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Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the Registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yesp Noo

Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yeso Nop

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past

90 days. Yesp Noo

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of Registrant s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. b

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting

company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer p Accelerated filer o Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yeso Nop

The aggregate market value of the Registrant s voting stock held by non-affiliates of the Registrant on June 30, 2008,
the last business day of the Registrant s most recently completed second fiscal quarter based on the closing price of the
common stock on the New York Stock Exchange on such date, was approximately $1,531,002,000.

The number of outstanding shares of the Registrant s common stock as of February 25, 2009 was 82,178,547.

DOCUMENTS INCORPORATED BY REFERENCE

Certain information contained in Valeant Pharmaceuticals International s definitive Proxy Statement for the 2009
annual meeting of stockholders is incorporated by reference into Part III of this Form 10-K.
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Forward-Looking Statements

In addition to current and historical information, this report contains forward-looking statements. These statements

relate to, but are not limited to, our future operations, future alliance revenue, prospects, potential products,

developments and business strategies. Words such as expects,  anticipates, intends, plans, should, could,
will, believes, estimates, potential, or continue or similar language identify forward-looking statements.

Forward-looking statements involve known and unknown risks and uncertainties. Our actual results may differ
materially from those contemplated by the forward-looking statements. Factors that might cause or contribute to these
differences include, but are not limited to, those discussed in the sections of this report entitled Risk Factors and

Management s Discussion and Analysis of Financial Condition and Results of Operations and sections in other
documents filed with the Securities and Exchange Commission ( SEC ), under similar captions. You should consider
these in evaluating our prospects and future financial performance. These forward-looking statements are made as of
the date of this report. We disclaim any obligation to update or alter these forward-looking statements in this report or
the other documents in which they are found, whether as a result of new information, future events or otherwise, or
any obligation to explain the reasons why actual results may differ.

Acanya, Atralin, Bedoyecta, Bisocard, CeraVe, Cloderm, Diastat, Diastat AcuDial, Efudex/Efudix, Kinerase, Librax,
Mestinon, Migranal, M.V.1., Nyal, Virazole and Zelapar are trademarks or registered trademarks of Valeant
Pharmaceuticals International or its related companies or are used under license. This annual report also contains
trademarks or trade names of other companies and those trademarks and trade names are the property of their
respective owners.

PART I

Item 1. Business

WO

Unless the context indicates otherwise, when we refer to we, us, our, Valeant orthe Company in this Form 10-K

are referring to Valeant Pharmaceuticals International and its subsidiaries on a consolidated basis.
Introduction

We are a multinational specialty pharmaceutical company that develops, manufactures and markets a broad range of
pharmaceutical products. Our specialty pharmaceutical and OTC products are marketed under brand names and are
sold in the United States, Canada, Australia, and New Zealand, where we focus most of our efforts on the dermatology
and neurology therapeutic classes. We also have branded generic and OTC operations in Europe and Latin America
which focus on pharmaceutical products that are bioequivalent to original products and are marketed under company
brand names.

Business Strategy
In March 2008, we announced a new company-wide restructuring effort and new strategic initiatives (the 2008
Strategic Plan ). The restructuring was designed to streamline our business, align our infrastructure to the scale of our

operations, maximize our pipeline assets and deploy our cash assets to maximize shareholder value, while highlighting
key opportunities for growth.
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We have built our current business infrastructure by executing our multi-faceted strategy: 1) focus the business on
core geographies and therapeutic classes, 2) maximize pipeline assets through strategic partnerships with other
pharmaceutical companies, and 3) deploy cash with an appropriate mix of debt repurchases, share buybacks and
selective acquisitions. We believe our multi-faceted strategy will allow us to expand our product offerings and
upgrade our product portfolio with higher growth, higher margin assets.

Prior to the start of the 2008 Strategic Plan, we reviewed our portfolio for products and geographies that did not meet
our growth and profitability expectations and, as a result, divested or discontinued certain non-strategic products. In

September 2007, we decided to sell our rights to Infergen. We sold these rights to Three Rivers

2
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Pharmaceuticals, LLC in January 2008. In 2007, we also sold product rights to Reptilase and Solcoseryl in Japan, our
ophthalmic business in the Netherlands, and certain other products.

In March 2008, we sold certain assets in Asia to Invida Pharmaceutical Holdings Pte. Ltd. ( Invida ) that included
certain of our subsidiaries, branch offices and commercial rights in Singapore, the Philippines, Thailand, Indonesia,
Vietnam, Korea, China, Hong Kong, Malaysia and Macau. This transaction also included certain product rights in

Japan. The assets sold to Invida were classified as held for sale as of December 31, 2007 in accordance with Statement
of Financial Accounting Standards ( SFAS ) No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets,
( SFAS 144 ).

In June 2008, we sold our subsidiaries in Argentina and Uruguay. In September 2008, we sold our business operations
located in Western and Eastern Europe, Middle East and Africa (the WEEMEA business ) to Meda AB, an
international specialty pharmaceutical company located in Stockholm, Sweden ( Meda ).

As a result of these dispositions, the following information has been adjusted to exclude the operations of Infergen and
of the WEEMEA business. The results of these operations have also been classified as discontinued operations in our
consolidated financial statements for all periods presented in this report.

In October 2008, we completed a worldwide License and Collaboration Agreement ( the Collaboration Agreement )
with Glaxo Group Limited, a wholly owned subsidiary of GlaxoSmithKline plc, ( GSK ), to develop and commercialize
retigabine, a first-in-class neuronal potassium channel opener for treatment of adult epilepsy patients with refractory
partial onset seizures.

In October 2008, we acquired Coria Laboratories Ltd. ( Coria ), a privately-held specialty pharmaceutical company
focused on dermatology products in the United States. In November 2008, we acquired DermaTech Pty Ltd

( DermaTech ), an Australian specialty pharmaceutical company focused on dermatology products marketed in
Australia. In December 2008, we acquired Dow Pharmaceutical Sciences, Inc. ( Dow ), a privately-held dermatology
company that specializes in the development of topical products on a proprietary basis, as well as for pharmaceutical
and biotechnology companies.

Segment Information

In connection with the 2008 Strategic Plan and resulting acquisitions and dispositions, we realigned our organization
in the fourth quarter of 2008 in order to improve our execution and align our resources and product development
efforts in the markets in which we operate. We have realigned segment financial data for the years ended

December 31, 2007 and 2006 to reflect changes in our organizational structure that occurred in 2008.

Our products are sold through three segments comprising Specialty Pharmaceuticals, Branded Generics Europe and
Branded Generics Latin America. The Specialty Pharmaceuticals segment includes product revenues primarily from
the United States, Canada, Australia and divested businesses located in Argentina, Uruguay and Asia. The Branded
Generics Europe segment includes product revenues from branded generic pharmaceutical products primarily in
Poland, Hungary, the Czech Republic and Slovakia. The Branded Generics Latin America segment includes product
revenues from branded generic pharmaceutical products primarily in Mexico and Brazil.

Additionally, we generate alliance revenue, including royalties from the sale of ribavirin by Schering-Plough Ltd.

(' Schering-Plough ) and revenues associated with the Collaboration Agreement with GSK. Effective January 1, 2009,
we will also generate alliance and services revenue from the development of dermatological products resulting from
the acquisition of Dow.
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For information regarding the revenues, operating profits and identifiable assets attributable to our operating
segments, see Note 16 of notes to consolidated financial statements in Item 8 of this annual report on Form 10-K.
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Pharmaceutical Products
Our current product portfolio comprises approximately 389 products, with approximately 982 stock keeping units.

The following table summarizes sales by major branded product for each of the last three years (dollar amounts in
thousands):

% Increase

Year Ended December 31, (Decrease)

2008 2007 2006 08/07 07/06
Efudex/Efudix $ 61,156 $ 63969 $ 71,878 @)% (11)%
Diastat AcuDial 46,226 51,264 50,678 (10)% 1%
Cesamet 37,282 26,710 18,985 40% 41%
Bedoyecta 35,922 42,384 49,935 (15)% (15)%
Bisocard 27,252 22,414 15,818 22% 42%
Kinerase 21,184 26,684 25,245 21)% 6%
Mestinon 17,568 21,266 20,745 (17)% 3%
M.V 1. (multi-vitamin infusion) 13,413 11,708 13,350 15% (12)%
Migranal 13,230 13,534 11,592 2)% 17%
Nyal 12,340 11,060 10,216 12% 8%
Virazole 12,332 11,091 13,202 11% (16)%
Other products 295,260 300,967 302,166 2)% (0)%
Total product sales $ 593,165 $ 603,051 $ 603,810 2)% 0%
Efudex/Efudix Efudex/Efudix is indicated for the treatment of multiple actinic or solar

keratoses and superficial basal cell carcinoma. It is sold as a topical
solution and cream under the Efudex/Efudix brand name and as generic
fluorouracil, and provides effective therapy for multiple lesions.

Diastat/Diastat AcuDial Diastat and Diastat AcuDial are gel formulations of diazepam
administered rectally in the management of selected, refractory patients
with epilepsy, who require intermittent use of diazepam to control bouts of
increased seizure activity. Diastat and Diastat AcuDial are the only
products approved by the U.S. Food and Drug Administration ( FDA ) for
treatment of such conditions outside of hospital situations.

Cesamet Cesamet is a synthetic cannabinoid. It is indicated for the management of
severe nausea and vomiting associated with cancer chemotherapy.

Bedoyecta Bedoyecta is a brand of vitamin B complex (B1, B6 and B12 vitamins)
products. Bedoyecta products act as energy improvement agents for
fatigue related to age or chronic diseases, and as nervous system
maintenance agents to treat neurotic pain and neuropathy.

Bisocard Bisocard is a Beta-blocker. It is indicated to treat hypertension and angina
pectoris.
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Kinerase

Kinerase is a range of science-based, over-the-counter and prescription
cosmetic products that help skin look smoother, younger and healthier.
Kinerase contains the synthetic plant growth factor N6-furfuryladenine
which has been shown to slow the changes that naturally occur in the cell
aging process in plants. Kinerase helps to diminish the appearance of fine
lines and wrinkles.

4
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Mestinon Mestinon is an orally active cholinesterase inhibitor used in the treatment
of myasthenia gravis, a chronic neuromuscular, autoimmune disorder that
causes varying degrees of fatigable weakness involving the voluntary
muscles of the body.

M.V.L M.V.I., multi-vitamin infusion, is a hospital dietary supplement used in
treating trauma and burns.

Migranal Migranal is a nasal spray formulation of dihydroergotamine indicated for
the treatment of acute migraine headaches.

Nyal Nyal is a range of over-the-counter products covering an extensive range
of tablets, liquids and nasal sprays to treat cough, cold, flu, sinus and
hayfever symptoms.

Virazole Virazole is our brand name for ribavirin, a synthetic nucleoside with
antiviral activity. It is indicated for the treatment of hospitalized infants
and young children with severe lower respiratory tract infections due to
respiratory syncytial virus. Virazole has also been approved for various
other indications in countries outside the United States including herpes
zoster, genital herpes, chickenpox, hemorrhagic fever with renal
syndrome, measles and influenza.

Alliance Revenue and Service Revenue

Our royalties have historically been derived from sales of ribavirin, a nucleoside analog that we discovered. In 1995,
Schering-Plough licensed from us all oral forms of ribavirin for the treatment of chronic hepatitis C. We also licensed
ribavirin to Roche in 2003. Roche discontinued royalty payments to us in June 2007 when the European Patent Office
revoked a ribavirin patent which would have provided protection through 2017.

Ribavirin royalty revenues were $59.4 million, $67.2 million and $81.2 million for the years ended December 31,
2008, 2007 and 2006, respectively, and accounted for 9%, 10% and 12% of our total revenues in 2008, 2007 and
2006, respectively. Royalty revenues in 2008, 2007 and 2006 were substantially lower than those in prior years. This
decrease had been expected and relates to: 1) Roche s discontinuation of royalty payments to us in June 2007,

2) Schering-Plough s market share losses in ribavirin sales, 3) reduced Schering-Plough sales in Japan from a peak in
2005 driven by the launch of combination therapy and 4) further market share gains by generic competitors in the
United States since they entered the market in April 2004.

We expect ribavirin royalties to decline significantly in 2009 in that royalty payments from Schering-Plough will
continue for European sales only until the ten-year anniversary of the launch of the product, which varied by European
country and started in May 1999. We expect that royalties from Schering-Plough in Japan will continue after 2009.

Beginning in January 2009, we will receive royalties from patent protected formulations developed by Dow and
licensed to third parties. In 2008, Dow had royalties of approximately $20.0 million.

Beginning in January 2009, we will receive revenue from contract research services performed by Dow in the areas of

dermatology and topical medication. The services are primarily focused on contract research for external development
and clinical research in areas such as formulations development, in vitro drug penetration studies, analytical sciences
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and consulting in the areas of labeling, and regulatory affairs. In 2008, Dow had revenue from contract research
services of approximately $25.0 million.

Business Acquisitions

In December 2008, we acquired Dow for an agreed price of $285.0 million, subject to certain closing adjustments. We
paid $242.5 million in cash, net of cash acquired, and incurred transaction costs of $5.4 million. We paid $5.6 million
in January 2009. We have remaining payment obligations of $36.0 million, $35.0 million of which we will pay by
June 30, 2009 into an escrow account for the benefit of the Dow common stockholders, subject

5
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to any indemnification claims made by us for a period of eighteen months following the acquisition closing. We have
granted a security interest to the Dow common stockholders in certain royalties to be paid to us until we satisfy our
obligation to fund the $35.0 million escrow account. The accounting treatment for the acquisition requires the
recognition of an additional $95.9 million of conditional purchase consideration because the fair value of the net
assets acquired exceeded the total amount of the acquisition price. Contingent consideration of up to $235.0 million
may be incurred for future milestones related to certain pipeline products still in development. Over 85% of this
contingent consideration is dependent upon the achievement of approval and commercial targets. Future contingent
consideration paid in excess of the $95.9 million will be treated as an additional cost of the acquisition and result in
the recognition of goodwill.

In November 2008, we acquired DermaTech for aggregate cash consideration of $15.5 million, including transaction
costs and working capital adjustments.

In October 2008, we acquired Coria for aggregate cash consideration of $96.9 million, including transaction costs and
working capital adjustments. As a result of the acquisition, we acquired an assembled sales force and a suite of
dermatology products which enhanced our existing product base.

For information regarding these acquisitions, see Note 3 of notes to consolidated financial statements in Item 8 of this
annual report on Form 10-K.

Collaboration Agreement

In October 2008, we closed a worldwide License and Collaboration Agreement (the Collaboration Agreement ) with
Glaxo Group Limited, a wholly owned subsidiary of GlaxoSmithKline plc ( GSK ), to collaborate with GSK to develop
and commercialize retigabine, a first-in-class neuronal potassium channel opener for treatment of adult epilepsy

patients with refractory partial onset seizures.

Pursuant to the terms of the Collaboration Agreement, we granted co-development rights and worldwide
commercialization rights to GSK. We agreed to collaborate with GSK on the development and marketing of retigabine
in the United States, Australia, New Zealand, Canada and Puerto Rico (the Collaboration Territory ). In addition, we
granted GSK an exclusive license to develop and commercialize retigabine in countries outside of the Collaboration
Territory and certain backup compounds to retigabine worldwide.

GSK paid us $125.0 million in upfront fees pursuant to the Collaboration Agreement. In addition, GSK has agreed to
pay us up to $545.0 million based upon the achievement of certain regulatory, commercialization and sales milestones
and the development of additional indications for retigabine. GSK has also agreed to pay us up to an additional

$150.0 million if certain regulatory and commercialization milestones are achieved for backup compounds to
retigabine. We will share up to 50% of net profits within the United States, Australia, New Zealand, Canada and
Puerto Rico, and will receive up to a 20% royalty on net sales of retigabine outside those regions. In addition, if
backup compounds are developed and commercialized by GSK, GSK will pay us royalties of up to 20% of net sales of
products based upon such backup compounds.

We will jointly fund research and development and pre-commercialization expenses for retigabine with GSK in the
Collaboration Territory. Our share of such expenses in the Collaboration Territory is limited to $100.0 million,
provided that GSK will be entitled to credit our share of any such expenses in excess of such amount against payments
owed to us under the Collaboration Agreement. GSK will solely fund the development of any backup compound and
will be responsible for all expenses outside of the Collaboration Territory. Following the launch of a retigabine
product, we will share operating expenses equally with respect to retigabine in the Collaboration Territory. We expect
to complete our research and development and pre-commercialization obligations by mid to late 2010.
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GSK has the right to terminate the Collaboration Agreement at any time prior to the receipt of the approval by the

FDA of a new drug application ( NDA ) for a retigabine product, which right may be irrevocably waived at any time by
GSK. The period of time prior to such termination or waiver is referred to as the Review Period . If GSK terminates
the Collaboration Agreement prior to the expiration of the Review Period, we would be required to refund to GSK up

to $90.0 million of the upfront fee; however, the refundable portion will decline over the time the Collaboration
Agreement is in effect. In February 2009, the Collaboration Agreement was amended to, among other

6
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matters, reduce the maximum amount that we would be required to refund to GSK to $40.0 million through March 31,
2010, with additional reductions over the time the Collaboration Agreement is in effect. Unless otherwise terminated,
the Collaboration Agreement will continue on a country-by-country basis until GSK has no remaining payment
obligations with respect to such country.

Our rights to retigabine are subject to an Asset Purchase Agreement between Meda Pharma GmbH & Co. KG ( Meda
Pharma ), the successor to Viatris GmbH & Co. KG, and Xcel Pharmaceuticals, Inc., which was acquired by Valeant
in 2005 (the Meda Pharma Agreement ). Under the terms of the Meda Pharma Agreement, we are required to pay
Meda Pharma milestone payments of $8.0 million upon acceptance of the filing of an NDA and $6.0 million upon
approval of the NDA for retigabine. We are also required to pay royalty rates which, depending on the geographic
market and sales levels, vary from 3% to 8% of net sales. Under the Collaboration Agreement with GSK, these
royalties will be treated in the Collaboration Territory as an operating expense and shared by GSK and the Company
pursuant to the profit sharing percentage then in effect. In the rest of the world, we will be responsible for the payment
of these royalties to Meda Pharma from the royalty payments we receive from GSK. We are required to make
additional milestone payments to Meda Pharma of up to $5.3 million depending on certain licensing activity. As a
result of entering into the Collaboration Agreement with GSK, we paid Meda Pharma a milestone payment of

$3.8 million in October 2008. An additional payment of $1.5 million could become due if a certain indication for
retigabine is developed and licensed to GSK.

During the three months ended December 31, 2008, the combined research and development expenses and
pre-commercialization expenses incurred under the Collaboration Agreement by us and GSK were $13.1 million as
outlined in the table below. We recorded a credit of $4.1 million against our share of the expenses to equalize our
expenses with GSK.

Three Months Ended
December 31, 2008

Valeant selling, general and administrative $ 483
Valeant research and development costs 10,193
10,676

GSK expenses 2,394
Total spending for Collaboration Agreement $ 13,070
Equalization (difference between individual partner costs and 50% of total) $ 4,141
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The table below outlines the alliance revenue, expenses incurred, associated credits against the expenses incurred, and
the remaining upfront payment for the Collaboration Agreement during the following period:

Three Months Ended December 31, 2008

Selling, Research

Balance Alliance General and and
Collaboration Accounting Impact Sheet Revenue Administrative Development
Upfront payment from GSK $ 125000 $ $ $
Incurred cost 483 10,193
Incurred cost offset (6,535) (483) (6,052)
Recognize alliance revenue (4,374) 4,374)
Release from upfront payment (10,909)
Remaining upfront payment from GSK 114,091
Equalization receivable from GSK 4,141 4,141)
Total equalization receivable from GSK $ 4,141
Total expense and revenue $ @374 $ $
Accrued liabilities $ 35,581
Other liabilities 52,297
Deferred revenue short-term 14,566
Deferred revenue long-term 11,647
Remaining upfront payment from GSK $ 114,091

Research and Development

Our research and development organization focuses on the development of products through clinical trials. We
currently have two compounds in late-stage clinical development, retigabine and taribavirin, as well as several other
product candidates in development that were acquired as part of our Dow acquisition.

Our research and development expenses for the years ended December 31, 2008, 2007 and 2006 were $87.0 million,
$98.0 million and $105.4 million, respectively. The reduction in research and development expenses in 2008
compared with 2007 is primarily due to the offset of expenses attributable to the Collaboration Agreement with GSK.
The reduction in research and development expenses in 2007 compared with 2006 is primarily due to the
discontinuation of our discovery operations and the sale of the pradefovir rights to Schering-Plough, partly offset by
the increase in clinical development expense for retigabine.

As of December 31, 2008, there were 171 employees involved in our research and development efforts.

Products in Development
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Retigabine

Subject to the terms of the Collaboration Agreement with GSK, we are developing retigabine as an adjunctive
treatment for partial-onset seizures in patients with epilepsy. Retigabine stabilizes hyper-excited neurons primarily by
opening neuronal potassium channels. The results of the key Phase II study indicated that the compound is potentially
efficacious with a demonstrated statistically significant reduction in monthly seizure rates of 23% to 35% as
adjunctive therapy in patients with partial seizures.

Following a Special Protocol Assessment by the FDA, two Phase III trials of retigabine were initiated in 2005. One
Phase III trial ( RESTORE 1 ; RESTORE stands for Retigabine Efficacy and Safety Trial for partial Onset Epilepsy)
was conducted at approximately 50 sites, mainly in the Americas (United States, Central/South America); the second
Phase III trial ( RESTORE 2 ) was conducted at approximately 70 sites, mainly in Europe.

We announced clinical data results for RESTORE 1 on February 12, 2008. RESTORE 1 evaluated the 1200 mg daily
dose of retigabine (the highest dose in the RESTORE program) versus placebo in patients taking stable doses

8
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of one to three additional anti-epileptic drugs ( AEDs ). Retigabine demonstrated statistically significant (p< 0.001)
results on the primary efficacy endpoints important for regulatory review by both the FDA and the European
Medicines Evaluation Agency ( EMEA ).

The intent-to-treat ( ITT ) median reduction in 28-day total partial seizure frequency from baseline to the end of the
double-blind period (the FDA primary efficacy endpoint), was 44.3% (n=153) and 17.5% (n=152) for the retigabine
arm and placebo arm of the trial, respectively. The responder rate, defined as > 50% reduction in 28-day total partial
seizure frequency compared with the baseline period, during maintenance (the dual primary efficacy endpoint required
for the EMEA submission) was 55.5% (n=119) and 22.6% (n=137) for the retigabine arm and the placebo arm of the
trial, respectively.

During RESTORE 1, 26.8% of patients in the retigabine arm and 8.6% of patients in the placebo arm withdrew due to
adverse events. The most common side effects associated with retigabine in RESTORE 1 included dizziness,
somnolence, fatigue, confusion, dysarthria (slurring of speech), ataxia (loss of muscle coordination), blurred vision,
tremor, and nausea. Results of the study were presented at the 8th European Congress on Epileptology, Berlin,
Germany in September 2008.

On May 13, 2008, we announced clinical data results for RESTORE 2. RESTORE 2 evaluated the 600 and 900 mg
daily doses of retigabine versus placebo in patients taking stable doses of one to three additional AEDs. Retigabine at
both the 600 mg and 900 mg doses demonstrated highly statistically significant results on the primary efficacy
endpoints important for regulatory review by both the FDA and the EMEA.

The ITT median reduction in 28-day total partial seizure frequency from baseline to the end of the double-blind period
(the FDA primary efficacy endpoint), was 15.9% (n=179), 27.9% (n=181) and 39.9% (n=178) for the placebo,
retigabine 600 mg and retigabine 900 mg arms of the trial, respectively. The responder rate, defined as > 50%
reduction in 28-day total partial seizure frequency compared with the baseline period, during maintenance (the dual
primary efficacy endpoint required for the EMEA submission) was 18.9% (n=164), 38.6% (n=158) and 47.0%
(n=149) for the placebo, retigabine 600 mg and retigabine 900 mg and placebo arms of the trial, respectively.

During RESTORE 2, 14.4% and 25.8% of patients in the retigabine 600 mg and 900 mg arms, respectively, and 7.8%
of patients in the placebo arm withdrew due to adverse events. As expected, the most common side effects associated
with retigabine in RESTORE 2 included dizziness, somnolence, and fatigue and were generally seen at much lower
rates than at the 1200 mg dose in the RESTORE 1 trial. Results of the study were presented at the 62nd American
Epilepsy Society annual meeting, Seattle, WA in December 2008.

In March 2007, we initiated development of a modified release formulation of retigabine. In addition, in November
2007, we began enrolling patients into a randomized, double-blind, placebo-controlled Phase Ila study to evaluate the
efficacy and tolerability of retigabine as a treatment for neuropathic pain resulting from post-herpetic neuralgia. We
completed enrollment at the end of 2008.

As discussed in more detail in the subsection Collaboration Agreement above, in October 2008, we completed a
worldwide Collaboration Agreement with GSK for the continued development and pre-commercialization of
retigabine and its backup compounds and received $125.0 million in upfront fees from GSK. We will jointly develop
and commercialize retigabine in the Collaboration Territory and GSK will develop and commercialize retigabine in
the rest of the world. To the extent that our expected development and pre-commercialization expenses under the
Collaboration Agreement are less than $100.0 million, the difference will be recognized as alliance revenue over the
period prior to the launch of a retigabine product. We expect to complete our development efforts by mid to late 2010.
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External research and development expenses for retigabine, net of Collaboration Agreement credits in 2008, were
$41.8 million and $49.2 million in 2008 and 2007, respectively.
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Taribavirin

Taribavirin (formerly referred to as viramidine) is a nucleoside (guanosine) analog that is converted into ribavirin by
adenosine deaminase in the liver and intestine. We are developing taribavirin in oral form for the treatment of
hepatitis C.

Preclinical studies indicated that taribavirin, a prodrug of ribavirin, has antiviral and immunological activities
(properties) similar to ribavirin. In 2006, we reported the results of two pivotal Phase III trials for taribavirin. The
Viramidine Safety and Efficacy Versus Ribavirin ( VISER ) trials included two co-primary endpoints: one for safety
(superiority to ribavirin in incidence of anemia) and one for efficacy (non-inferiority to ribavirin in sustained viral
response ( SVR )). The results of the VISER trials met the safety endpoint of a reduced incidence of anemia but did not
meet the efficacy endpoint.

The studies demonstrated that 38-40% of patients treated with taribavirin achieved SVR and that the drug has a safety
advantage over ribavirin by significantly reducing the number of subjects who developed anemia, but that it was not
comparable to ribavirin in efficacy at the fixed dose of 600 mg which was studied. We believe that the results of the
studies were significantly impacted by the dosing methodology which employed a fixed dose of taribavirin for all
patients and a variable dose of ribavirin based on a patient s weight. Our analysis of the study results led us to believe
that the dosage of taribavirin, like ribavirin, likely needs to be based on a patient s weight to achieve efficacy equal or
superior to that of ribavirin. Additionally we think that higher doses of taribavirin than those studied in the VISER
program may be necessary to achieve our efficacy objectives and to deliver doses of taribavirin derived ribavirin
comparable to the doses of ribavirin that are used as standard of care.

Based on our analysis, we initiated a Phase IIb study to evaluate the efficacy of taribavirin at 20, 25 and 30 mg/kg in
combination with pegylated interferon, compared with ribavirin in combination with pegylated interferon. In the
VISER program, taribavirin was administered in a fixed dose of 600 mg BID (approximately equivalent to

13-18 mg/kg).

The Phase IIb study is a U.S. multi-center, randomized, parallel, open-label study in 278 treatment naive, genotype
1 patients evaluating taribavirin at 20 mg/kg, 25 mg/kg, and 30 mg/kg per day in combination with pegylated
interferon alfa-2b. The control group is being administered weight-based dosed ribavirin (800/1,000/1,200/1,400 mg
daily) and pegylated interferon alfa-2b. Overall treatment duration will be 48 weeks with a post-treatment follow-up
period of 24 weeks. The primary endpoints for this study are viral load reduction at treatment week 12 and anemia
rates throughout the study.

On March 17, 2008, we reported the results of the 12-week analysis of the taribavirin Phase IIb study. The 12-week

early viral response ( EVR ) data from the Phase IIb study showed comparable reductions in viral load for weight-based
doses of taribavirin and ribavirin. The anemia rate was statistically significantly lower for patients receiving

taribavirin in the 20mg/kg and 25mg/kg arms versus the ribavirin control arm. The most common adverse events were
fatigue, nausea, flu-like symptoms, headache and diarrhea. The incidence rates among treatment arms were generally
comparable except with respect to diarrhea. Diarrhea was approximately twice as common in taribavirin patients as
ribavirin patients. However, the diarrhea was not treatment limiting for taribavirin or ribavirin patients.

We presented treatment week 24 results from our Phase IIb study evaluating weight-based dosing with taribavirin vs.
weight-based ribavirin (both in combination with Peginterferon alfa-2b in naive, chronic hepatitis C, genotype

1 patients) at the 59th annual American Association for the Study of Liver Disease, San Francisco, CA in November
2008. On November 24, 2008, we published the 48-week end of treatment results in a press release, and these are the
subject of a platform presentation at the upcoming European Association for Study of Liver Disease ( EASL ) meeting
in Copenhagen in April 2009. These results and the week 60 follow up results continue to demonstrate a consistent
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and similar viral response rate for both taribavirin and ribavirin at all doses studied, while the beneficial effect of
taribavirin on anemia has been maintained throughout the duration of therapy.

We are actively seeking potential partners for the taribavirin program. External research and development expenses
for taribavirin were $8.5 million and $8.1 million in 2008 and 2007, respectively.
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Dermatology Products

A number of late stage dermatology product candidates in development were acquired as part of the acquisition of
Dow on December 31, 2008. These include, but are not limited to:

IDP-107: 1IDP-107 is an antibiotic for the treatment of moderate to severe acne vulgaris. Acne is a disorder of the
pilosebaceous unit and can be identified by the presence of inflammatory and non-inflammatory lesions, pustules,
papules, or pimples. Acne vulgaris is a common skin disorder that affects about 85% of people at some point in their
lives. IDP-107 is currently in Phase II studies.

IDP-108: IDP-108 is an antifungal targeted to treat Onychomycosis. It is an investigational topical drug for nail, hair,
and skin fungal infections. The mechanism of antifungal activity appears similar to other antifungal triazoles, i.e.
ergosterol synthesis inhibition. IDP-108, in a non-lacquer formulation, is currently in Phase II studies.

IDP-113: IDP-113 has the same active pharmaceutical ingredient as IDP-108. IDP-113 is a topical therapy in solution
form for the treatment of tinea capitis, which is a fungal infection of the scalp characterized by bald patches. IDP-113
is currently in Phase II studies.

IDP-115: IDP-115 is a product that combines an active ingredient with sunscreen agents providing SPF for the
treatment of rosacea. IDP-115 has completed Phase II clinical trials. Rosacea is characterized by erythema that begins
on the central face and can spread to the cheeks, nose, and forehead and less commonly affect the neck, chest, ears,
and scalp.

Other Development Projects

Diastat Intranasal: Our product Diastat AcuDial is a gel formulation of diazepam administered rectally in the
management of selected, refractory patients with epilepsy, who require intermittent use of diazepam to control bouts
of increased seizure activity. In order to improve the convenience of this product, we had initiated the development of
a novel intranasal delivery of diazepam. Our external research and development expenses for Diastat Intranasal were
$3.0 million and $1.4 million for 2008 and 2007, respectively. In February 2009, we decided to terminate this
development program.

Licenses and Patents (Proprietary Rights)
Data and Patent Exclusivity

We rely on a combination of regulatory and patent rights to protect the value of our investment in the development of
our products.

A patent is the grant of a property right which allows its holder to exclude others from, among other things, selling the
subject invention in, or importing such invention into, the jurisdiction that granted the patent. In both the United States
and the European Union, patents expire 20 years from the date of application.

In the United States, the Hatch Waxman Act provides nonpatent regulatory exclusivity for five years from the date of
the first FDA approval of a new drug compound in an NDA. The FDA is prohibited during those five years from
approving a generic, or Abbreviated New Drug Application ( ANDA ), that references the NDA.

A similar data exclusivity scheme exists in the European Union, whereby only the pioneer drug company can use data
obtained at the pioneer s expense for up to eight years from the date of the first approval of a drug by the EMEA and
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no generic drug can be marketed for ten years from the approval of the innovator product. Under both the United
States and the European Union data exclusivity programs, products without patent protection can be marketed by
others so long as they repeat the clinical trials necessary to show safety and efficacy.

Exclusivity Rights with Respect to Retigabine and Taribavirin
We own a United States composition of matter patent (which will expire in 2013) directed to retigabine without regard
to crystalline form; we anticipate that this patent will be extended to 2018 upon approval of retigabine pursuant to the

patent term restoration provisions of the Hatch-Waxman Act. We also own two United States patents
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(both of which will expire in 2018) that are directed to specific crystalline forms of retigabine. In addition, we own a
number of United States patents and pending applications, with expiration dates ranging from 2016 to 2023, directed
to the use of retigabine to treat a variety of disease indications. We also own several patents and pending applications
in foreign countries with expiration dates ranging from 2012 to 2024.

We own a United States patent (which will expire in 2018) directed to a method of treating a viral infection using a
genus of compounds that includes taribavirin. We also own a United States patent (which will expire in 2020) that
specifically claims the use of taribavirin to treat hepatitis C infection. If taribavirin receives regulatory approval, these
patents may be eligible for patent term extensions. To the extent permitted in foreign jurisdictions, we are pursuing the
foreign patent rights that correspond to our United States patents.

Upon regulatory approval, we expect to obtain five years of data exclusivity in the United States and eight years in
Europe for retigabine and taribavirin. We have various issued patents or pending applications in foreign countries.
These patents or patent applications, if issued, have expiration dates ranging from 2012 to 2023.

Exclusivity with Respect to Ribavirin

Royalty payments from Schering-Plough do not depend on the existence of a patent. We expect ribavirin royalties to
continue to decline significantly in 2009 in that royalty payments from Schering-Plough will continue for European
sales only until the ten-year anniversary of the launch of the product, which varied by European country and started in
May 1999. Royalties from Schering-Plough in Japan will continue after 2009.

Generic ribavirin was launched in the United States in the first half of 2004. Under our agreement with Roche, upon
the entry of generics into the United States, Roche ceased paying royalties on sales in the United States. Roche
discontinued paying royalties to us for ribavirin sales in Europe in June 2007 when the Opposition Division of the
European Patent Office revoked a patent covering ribavirin.

Government Regulations

Government authorities in the United States, at the federal, state and local level, and in other countries extensively
regulate, among other things, the research, development, testing, approval, manufacturing, labeling, post-approval
monitoring and reporting, packaging, promotion, storage, advertising, distribution, marketing and export and import of
pharmaceutical products. The process of obtaining regulatory approvals and the subsequent compliance with
appropriate federal, state, local and foreign statutes and regulations require the expenditure of substantial time and
financial resources. FDA approval must be obtained in the United States, EMEA approval must be obtained for
countries that are part of the European Union and approval must be obtained from comparable agencies in other
countries prior to marketing or manufacturing new pharmaceutical products for use by humans.

Obtaining FDA approval for new products and manufacturing processes can take a number of years and involve the
expenditure of substantial resources. To obtain FDA approval for the commercial sale of a therapeutic agent, the
potential product must undergo testing programs on animals, the data from which is used to file an IND with the FDA.
In addition, there are three phases of human testing: Phase I consists of safety tests for human clinical experiments,
generally in normal, healthy people; Phase II programs expand safety tests and are conducted in people who are sick
with the particular disease condition that the drug is designed to treat; and Phase III programs are greatly expanded
clinical trials to determine the effectiveness of the drug at a particular dosage level in the affected patient population.
The data from these tests is combined with data regarding chemistry, manufacturing and animal toxicology and is then
submitted in the form of a New Drug Application or NDA to the FDA. The preparation of an NDA requires the
expenditure of substantial funds and the commitment of substantial resources. The review by the FDA can take up to
several years. If the FDA determines that the drug is safe and effective, the NDA is approved. A similar process exists
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in the European Union and in other countries. See Item 1A Risk Factors for risks associated with government
regulation of our business.

Failures to comply with the applicab