorders, and to fund working capital, capital expenditures, potential acquisitions of
products or technologies and general corporate purposes.

The expected uses of the net proceeds from this offering represents our current intentions based on our present plans
and business conditions. As of the date of this prospectus, we cannot specify with certainty all of the particular uses
for the net proceeds to be received from this offering. The amounts and timing of our actual expenditures will depend
on numerous factors including the progress in, and costs of, our clinical trials and other preclinical development
programs. Accordingly, our management will have broad discretion in the application of the net proceeds, and
investors will be relying on the judgement of management regarding the application of the net proceeds from the
offering. We may find it necessary or advisable to use the net proceeds for other purposes. Pending such uses set forth
above, we plan to invest the net proceeds in highly liquid, investment grade securities.

DIVIDEND POLICY

We have never declared or paid any cash dividends on our capital stock and we do not currently intend to pay any
cash dividends on our common stock in the foreseeable future. We expect to retain all available funds and future
earnings, if any, to fund the development and growth of our business. Any future determination to pay dividends, if
any, on our common stock will be at the discretion of our board of directors and will depend on, among other factors,
our results of operations, financial condition, capital requirements and contractual restrictions.
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CAPITALIZATION

The following table sets forth our cash, cash equivalents and short-term investments and our capitalization as of
September 30, 2007, as follows:

� on an actual basis;

� on a pro forma basis reflecting (a) the automatic conversion of all outstanding shares of our convertible
preferred stock into 22,327,407 shares of our common stock upon the closing of this offering and (b) the
automatic conversion of all outstanding warrants to purchase convertible preferred stock into warrants to
purchase 534,642 shares of our common stock upon the closing of this offering, resulting in the reclassification
of $1.7 million from preferred stock warrant liability to additional paid-in capital, and (c) the repayment of
$239,000 in related-party notes receivable; and

� on a pro forma as adjusted basis to give effect (a) to the issuance and sale by us of           shares of common
stock in this offering and the receipt of the net proceeds from our sale of these shares at an assumed initial
public offering price of $      per share (the mid-point of the range set forth on the cover page of this
prospectus), after deducting estimated underwriting discounts and commissions and estimated offering
expenses payable by us and (b) to the issuance of           shares of common stock pursuant to the cashless net
exercise of warrants that will automatically terminate upon the closing of this offering based on the assumed
initial public offering price.

You should read this table together with the sections of this prospectus entitled �Selected Consolidated Financial Data�
and �Management�s Discussion and Analysis of Financial Condition and Results of Operations� and our consolidated
financial statements and the related notes included elsewhere in this prospectus.

As of September 30, 2007
Pro Forma

Actual Pro Forma As Adjusted
(in thousands, except share

and per share data)

Cash, cash equivalents and short-term investments $ 27,171 $ 27,410 $

Total debt $ 1,270 $ 1,270
Preferred stock warrant liability 1,674 �
Convertible preferred stock, par value $0.01 per share; Authorized
shares�26,314,511; issued and outstanding shares�22,327,407 at
September 30, 2007; no shares issued and outstanding, pro forma or
pro forma as adjusted 89,168 �
Shareholders� deficit:
Common stock, par value $0.01: Authorized shares�40,000,000;
issued and outstanding shares�5,399,890 at September 30, 2007;
27,727,297 shares issued and outstanding pro forma;           shares
issued and outstanding, pro forma as adjusted 53 277
Additional paid-in capital 2,698 93,316
Accumulated other comprehensive income 34 34
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Deferred stock-based compensation (16) (16)
Notes receivable from related party (239) �
Deficit accumulated during the development stage (68,776) (68,776)

Total shareholders� equity (deficit) (66,246) 24,835

Total capitalization $ 25,866 $ 26,105 $
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A $1.00 increase (decrease) in the assumed initial public offering price of $      per share would increase (decrease)
each of cash, cash equivalents and short-term investments, additional paid-in capital, total shareholders� equity (deficit)
and total capitalization by $     , assuming that the number of shares offered by us, as set forth on the cover page of this
prospectus, remains the same, and after deducting estimated underwriting discounts and commissions and estimated
offering expenses payable by us.

The outstanding share information set forth in the table above excludes the following shares:

� 5,257,413 shares of common stock issuable upon the exercise of options outstanding at September 30, 2007, at
a weighted-average exercise price of $0.56 per share;

� 843,233 shares of common stock issuable upon exercise of options granted from October 1, 2007 to January 9,
2008, at a weighted-average exercise price of $1.25 per share;

� 512,029 shares of common stock issuable upon exercise of warrants outstanding at September 30, 2007, which
will automatically terminate upon the closing of this offering if not exercised, at a weighted-average exercise
price of $5.15 per share;

� 22,613 shares of common stock issuable upon exercise of warrants outstanding at September 30, 2007, which
will not automatically terminate upon the closing of this offering, at a weighted-average exercise price of
$4.66 per share; and

�           shares of common stock available for future issuance under our 2008 Equity Incentive Plan.
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DILUTION

If you invest in our common stock, your interest will be diluted to the extent of the difference between the initial
public offering price per share of our common stock and the pro forma net tangible book value per share of our
common stock immediately after this offering.

Our pro forma net tangible book value as of September 30, 2007 was $24.4 million, or $0.88 per share of common
stock. Our pro forma net tangible book value per share represents the amount of our total tangible assets reduced by
the amount of our total liabilities and divided by the total number of shares of our common stock outstanding as of
September 30, 2007, after giving effect (a) to the automatic conversion of all outstanding shares of our convertible
preferred stock into common stock upon the closing of this offering and (b) to the automatic conversion of all
outstanding warrants to purchase convertible preferred stock into warrants to purchase common stock upon the closing
of this offering.

After giving effect (a) to our issuance and sale in this offering of          shares of common stock at an assumed initial
public offering price of $      per share (the midpoint of the range set forth on the cover page of this prospectus), after
deducting estimated underwriting discounts and commissions and estimated offering expenses payable by us, and
(b) to the issuance of           shares of common stock pursuant to the cashless net exercise of warrants that will
automatically terminate upon the closing of this offering based on the assumed initial public offering price, our pro
forma net tangible book value as of September 30, 2007 would have been approximately $      , or $      per share of
common stock. This represents an immediate increase in pro forma net tangible book value of $      per share to our
existing shareholders and an immediate dilution of $      per share to investors purchasing shares in this offering. The
following table illustrates this per share dilution:

Assumed initial public offering price per share $
Historical net tangible book value per common share at September 30, 2007 $ (12.30)
Pro forma increase in net tangible book value per common share attributable to conversion of
all outstanding convertible preferred stock 13.18

Pro forma net tangible book value per share as of September 30, 2007 0.88
Pro forma increase in net tangible book value per share attributable to investors participating
in this offering
Pro forma net tangible book value per share after this offering

Dilution in pro forma net tangible book value per share to investors purchasing shares in this
offering $

A $1.00 increase (decrease) in the assumed initial public offering price of $      per share would increase (decrease) our
pro forma net tangible book value per share after this offering by $      and the dilution in pro forma net tangible book
value per share to investors purchasing shares in this offering by $      , assuming that the number of shares offered by
us, as set forth on the cover page of this prospectus, remains the same, and after deducting estimated underwriting
discounts and commissions and estimated offering expenses payable by us.

If the underwriters exercise their over-allotment option in full, at an assumed initial public offering price of $      per
share, the pro forma net tangible book value per share after this offering would be approximately $      per share, and
the dilution in pro forma net tangible book value per share to investors purchasing shares in this offering would be
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The following table sets forth on an as adjusted basis, as of September 30, 2007, the number of shares of common
stock purchased or to be purchased from us, the total consideration paid or to be paid and the average price per share
paid or to be paid by existing holders of common stock and by the new investors purchasing shares in this offering,
before deducting estimated underwriting discounts and estimated offering expenses payable by us.

Average
Shares Purchased Total Consideration Price Per
Number Percent Amount Percent Share

Existing shareholders 27,727,297 % $ 89,907,000 % $ 3.24
New investors

Total % $ % $

A $1.00 increase (decrease) in the assumed initial public offering price of $      per share would increase (decrease)
total consideration paid by new investors by $      , assuming that the number of shares offered by us, as set forth on
the cover page of this prospectus, remains the same, and after deducting estimated underwriting discounts and
commissions and estimated offering expenses payable by us.

If the underwriters exercise their over-allotment option in full, our existing shareholders would own     % and our new
investors would own     % of the total number of shares of our common stock outstanding after this offering.

The discussion and tables above are based on the number of shares of common stock outstanding at September 30,
2007. The discussion and tables above exclude the following shares:

� 5,257,413 shares of common stock issuable upon the exercise of options outstanding at September 30, 2007, at
a weighted-average exercise price of $0.56 per share;

� 843,233 shares of common stock issuable upon exercise of options granted from October 1, 2007 to January 9,
2008, at a weighted-average exercise price of $1.25 per share;

� 512,029 shares of common stock issuable upon exercise of warrants outstanding at September 30, 2007, which
will automatically terminate upon the closing of this offering if not exercised, at a weighted-average exercise
price of $5.15 per share;

� 22,613 shares of common stock issuable upon exercise of warrants outstanding at September 30, 2007, which
will not automatically terminate upon the closing of this offering, at a weighted-average exercise price of
$4.66 per share; and

�           shares of common stock available for future issuance under our 2008 Equity Incentive Plan.

To the extent outstanding options or warrants are exercised, new investors will experience further dilution.
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SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated financial data should be read in conjunction with �Management�s Discussion and
Analysis of Financial Condition and Results of Operations� and our consolidated financial statements and the
accompanying notes included elsewhere in this prospectus. The consolidated statements of operations data for the
years ended December 31, 2006, 2005 and 2004 and the consolidated balance sheet data as of December 31, 2006 and
2005 are derived from our audited consolidated financial statements included elsewhere in this prospectus. The
consolidated statements of operations data for the years ended December 31, 2003 and 2002 and the consolidated
balance sheet data as of December 31, 2004, 2003 and 2002 are derived from our consolidated financial statements not
included in this prospectus. The consolidated statements of operations data for the nine months ended September 30,
2007 and the nine months ended September 30, 2006, and for the period from June 16, 1994 (inception) to
September 30, 2007 and the consolidated balance sheet data as of September 30, 2007 are derived from our unaudited
consolidated financial statements included elsewhere in this prospectus. The unaudited consolidated financial
statements have been prepared on a basis consistent with our audited consolidated financial statements included in this
prospectus and include, in the opinion of management, all adjustments, consisting only of normal recurring
adjustments, necessary for the fair presentation of the financial information in those statements. Our historical results
are not necessarily indicative of the results to be expected in any future period, and the results for the nine months
ended September 30, 2007 are not necessarily indicative of the results to be expected for the full year ending
December 31, 2007. We acquired nura on August 11, 2006, and the results of nura are included in the consolidated
financial statements from that date.

Period
from

Nine Months
June 16,
1994

Ended
(inception)

to
September 30, Years Ended December 31, September 30,
2007 2006 2006 2005 2004 2003 2002 2007

(in thousands, except share and per share data)

Consolidated
Statements of
Operations Data:
Grant revenue $  650 $  200 $  200 $  � $  � $  � $  � $ 950
Operating expenses:
Research and
development 11,173 6,230 9,637 5,803 2,670 2,146 1,915 39,635
Acquired in-process
research and
development � 10,891 10,891 � � � � 10,891
General and
administrative 8,619 1,893 3,625 1,904 2,079 2,021 1,506 22,859

Total operating
expenses 19,792 19,014 24,153 7,707 4,749 4,167 3,421 73,385

Edgar Filing: OMEROS CORP - Form S-1

Table of Contents 63



Loss from operations (19,142) (18,814) (23,953) (7,707) (4,749) (4,167) (3,421) (72,435)
Investment income 1,173 722 1,088 333 171 109 270 4,093
Other income
(expense) (355) 108 179 8 � �
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