Edgar Filing: ENDO PHARMACEUTICALS HOLDINGS INC - Form 10-Q

ENDO PHARMACEUTICALS HOLDINGS INC
Form 10-Q

August 02, 2010
Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

(Mark One)
x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
FOR THE QUARTERLY PERIOD ENDED JUNE 30, 2010.

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
FOR THE TRANSITION PERIOD FROM TO

Commission file number: 001-15989

ENDO PHARMACEUTICALS HOLDINGS INC.

(Exact Name of Registrant as Specified in Its Charter)
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Delaware 13-4022871
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification Number)
100 Endo Boulevard Chadds Ford, Pennsylvania 19317
(Address of Principal Executive Offices) (Zip Code)

(610) 558-9800
(Registrant s Telephone Number, Including Area Code)
Not applicable

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check whether the registrant: (1) has filed all reports required to be filed by Sections 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. Yes x No ~

Indicate by check whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File
required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a smaller reporting company. See definitions of
large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer x Accelerated filer

Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). YES © NO x

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practical date.

Common Stock, $0.01 par value Shares outstanding as of July 22, 2010: 115,414,861

Table of Contents 2



Edgar Filing: ENDO PHARMACEUTICALS HOLDINGS INC - Form 10-Q

Tabl

nien

ENDO PHARMACEUTICALS HOLDINGS INC.

INDEX

Forward-Looking Statements

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements
Condensed Consolidated Balance Sheets (Unaudited) June 30, 2010 and December 31. 2009
Condensed Consolidated Statements of Operations (Unaudited) Three and Six Months Ended June 30. 2010 and 2009
Condensed Consolidated Statements of Cash Flows (Unaudited) Six Months Ended June 30, 2010 and 2009
Notes to Condensed Consolidated Financial Statements (Unaudited)
Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
Item 3. Quantitative and Qualitative Disclosures About Market Risk
Item 4. Controls and Procedures
PART II. OTHER INFORMATION
Item 1. Legal Proceedings
Item 1A. Risk Factors
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Item 3. Defaults Upon Senior Securities
Item 4. Removed and Reserved
Item 5. Other Information
Item 6. Exhibits
SIGNATURES

Table of Contents

60
60
63
63
63
63
63

64



Edgar Filing: ENDO PHARMACEUTICALS HOLDINGS INC - Form 10-Q

Table of Conten
FORWARD LOOKING STATEMENTS

Statements contained or incorporated by reference in this Quarterly Report on Form 10-Q contain information that includes or is based on
forward-looking statements within the meaning of Section 27A of the Securities Act and Section 21E of the Exchange Act. These statements,
including estimates of future revenues, future expenses, future net income and future earnings per share, contained in the section titled
Management s Discussion and Analysis of Financial Condition and Results of Operations, in our Annual Report on Form 10-K for the year ended
December 31, 20009, filed with the Securities and Exchange Commission on February 26, 2010, are subject to risks and uncertainties.
Forward-looking statements include the information concerning our possible or assumed results of operations. Also, statements including words
such as believes, expects, anticipates, intends, estimates, plan, will, may or similar expressions are forward-looking statements. We
these forward-looking statements on our current expectations and projections about the growth of our business, our financial performance and
the development of our industry. Because these statements reflect our current views concerning future events, these forward-looking statements
involve risks and uncertainties. Investors should note that many factors, as more fully described under the caption Risk Factors in Item 1A of our
Annual Report on Form 10-K for the year ended December 31, 2009 and as otherwise enumerated herein or therein, could affect our future
financial results and could cause our actual results to differ materially from those expressed in forward-looking statements contained in our
Annual Report on Form 10-K. Important factors that could cause our actual results to differ materially from the expectations reflected in the
forward-looking statements in our Annual Report on Form 10-K include those factors described herein under the caption Risk Factors and in
documents incorporated by reference, including, among others:

our ability to successfully develop, commercialize and market new products;

timing and results of pre-clinical or clinical trials on new products;

our ability to obtain regulatory approval of any of our pipeline products;

competition for the business of our branded and generic products, and in connection with our acquisition of rights to intellectual
property assets;

market acceptance of our future products;

government regulation of the pharmaceutical industry;

our dependence on a small number of products;

our dependence on outside manufacturers for the manufacture of most of our products;

our dependence on third parties to supply raw materials and to provide services for certain core aspects of our business;

new regulatory action or lawsuits relating to our use of narcotics in most of our core products;

our exposure to product liability claims and product recalls and the possibility that we may not be able to adequately insure
ourselves;
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our ability to protect our proprietary technology;

the successful efforts of manufacturers of branded pharmaceuticals to use litigation and legislative and regulatory efforts to limit the
use of generics and certain other products;

our ability to successfully implement our acquisition and in-licensing strategy;

regulatory or other limits on the availability of controlled substances that constitute the active ingredients of some of our products
and products in development;

the availability of third-party reimbursement for our products;

the outcome of any pending or future litigation or claims by third parties or the government, and the performance of indemnitors with
respect to claims for which we have the right to be indemnified;

our dependence on sales to a limited number of large pharmacy chains and wholesale drug distributors for a large portion of our total
revenues;

significant litigation expenses to defend or assert patent infringement claims;

any interruption or failure by our suppliers, distributors and collaboration partners to meet their obligations pursuant to various
agreements with us;

a determination by a regulatory agency that we are engaging or have engaged in inappropriate sales or marketing activities, including
promoting the off-label use of our products;

existing suppliers become unavailable or lose their regulatory status as an approved source, causing an inability to obtain required
components, raw materials or products on a timely basis or at commercially reasonable prices;

the loss of branded product exclusivity periods and related intellectual property;
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our ability to successfully execute our strategy;

disruption of our operations if our information systems fail or if we are unsuccessful in implementing necessary upgrades or new
software;

our ability to maintain or expand our business if we are unable to retain or attract key personnel and continue to attract additional
professional staff;

our ability to successfully integrate HealthTronics, Inc. (HealthTronics) and realize all anticipated benefits of our acquisition;

HealthTronics ability to establish or maintain relationships with physicians and hospitals; and

HealthTronics ability to comply with special risks and requirements related to its medical products manufacturing business.
We do not undertake any obligation to update our forward-looking statements after the date of this Report for any reason, even if new
information becomes available or other events occur in the future. You are advised, however, to consult any further disclosures we make on
related subjects in our 10-Q, 10-K, and 8-K reports to the Securities and Exchange Commission (SEC). Also note that we provide the preceding
cautionary discussion of risks, uncertainties and possibly inaccurate assumptions relevant to our business. These are factors that, individually or
in the aggregate, we think could cause our actual results to differ materially from expected and historical results. We note these factors for
investors as permitted by the Private Securities Litigation Reform Act of 1995. You should understand that it is not possible to predict or identify
all such factors. Consequently, you should not consider the preceding to be a complete discussion of all potential risks or uncertainties.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements
ENDO PHARMACEUTICALS HOLDINGS INC.

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(In thousands, except share and per share data)

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Restricted cash
Marketable securities
Accounts receivable, net
Inventories
Prepaid expenses and other current assets
Auction-rate securities rights, at fair value
Income taxes receivable
Deferred income taxes

Total current assets

MARKETABLE SECURITIES
PROPERTY AND EQUIPMENT, Net
GOODWILL

OTHER INTANGIBLES, Net
OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS EQUITY
CURRENT LIABILITIES:
Accounts payable
Accrued expenses
Income taxes payable

Total current liabilities

DEFERRED INCOME TAXES

ACQUISITION-RELATED CONTINGENT CONSIDERATION

CONVERTIBLE SENIOR SUBORDINATED NOTES DUE 2015

NON-RECOURSE NOTES PAYABLE

OTHER LIABILITIES

COMMITMENTS AND CONTINGENCIES (NOTE 10)

STOCKHOLDERS EQUITY:

Preferred Stock, $0.01 par value; 40,000,000 shares authorized; none issued

Common Stock, $0.01 par value; 350,000,000 shares authorized; 135,487,183 and 134,986,612 shares issued,
115,615,561 and 117,270,309 outstanding at June 30, 2010 and December 31, 2009, respectively

Table of Contents

$

June 30,
2010

992,271

354,361
85,280
88,702

16,545
91,233

1,628,392

22,010
44,962
302,534
562,338
35,961

$2,596,197

$

178,751
313,976

492,727

50,467
59,590
269,402
62,068
90,476

1,355

December 31,
2009

$ 708,462
1,515

25,275
323,501
84,893
17,081
15,659
13,762
90,433

1,280,581

211,792
47,529
302,534
609,909
36,458

$ 2,488,803

$ 176,076
286,606
9,498

472,180

49,180
58,470
260,279
62,255
89,028

1,350
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Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss

Treasury stock, 19,871,622 and 17,716,303 shares at June 30, 2010 and December 31, 2009, respectively

Total stockholders equity
TOTAL LIABILITIES AND STOCKHOLDERS EQUITY

See Notes to Condensed Consolidated Financial Statements.
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829,865

1,217,106
(1,979)
(474,880)

1,571,467

$2,596,197

817,467

1,105,291
(1,881)
(424,816)

1,497,411

$ 2,488,803
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CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

REVENUES:
Net sales
Royalty and other revenue

TOTAL REVENUES

COSTS AND EXPENSES:

Cost of revenues

Selling, general and administrative
Research and development
Impairment of other intangible assets
Acquisition-related costs

OPERATING INCOME

INTEREST EXPENSE, NET
OTHER INCOME, NET

INCOME BEFORE INCOME TAX
INCOME TAX

NET INCOME

NET INCOME PER SHARE:

Basic

Diluted

WEIGHTED AVERAGE SHARES:
Basic

Diluted
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ENDO PHARMACEUTICALS HOLDINGS INC.

(In thousands, except per share data)

Three Months Ended
June 30,
2010 2009

$394,121 $ 370,625
2,403 2,483

396,524 373,108

107,216 95,069
133,251 129,592
44,656 48,508
13,000
4,796 35,023
93,605 64,916
9,984 10,416

(201) (1,515)

83,822 56,015
32,362 25,986

$ 51,460 $ 30,029

$ 044 $§ 026
$ 044 $§ 026

116,060 117,158
116,660 117,350
See Notes to Condensed Consolidated Financial Statements.

Six Months Ended
June 30,
2010 2009

$754,470  $704,628
6,466 3,780

760,936 708,408

201,289 178,078
266,586 249,598

73,824 76,922
13,000
6,325 61,428

199,912 142,382

19,788 18,009
(420) (410)

180,544 124,783
68,729 55,717

$111,815  $ 69,066
$ 09 $ 059

$ 095 $ 059

116,704 116,990
117,346 117,279
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ENDO PHARMACEUTICALS HOLDINGS INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(In thousands)

OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization
Stock-based compensation
Amortization of debt issuance costs and premium / discount

Selling, general and administrative expenses paid in shares of common stock

Deferred income taxes

Loss (gain) on disposal of property and equipment

Change in the fair value of acquisition-related contingent consideration
Loss on auction-rate securities rights

Gain on trading securities

Impairment of other indefinite-lived intangibles

Changes in assets and liabilities which provided (used) cash:
Accounts receivable

Inventories

Prepaid and other assets

Accounts payable

Accrued expenses

Other liabilities

Income taxes receivable/payable

Net cash provided by operating activities

INVESTING ACTIVITIES:

Purchases of property and equipment
Proceeds from sales of trading securities
Acquisition, net of cash acquired
Funding of acquisition-related escrow
Other investments

Net cash provided by (used in) investing activities

FINANCING ACTIVITIES:

Capital lease obligations repayments

Tax benefits of stock awards

Exercise of Endo Pharmaceuticals Holdings Inc. Stock Options
Principal payments on 6.25% convertible notes due July 2009
Purchase of common stock

Net cash (used in) provided by financing activities

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD
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Six Months Ended
June 30,
2010 2009
$111,815 $ 69,066
42,955 34,647
10,391 7,844
11,564 9,299
110 126
988 (18,521)
18 (190)
1,120 25,930
15,659 2,513
(15,420) (4,816)
13,000
(30,860) (49,110)
(387) (3,354)
(2,601) 11,856
3,072 (10,655)
27,542 44,583
(329) 1,213
(12,281) 20,141
176,356 140,572
(6,166) (6,012)
161,775 7,050
(249,546)
(175,000)
(824) (1,250)
154,785 (424,758)
(172) (119)
452 675
2,452 6,536
(3,610)
(50,064)
(47,332) 3,482
283,809 (280,704)
708,462 775,693
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CASH AND CASH EQUIVALENTS, END OF PERIOD

SUPPLEMENTAL INFORMATION:

Interest paid

Income taxes paid

SCHEDULE OF NON-CASH INVESTING AND FINANCING ACTIVITIES
Accrual for purchases of property and equipment

See Notes to Condensed Consolidated Financial Statements.
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$992,271

$ 9,012
$ 79,701

$ 2,238

@D P

494,989

21,021
55,566

1,111

11
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ENDO PHARMACEUTICALS HOLDINGS INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2010
NOTE 1. BASIS OF PRESENTATION

The accompanying unaudited Condensed Consolidated Financial Statements have been prepared in accordance with generally accepted
accounting principles for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X of the Securities
and Exchange Commission for interim financial information. Accordingly, they do not include all of the information and footnotes required by
generally accepted accounting principles for complete financial statements. In the opinion of management, the accompanying Condensed
Consolidated Financial Statements of Endo Pharmaceuticals Holdings Inc. (the Company or we, our, us, or Endo) and its subsidiaries, which are
unaudited, include all normal and recurring adjustments considered necessary to present fairly the Company s financial position as of June 30,
2010 and the results of our operations and our cash flows for the periods presented. Operating results for the three-month and six-month period
ended June 30, 2010 is not necessarily indicative of the results that may be expected for the year ending December 31, 2010.

On February 23, 2009, the Company acquired Indevus Pharmaceuticals, Inc. (now, Endo Pharmaceuticals Solutions Inc.). Accordingly, as of
February 23, 2009, all of the assets acquired and liabilities assumed were recorded at their respective fair values and our six month period ended
June 30, 2009 s condensed consolidated results of operations include Endo Pharmaceuticals Solutions Inc. s operating results from February 23,
2009 through June 30, 2009.

On July 2, 2010 (referred to as the HealthTronics Acquisition Date), Endo completed its initial tender offer (the Offer) for all outstanding shares
of common stock, par value $0.01 per share (the Shares), of HealthTronics, at a price of $4.85 per Share. On the HealthTronics Acquisition
Date, Endo acquired a controlling financial interest in HealthTronics. On July 12, 2010, Endo completed its acquisition of HealthTronics for
approximately $212.9 million in aggregate cash consideration for 100% of the outstanding shares.

NOTE 2. RECENT ACCOUNTING PRONOUNCEMENTS
Recently Adopted Accounting Pronouncements

The Company adopted new authoritative guidance on variable interests effective January 1, 2010. The amendments change the process for how
an enterprise determines which party consolidates a variable interest entity (a VIE) to a primarily qualitative analysis. The party that consolidates
the VIE (the primary beneficiary) is defined as the party with (1) the power to direct activities of the VIE that most significantly affect the VIE s
economic performance and (2) the obligation to absorb losses of the VIE or the right to receive benefits from the VIE. Upon adoption, reporting
enterprises must reconsider their conclusions on whether an entity should be consolidated and should a change result; the effect on net assets will
be recorded as a cumulative effect adjustment to retained earnings. This pronouncement did not have a material impact on the Company s
consolidated financial statements.

The Company elected to adopt early the new authoritative guidance on revenue recognition effective January 1, 2010. The guidance provides
greater ability to separate and allocate arrangement consideration in a multiple element revenue arrangement. In addition, it will require the use
of estimated selling price to allocate arrangement considerations, therefore eliminating the use of the residual method of accounting. The
Company has elected to prospectively adopt these provisions. Our adoption of this pronouncement did not have a material impact on the
Company s consolidated financial statements.

Table of Contents 12
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ENDO PHARMACEUTICALS HOLDINGS INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(UNAUDITED)

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2010

The Company adopted the new authoritative guidance on convertible debt instruments that may be settled in cash or other assets on conversion
as of January 1, 2009. The guidance requires that issuers of convertible debt instruments that may be settled in cash or other assets on conversion
to separately account for the liability and equity components of the instrument in a manner that will reflect the entity s nonconvertible debt
borrowing rate on the instrument s issuance date when interest cost is recognized in subsequent periods. Our Convertible Notes are within the
scope of this new guidance. Therefore, we are required to separate the debt portion of our Convertible Notes from the equity portion at their fair
value retrospective to the date of issuance and amortize the resulting discount into interest expense over the life of the debt. The provisions of
the guidance are to be applied retrospectively to all periods presented upon adoption and became effective for fiscal years beginning after
December 15, 2008, and interim periods within those fiscal years. The adoption will result in the recognition of approximately $138.7 million of
additional interest expense, on a pre-tax basis, over the life of our Convertible Notes. See Note 12 for further details.

The Company adopted the new authoritative guidance on interim disclosure about fair value of financial instruments beginning with the period
ending June 30, 2009. The guidance amends previous authoritative guidance by requiring disclosures with respect to the fair value of financial
instruments in interim and annual financial statements. The adoption did not have a material effect on the Company s consolidated results of
operations or financial condition; however it did result in enhanced disclosures about fair value of financial instruments in our interim financial
statements. See Note 3 for further details.

NOTE 3. FAIR VALUE MEASUREMENTS

The financial instruments recorded in our Condensed Consolidated Balance Sheets include cash and cash equivalents, accounts receivable,
marketable securities, auction-rate securities rights, equity and cost method investments, accounts payable, acquisition related contingent
consideration and our debt obligations. Included in cash and cash equivalents are money market funds representing a type of mutual fund
required by law to invest in low-risk securities (for example, U.S. government bonds, U.S. Treasury Bills and commercial paper). Money market
funds are structured to maintain the fund s net asset value at $1 per unit, which assists in ensuring adequate liquidity upon demand by the
holder. Money market funds pay dividends that generally reflect short-term interest rates. Thus, only the dividend yield fluctuates. Due to their
short-term maturity, the carrying amounts of cash and cash equivalents, accounts receivable and accounts payable approximate their fair values.

Table of Contents 13
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ENDO PHARMACEUTICALS HOLDINGS INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(UNAUDITED)

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2010

The following table presents the carrying amounts and estimated fair values of our other financial instruments for the six-months ended June 30,
2010 and year ended December 31, 2009 (in thousands):

June 30, 2010 December 31, 2009

Carrying Amount Fair Value Carrying Amount Fair Value
Current assets:
Auction-rate securities $ $ $ 25,275 $ 25275
Auction-rate securities rights 15,659 15,659
Long-term assets:
Auction-rate securities 17,695 17,695 207,334 207,334
Equity securities 4,315 4,315 4,458 4,458
Equity and cost method investments 30,716 N/A 30,236 N/A

$ 52,726 $ 282,962

Long-term liabilities:
Acquisition-related contingent consideration $ (59,590) $ (59,590) $ (58,470) $ (58,470)
1.75% Convertible Senior Subordinated Notes Due 2015 (269,402) (271,043) (260,279) (277,651)
Non-recourse Notes Payable (62,068) (61,362) (62,255) (61,896)
Minimum Voltaren® Gel royalties due to Novartis (51,772) (51,772) (49,996) (49,996)

$(442,832) $ (443,767) $ (431,000) $(448,013)

Equity securities consist of publicly traded common stock the value which is based on a quoted market price. These securities are not held to
support current operations and are therefore classified as non-current assets. The acquisition-related contingent consideration represents amounts
payable to the former shareholders under contingent cash consideration agreements relating to the development of Aveed™ and octreotide (see
Note 5 for further details). These amounts are required to be measured at fair value on a recurring basis. The fair value of our 1.75% Convertible
Senior Subordinated Notes is based on an income approach known as the binomial lattice model which incorporated certain inputs and
assumptions, including scheduled coupon and principal payments, the conversion feature inherent in the Convertible Notes, the put feature
inherent in the Convertible Notes, and a stock price volatility of 36% that was based on historic volatility of the Company s common stock and
other factors. The Non-recourse Notes were recorded at fair value as of February 23, 2009, the date we acquired Indevus. Fair value was
determined using an income approach (present value technique). The Non-recourse Notes due in 2024 are being amortized down to their face
value at maturity of $57.0 million (see Note 12 for further details). The fair value of our Non-recourse Notes at June 30, 2010 was determined
using an income approach (present value technique) consistent with the methodology used as of February 23, 20009.

The minimum Voltaren® Gel royalty due to Novartis AG was recorded at fair value at inception during 2008 using an income approach (present
value technique) and is being accreted up to the maximum potential future payment of $60.0 million. The Company is not aware of any events or
circumstances that would have a significant effect on the fair value of this Novartis AG liability. We believe the carrying amount of this
minimum royalty guarantee at June 30, 2010 and December 31, 2009 represents a reasonable approximation of the price that would be paid to
transfer the liability in an orderly transaction between market participants at the measurement date. Accordingly, the carrying value
approximates fair value as of June 30, 2010 and December 31, 2009. The fair value of equity method and cost method investments is not readily
available nor have we estimated the fair value of these investments and disclosure is not required. The Company is not aware of any identified
events or changes in circumstances that would have a significant adverse effect on the carrying value of our one $20.8 million cost method
investment.
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As of June 30, 2010, the Company held certain assets and liabilities that are required to be measured at fair value on a recurring basis, including
money market funds, available-for-sale securities and trading securities, auction-rate securities rights, and acquisition-related contingent
consideration. Fair value guidance establishes a three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair value. These
tiers include:

Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by observable
market data for substantially the full term of the assets or liabilities.

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or
liabilities.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(UNAUDITED)

ENDO PHARMACEUTICALS HOLDINGS INC.

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2010

The Company s financial assets and liabilities measured at fair value on a recurring basis at June 30, 2010 and December 31, 2009, respectively,

were as follows (in thousands):

June 30, 2010

Assets:

Money market funds
Auction-rate securities
Equity securities

Total

Liabilities:

Acquisition-related contingent consideration long-term

Total

December 31, 2009
Assets:

Money market funds
Auction-rate securities

Auction-rate securities rights

Equity securities
Total

Liabilities:

Acquisition-related contingent consideration long-term

Total

Table of Contents

Fair Value Measurements at Reporting Date Using

Quoted Prices in
Active
Markets
for
Identical
Assets
(Level 1)

$ 241,320

4,315

$ 245,635

Fair Value Measurements at Reporting Date Using

Quoted Prices in
Active
Markets
for
Identical
Assets
(Level 1)

$279,772
25,275

4,458

$ 309,505

Significant Other
Observable
Inputs (Level
2)

Significant Other
Observable
Inputs (Level
2)

Significant
Unobservable
Inputs (Level 3)

$
17,695
$ 17,695
(59,590)
$ (59,590)

Significant
Unobservable
Inputs (Level 3)

$
207,334
15,659
$ 222,993
(58,470)
$ (58,470)

Total

$ 241,320
17,695
4,315

$ 263,330

$ (59.590)

$ (59,590)

Total

$279,772
232,609
15,659
4,458

$532,498

$ (58,470)

$ (58,470)
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Overview of Auction-Rate Securities

Auction-rate securities are long-term variable rate bonds tied to short-term interest rates. After the initial issuance of the securities, the interest
rate on the securities is reset periodically, at intervals established at the time of issuance (e.g., every seven, twenty-eight, or thirty-five days;
every six months; etc.). In an active market, auction-rate securities are bought and sold at each reset date through a competitive bidding process,
often referred to as a Dutch auction . Auctions are successful when the supply and demand of securities are in balance. Financial institutions
brokering the auctions would also participate in the auctions to balance the supply and demand. Beginning in the second half of 2007, auctions
began to fail for specific securities and in mid-February 2008 auction failures became common, prompting market participants, including
financial institutions, to cease or limit their exposure to the auction-rate market. Given the current negative liquidity conditions in the global
credit markets, the auction-rate securities market has become inactive. Consequently, our auction-rate securities are currently illiquid through the
normal auction process. As a result of the inactivity in the market, quoted market prices and other observable data are not available or their
utility is limited.

At June 30, 2010, the Company determined that the market for its auction-rate securities was still inactive. That determination was made
considering that there are very few observable transactions for the auction-rate securities or similar securities, the prices for transactions that

have occurred are not current, and the observable prices for those transactions to the extent they exist vary substantially either over time or among
market makers, thus reducing the potential usefulness of those observations. In addition, the current lack of liquidity prevents the Company from
comparing our securities directly to securities with quoted market prices.

Overview of Auction-Rate Securities Rights

In October 2008, UBS AG (UBS) made an offer (the UBS Offer) to the Company and other clients of UBS Securities LLC and UBS Financial
Services Inc. (collectively, the UBS Entities), pursuant to which the Company received auction-rate securities rights (the Rights) to sell to UBS
all auction-rate securities held by the Company as of February 13, 2008 in a UBS account (the Eligible Auction-Rate Securities). The Rights
permitted the Company to require UBS to purchase the Eligible Auction-Rate Securities for a price equal to par value plus any accrued but
unpaid dividends or interest beginning on June 30, 2010 and ending on July 2, 2012. As of June 30, 2010, we exercised the Rights and on July 1,
2010 received cash for our remaining UBS portfolio at par. Accordingly, our UBS auction-rate securities were reclassified into a current
receivable and $68.6 million was included within Prepaid expenses and other current assets within the condensed consolidated balance sheet as
of June 30, 2010. The remaining $18.8 million of our auction-rate securities portfolio, at par-value, are not held in a UBS account and therefore
were not subject to the UBS Offer.

Acceptance of the UBS Offer constituted a substantive change in facts and circumstances that altered the Company s view that it intended to hold
the impaired securities until their anticipated recovery. Accordingly, we could no longer assert that we had the intent to hold the auction-rate
securities until anticipated recovery. As a result, during the fourth quarter of 2008, we recognized an other-than-temporary impairment charge
recorded in earnings. The charge was measured as the difference between the par value and fair value of the auction-rate securities on

November 10, 2008. Previously recognized declines in fair value associated with the Eligible Auction-Rate Securities that were determined to be
temporary were transferred out of other comprehensive income and charged to earnings as part of the impairment charge.
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Acceptance of the UBS Offer created an enforceable legal right by and between the Company and UBS. The UBS Offer was a legally separate
contractual agreement and was non-transferable. The Rights were not readily convertible to cash and did not provide for net settlement.
Accordingly, the Rights did not meet the definition of a derivative instrument and were treated as a freestanding financial instrument.
Accordingly, during the fourth quarter of 2008, the Company recognized an asset, measured at fair value, with the resultant gain recorded in
earnings.

Subsequent Accounting for Auction-Rate Securities and Auction-Rate Securities Rights

As a result of the acceptance of the UBS Offer, we recognized an other than temporary impairment charge as of December 31, 2008 of
approximately $26.4 million that is included in Other (income) expense, net in the Consolidated Statements of Operations.

Concurrent with the acceptance of the UBS offer, the Company made a one-time election to re-classify the Eligible Auction-Rate Securities
from an available-for-sale security to a trading security. The Company made the election to transfer the securities into trading after considering
the unprecedented failure of the entire market for auction-rate securities and the broad-reaching legal settlements that have been agreed to by
certain broker-dealers and securities regulators. Subsequent changes to the fair value of these trading securities resulted in $13.7 million and
$15.4 million, respectively, of income during the three and six months ended June 30, 2010 and additional income of $10.9 million and $4.8
million, respectively, during the three and six months ended June 30, 2009, and were recorded in other expense and other income, net in the
Condensed Consolidated Statements of Operations.

During 2008, we elected the fair value option for our auction-rate securities rights. As a result of our election, the fair value of the auction-rate
securities rights are re-measured each reporting period with the corresponding changes in fair value reported in earnings. Since the auction-rate
securities rights are freestanding financial instruments, they do not affect the separate determination of the fair value of the Eligible
Auction-Rate Securities. However, in management s view, the auction-rate securities rights act as an economic hedge against further fair value
changes in the Eligible Auction-Rate Securities. At June 30, 2010, the fair value of our auction-rate securities rights were written off to the
income statement as a result of the execution of the Rights. Accordingly, the decrease in fair value for the three and six months ended June 30,
2010 of $13.8 million and $15.7 million, respectively, was recognized as a charge to earnings and included in Other income, net in the
Condensed Consolidated Statements of Operations.

Valuation of the Auction-Rate Securities

The Company has determined that an income approach (present value technique) that maximizes the use of observable market inputs is the
preferred approach to measuring the fair value of our securities. Specifically, the Company used the discount rate adjustment technique to
determine an indication of fair value.

To calculate a price for our auction-rate securities, the Company calculates duration to maturity, coupon rates, market required rates of return
(discount rate) and a discount for lack of liquidity in the following manner:

The Company identifies the duration to maturity of the auction-rate securities as the time at which principal is available to the
investor. This can occur because the auction-rate security is paying a coupon that is above the required rate of return, and the
Company treats the security as being called. It can also occur because the market has returned to normal and the Company treats the
auctions as having recommenced. Lastly, and most frequently, the Company treats the principal as being returned as prepayment
occurs and at the maturity of the security. The weighted average life used for each security representing time to maturity ranges from
five to eight years. The weighted average life measured across the entire auction-rate portfolio is approximately eight years.
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The Company calculates coupon rates based on estimated relationships between the maximum coupon rate (the coupon rate in event
of a failure) and market interest rates. The representative coupon rate on June 30, 2010 was 4.91% for the remaining securities. The
Company calculates appropriate discount rates for securities that include base interest rates, index spreads over the base rate, and
security-specific spreads. These spreads include the possibility of changes in credit risk over time. At June 30, 2010, the base rate for
our securities applied to our securities was 167 basis points.

The Company believes that a market participant would require an adjustment to the required rate of return to adjust for the lack of
liquidity. We do not believe it is unreasonable to assume a 150 basis points adjustment to the required rate of return and a term of
either three, four or five years to adjust for this lack of liquidity. The increase in the required rate of return decreases the prices of the
securities. However, the assumption of a three, four or five-year term shortens the times to maturity and increases the prices of the
securities. The Company has evaluated the impact of applying each term and the reasonableness of the range indicated by the results.
The Company chose to use a four-year term to adjust for the lack of liquidity as we believe it is the point within the range that is
most representative of fair value. The Company s conclusion is based in part on the fact that the fair values indicated by the results
are reasonable in relation to each other given the nature of the securities and current market conditions.
At June 30, 2010, the fair value of our auction-rate securities, as determined by applying the above described discount rate adjustment technique,
was approximately $17.7 million, representing a six percent (6%), or $1.1 million discount from their original purchase price or par value. This
compares to approximately $232.6 million, representing a 7%, or $16.5 million discount from their original purchase price or par value at
December 31, 2009. We believe we have appropriately reflected our best estimate of the assumptions that market participants would use in
pricing the assets in a current transaction to sell the asset at the measurement date. Accordingly, the carrying value of our auction-rate securities
at June 30, 2010 and December 31, 2009 were reduced by approximately $1.1 million and $16.5 million, respectively. These adjustments
appropriately reflect the changes in fair value, which the Company attributes to liquidity issues rather than credit issues.
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The portion of this decline in fair value related to the Eligible Auction-Rate Securities was recorded in earnings as an other-than-temporary
impairment charge or as changes in the fair value of trading securities. The Company has assessed the portion of the decline in fair value not
associated with the Eligible Auction-Rate Securities to be temporary due to the financial condition and near-term prospects of the underlying
issuers, our intent and ability to retain our investment in the issuers for a period of time sufficient to allow for any anticipated recovery in market
value and based on the extent to which fair value is less than par. Accordingly, we recorded a $0.01 million loss and a $0.6 million gain in
shareholders equity in accumulated other comprehensive loss as of June 30, 2010 and December 31, 2009, respectively. Securities not subject to
the UBS Offer are analyzed each reporting period for other-than-temporary impairment factors. Any future fluctuation in fair value related to
these instruments that the Company judges to be temporary, including any recoveries of previous write-downs, would be recorded to other
comprehensive income. If the Company determines that any future valuation adjustment was other-than-temporary, it would record a charge to
earnings as appropriate. However, there can be no assurance that our current belief that the securities not subject to the UBS Offer will recover
their value will not change.

Valuation of the Auction-Rate Securities Rights

The Company has determined that an income approach (present value technique) that maximizes the use of observable market inputs is the
preferred approach to measuring the fair value of the auction-rate securities rights. Specifically, the Company used the discount rate adjustment
technique to determine an indication of fair value.

The values of the Rights at December 31, 2009 were estimated as the value of a portfolio designed to approximate the cash flows of the UBS
Agreement. The portfolio consists of a bond issued by UBS that will mature equal to the face value of the auction-rate securities, a series of
payments that will replicate the coupons of the auction-rate securities, and a short position in the callable auction-rate security. If the UBS
agreement is in the money on the exercise date, then both the UBS agreement and the replicating portfolio will be worth the difference between
the par value of the ARS and the market value of the ARS. If the UBS agreement is out of the money on the exercise date, then both the
replicating portfolio and the UBS agreement will have no value.

For purposes of valuing the UBS bond, management selected a required rate of return for a UBS obligation based on market factors including
relevant credit default spreads. The rate of return for the auction-rate securities is determined as described above under Valuation of the
Auction-Rate Securities and is used to determine the present value of the coupons of the auction-rate security.

At June 30, 2010, the fair value of our auction-rate securities rights were adjusted to $0 due to the Rights being exercised and the associated
UBS securities being sold as of June 30, 2010. For comparable 2009 periods, the Company chose to use a four-year term to adjust for the lack of
liquidity on the auction-rate securities as we believe it is the point within the range that is most representative of fair value. Accordingly, the
same term was used when valuing the Rights. We believe we have appropriately reflected our best estimate of the assumptions that market
participants would use in pricing the asset in a current transaction to sell the asset at the measurement date.

The following table presents changes to the Company s financial assets measured at fair value on a recurring basis using significant unobservable
inputs (Level 3) for the three months ended June 30, 2010 and 2009 (in thousands):

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Auction-rate Auction-rate
Securities Securities Rights Total
Balance at April 1, 2010 $ 186,851 $ 13,749 $ 200,600
Securities sold or redeemed (182,850) (182,850)
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Securities purchased or acquired
Transfers in and/or (out) of Level 3

Changes in fair value recorded in earnings 13,714 (13,749)

Unrealized gain included in other comprehensive loss (20)

Balance at June 30, 2010 $ 17,695 $ $
9
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(20)

17,695
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Liabilities:

Balance at April 1, 2010

Amounts acquired or issued

Transfers in and/or (out) of Level 3
Changes in fair value recorded in earnings

Balance at June 30, 2010

Balance at April 1, 2009

Securities sold or redeemed

Securities purchased or acquired

Transfers in and/or (out) of Level 3

Changes in fair value recorded in earnings
Unrealized gain included in other comprehensive loss

Balance at June 30, 2009

Liabilities:

Balance at April 1, 2009

Amounts acquired or issued

Transfers in and/or (out) of Level 3
Changes in fair value recorded in earnings

Balance at June 30, 2009

Fair Value Measurements
Using Significant
Unobservable Inputs
(Level 3)
Acquisition-related
Contingent Consideration

$ (59,360)
(230)
$ (59,590)

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Auction-rate Auction-rate

Securities Securities Rights Total

$ 227,670 $ 33,587 $261,257
(400) (400)
(850) (850)

10,910 (8,779) 2,131

440 440

$ 237,770 $ 24,808 $262,578

Fair Value Measurements
Using Significant
Unobservable Inputs
(Level 3)
Acquisition-related
Contingent Consideration

$ (188,020)
(25,930)
$ (213,950)

The following table presents changes to the Company s financial assets measured at fair value on a recurring basis using significant unobservable
inputs (Level 3) for the six months ended June 30, 2010 and 2009 (in thousands):
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Balance at January 1, 2010

Securities sold or redeemed

Securities purchased or acquired

Transfers in and/or (out) of Level 3

Changes in fair value recorded in earnings
Unrealized gain included in other comprehensive loss

Balance at June 30, 2010

Table of Contents

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Auction-rate Auction-rate
Securities Securities Rights Total
$ 207,334 $ 15,659 $ 222,993
(205,050) (205,050)
15,420 (15,659) (239)
©)) ©))
$ 17,695 $ $ 17,695

10
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Fair Value Measurements
Using Significant
Unobservable Inputs
(Level 3)
Acquisition-related
Contingent Consideration
Liabilities:
Balance at January 1, 2010 $ (58,470)
Amounts acquired or issued
Transfers in and/or (out) of Level 3
Changes in fair value recorded in earnings (1,120)

Balance at June 30, 2010 $ (59,590)

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Auction-rate Auction-rate
Securities Securities Rights Total
Balance at January 1, 2009 $ 234,005 $ 27,321 $261,326
Securities sold or redeemed (550) (550)
Securities purchased or acquired
Transfers in and/or (out) of Level 3 (850) (850)
Changes in fair value recorded in earnings 4,816 (2,513) 2,303
Unrealized gain included in other comprehensive loss 349 349
Balance at June 30, 2009 $237,770 $ 24,808 $262,578
Fair Value Measurements
Using Significant
Unobservable Inputs
(Level 3)
Acquisition-related
Contingent Consideration

Liabilities:

Balance at January 1, 2009 $

Amounts acquired or issued (188,020)

Transfers in and/or (out) of Level 3

Changes in fair value recorded in earnings (25,930)

Balance at June 30, 2009 $ (213,950)

At June 30, 2010, the fair value of the Company s trading securities was $0. The following is a summary of available-for-sale securities held by
the Company as of June 30, 2010 and December 31, 2009 (in thousands):
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June 30, 2010:
Money market funds

Total included in cash and cash equivalents
Auction-rate securities
Equity securities

Long-term available-for-sale securities
Total available-for-sale securities

Table of Contents

Amortized
Cost

$ 241,320

241,320
18,800
5,564

24,364
$ 265,684

11

Available-for-sale

Gross
Unrealized
Gains

Gross
Unrealized
(Losses)

$

(1,105)
(1,248)

(2,353)
$ (2353)

Fair
Value

$ 241,320

241,320
17,695
4,315

22,010
$ 263,330
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December 31, 2009:
Money market funds

Total included in cash and cash equivalents
Auction-rate securities
Equity securities

Long-term available-for-sale securities
Total available-for-sale securities

Table of Contents

Amortized
Cost

$279,772

279,772
18,800
5,564

24,364
$ 304,136

12

Available-for-sale
Gross Gross
Unrealized Unrealized
Gains (Losses)

$ $

(1,096)
(1,106)

(2,202)
$ $ (2,202)

Fair
Value

$279,772

279,772
17,704
4,458

22,162
$301,934
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During the six-month period ended June 30, 2010, we sold $230.3 million of auction-rate securities at par value. During the three-month period
ended June 30, 2010, we sold $197.9 million of auction-rate securities at par value. There were no realized holding gains and losses resulting
from the sales of our auction rate securities and variable rate demand obligations during the period ended June 30, 2010 and 2009. The cost of
securities sold is based on the specific identification method.

The underlying assets of our auction-rate securities are student loans. Student loans are insured by the Federal Family Education Loan Program,
or FFELP.

The following table sets forth the fair value of our long-term auction-rate securities by type of security and underlying credit rating as of
June 30, 2010 and December 31, 2009 (in thousands):

Underlying Credit Rating(1)

AAA A B2 Ba2 Baa3 Total
As of June 30, 2010:
Underlying security:
Student loans $ 17,695 $ $ $ $ $ 17,695
Total auction-rate securities included in long-term marketable securities $ 17,695 $ $ $ $ $ 17,695

Underlying Credit Rating(1)

AAA A B2 Ba2 Baa3 Total
As of December 31, 2009:
Underlying security:
Student loans $130,861 $51,781 $9,934 $7,201 $7,557 $207,334
Total auction-rate securities included in long-term marketable securities $130,861 $51,781 $9,934 $7,201 $7,557 $207,334

(1)  Our auction-rate securities maintain split ratings. For purposes of this table, securities are categorized according to their lowest rating.

As of June 30, 2010, the yields on our long-term auction-rate securities ranged from 0.62% to 0.633%. These yields represent the predetermined
maximum reset rates that occur upon auction failures according to the specific terms within each security s prospectus. As of June 30, 2010, the

weighted average yield for our long-term auction-rate securities was 0.626%. Total interest recognized on our auction-rate securities during the

six-months ended June 30, 2010, and 2009 was $0.6 million and $1.5 million, respectively. The issuers have been making interest payments

promptly.

The amortized cost and estimated fair value of available-for-sale debt and equity securities by contractual maturities are shown below (in
thousands). Actual maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations with or
without call or prepayment penalties.
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Available-for-sale debt securities:
Due in less than 1 year

Due in 1 to 5 years

Due in 5 to 10 years

Due after 10 years

Equity securities

Total
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June 30, 2010

13

Amortized
Cost

18,800
5,564

$ 24,364

Fair
Value

17,695
4,315

$22,010

December 31, 2009

Amortized
Cost

18,800
5,564

$ 24,364

Fair
Value

17,704
4,458

$22,162
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Nonrecurring Fair Value Measurements

The Company s financial assets measured at fair value on a nonrecurring basis at June 30, 2010 were as follows (in thousands):

Fair Value Measurements at June 30, 2010

Using
Quoted Prices in
Active
Markets
for
Identical Significant Other Significant
Assets Observable Unobservable
(Level Inputs Inputs Total
1) (Level 2) (Level 3) Loss
Assets:
Pagoclone indefinite-lived intangible asset $ $ $ 8,000 $ (13,000)
Total $ $ $ 8,000 $ (13,000)

In September 2008, Indevus Pharmaceuticals, Inc. (Indevus), which the Company acquired in 2009, entered into a Development, License and
Commercialization Agreement (the Teva agreement), with Teva Pharmaceutical Industries Ltd. (Teva) for the exclusive, worldwide rights to
pagoclone. Under the terms of the Teva Agreement, the Company conducted, and Teva reimbursed expenses for a Phase IIb study for stuttering.
Teva would have then been responsible for the conduct of all remaining development and commercialization, including the Phase III program.
Additionally, the Company would have received royalties on net sales, in addition to milestone payments. In May 2010, following the
completion of the phase IIb study, Teva terminated the Teva agreement. As a result of the termination, all rights to pagoclone were returned to
the Company.

Due to the termination of the Teva agreement, as well as our preliminary analysis of the completed phase IIb study, the Company concluded that
an impairment assessment was required to evaluate the recoverability of the indefinite-lived intangible asset as of June 30, 2010. To estimate fair
value, we assessed the product s indication and targeted population of eligible recipients, the future probability of regulatory approval, relative
timing of commercialization, and estimates of the amount and timing of future cash flows. To calculate the fair value of the pagoclone intangible
asset, the Company used an income approach using a discounted cash flow model considering management s current evaluation of the above
mentioned factors. The Company utilized a probability-weighted cash flow model using a present value discount factor of 17% which we
believe to be commensurate with the overall risk associated with this particular product. The cash-flow models included our best estimates of
future FDA approval associated with the indication and population of eligible recipients. The Company presently believes that the level and
timing of cash flows assumed, discount rate, and probabilities of success appropriately reflect market participant assumptions.

The fair value of the pagoclone intangible asset was determined to be $8.0 million. Accordingly, the Company recorded a pre-tax non-cash
impairment charge of $13.0 million for the three months ended June 30, 2010, representing the difference between the carrying value of the
intangible asset and its estimated fair value. The impairment charge was recognized in earnings and included the Impairment of other intangible
assets line item in the Condensed Consolidated Statements of Operations. Changes in any of our assumptions may result in a further reduction to
the estimated fair value of the pagoclone intangible asset and could result in additional and potentially full future impairment charges of up to
$8.0 million.

NOTE 4. INVENTORIES
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Inventories are comprised of the following at June 30, 2010 and December 31, 2009, respectively (in thousands):

Raw materials
Work-in-process
Finished goods

Total

Table of Contents

June 30,
2010
$12,419
23,910
48,951

$ 85,280

14

December 31,
2009

$ 8,510

25,799

50,584

$ 84,893
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NOTE 5. ACQUISITIONS
Indevus Pharmaceuticals, Inc.

On February 23, 2009 (the Acquisition Date), the Company completed its initial tender offer (the Offer) for all outstanding shares of common
stock of Indevus. Through purchases in tender offer periods, the exercise of a top-up option and a subsequent merger (the Merger), the Company
completed its acquisition of Indevus on March 23, 2009, at which time Indevus became a wholly-owned subsidiary of the Company.

The Indevus Shares were purchased at a price of $4.50 per Indevus Share, net to the seller in cash, plus contractual rights to receive up to an
additional $3.00 per Indevus Share in contingent cash consideration payments, pursuant to the terms of the Agreement and Plan of Merger, dated
as of January 5, 2009. Accordingly, the Company paid approximately $368 million in aggregate initial cash consideration for the Indevus Shares
and entered into the Aveed™ Contingent Cash Consideration Agreement and the Octreotide Contingent Cash Consideration Agreement (each as
defined in the Merger Agreement), providing for the payment of up to an additional $3.00 per Indevus Share in contingent cash consideration
payments, in accordance with the terms of the Offer. The total cost to acquire all outstanding Indevus Shares pursuant to the Offer and the
Merger could be up to an additional approximately $267 million, if Endo is obligated to pay the maximum amounts under the Aveed™
Contingent Cash Consideration Agreement and the Octreotide Contingent Cash Consideration Agreement.

Management believes the Company s acquisition of Indevus is particularly significant because it reflects our commitment to expand our business
beyond pain management into complementary medical areas where we believe we can be innovative and competitive. The combined company
markets products through four field sales forces and has the capability to develop innovative new therapies using a novel drug delivery
technology.

The operating results of Indevus from February 23, 2009 are included in the accompanying condensed consolidated statements of operations.
The consolidated balance sheet as of December 31, 2009 reflects the acquisition of Indevus, effective February 23, 2009, the date the Company
obtained control of Indevus. The acquisition date fair value of the total consideration transferred was $540.9 million, which consisted of the
following (in thousands):

Fair Value of

Consideration

Transferred
Cash $ 368,034
Contingent consideration 172,860
Total $ 540,894

As of June 30, 2010 and December 31, 2009, the fair value of the contingent consideration is $59.6 million and $58.5 million, respectively.

In the event that the Company receives an approval letter from the FDA with respect to the Aveed™ NDA on or before the third anniversary of
the time at which we purchased the Indevus Shares in the Offer, then the Company will, subject to the terms described below, (i) pay an
additional $2.00 per Indevus Share to the former stockholders of Indevus, if such approval letter grants the right to market and sell Aveed™
immediately and provides labeling for Aveed™ that does not contain a boxed warning (AvéédWith Label) or alternatively, (ii) pay an
additional $1.00 per Indevus Share, if such approval letter grants the right to market and sell Aveed™ immediately and provides labeling for

Aveed " that contains a boxed warning (AvetTt(]\l‘l Without Label). In the event that either an Aveed " With Label approval or an Aveed
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Without Label approval has not been obtained prior to the third anniversary of the closing of the Offer, then the Company will not pay, and the
former Indevus stockholders will not receive, any payments under the Aveed™ Contingent Cash Consideration Agreement.

Further, in the event that the Aveed™ Without Label approval is received and subsequently, Endo and its subsidiaries publicly report audited
financial statements which reflect net sales of Aveed™ of at least $125.0 million in the aggregate for any four consecutive calendar quarters on
or prior to the fifth anniversary of the date of the first commercial sale of Aveed™ (Aveed™ Net Sales Event), then the Company will, subject
to the terms described below, pay an additional $1.00 per Indevus Share to the former stockholders of Indevus. In the event that the Aveed™
Net Sales Event does not occur prior to the fifth anniversary of the date of the first commercial sale of Aveed™ then the Company will not pay,
and former Indevus stockholders will not receive, any additional amounts under the Aveed™ Contingent Cash Consideration Agreement.

15
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The range of the undiscounted amounts the Company could pay under the Aveed™ Contingent Cash Consideration Agreement is between $0
and approximately $175 million. The fair value of the contractual obligation to pay the Aveed™ contingent consideration recognized on the
Acquisition Date was $133.1 million. We determined the fair value of the obligation to pay the Aveed™ contingent consideration based on a
probability-weighted income approach. This fair value measurement is based on significant inputs not observable in the market and thus
represents a Level 3 measurement within the fair value hierarchy. Under the Aveed™ Contingent Cash Consideration Agreement, there are three
scenarios that could potentially lead to amounts being paid to the former stockholders of Indevus. These scenarios are (1) obtaining an Aveed™
With Label approval, (2) obtaining an Aveed ™ Without Label approval and (3) achieving the $125.0 million sales milestone on or prior to the
fifth anniversary of the date of the first commercial sale of Aveed™ should the Aveed™ Without Label approval be obtained. The fourth
scenario is Aveed™ not receiving approval within three years of the closing of the Offer, which would result in no payment to the former
stockholders of Indevus. Each scenario was assigned a probability based on the current regulatory status of Aveed™ . The resultant
probability-weighted cash flows were then discounted using a discount rate of U.S. Prime plus 300 basis points, which the Company believes is
appropriate and is representative of a market participant assumption. In May 2010, the Company met with the FDA to discuss our path-forward
as well as the understanding of the existing clinical data provided to the FDA. The Company expects to have further correspondence with the

FDA in the second half of 2010, the results of which could materially impact the fair value of the Aveed ™ contingent consideration liability
due to the potential to pay in the range of $0 to the maximum amount of $175 million under the Aveed™ Contingent Cash Consideration
Agreement. The fair value of the contractual obligation to pay the Aveed™ contingent consideration was $7.0 million and $7.5 million at

June 30, 2010 and December 31, 2009, respectively. Future changes in any of our assumptions could result in further volatility to the estimated
fair value of the acquisition-related contingent consideration. Such additional changes to fair value could materially impact our results of
operations in future periods.

Similarly, in the event that an approval letter from the FDA is received with respect to an octreotide NDA (such approval letter, the Octreotide
Approval) on or before the fourth anniversary of the closing of the Offer, then the Company will, subject to the terms described below, pay an
additional $1.00 per Indevus Share to the former stockholders of Indevus (such payment, the Octreotide Contingent Cash Consideration
Payment). In the event that an Octreotide Approval has not been obtained prior to the fourth anniversary of the closing of the Offer, then the
Company will not pay, and the former Indevus stockholders shall not receive, the Octreotide Contingent Cash Consideration Payment.

The range of the undiscounted amounts the Company could pay under the Octreotide Contingent Cash Consideration Agreement is between $0
and approximately $91 million. The fair value of the octreotide contractual obligation to pay the contingent consideration recognized on the
Acquisition Date was $39.8 million. We determined the fair value of the contractual obligation to pay the Octreotide Contingent Consideration
Payment based on a probability-weighted income approach. This fair value measurement is based on significant inputs not observable in the
market and thus represents a Level 3 measurement within the fair value hierarchy. Under the Octreotide Contingent Cash Consideration
Agreement, the two scenarios that require consideration are (1) Octreotide Approval on or before the fourth anniversary of the closing of the
Offer or (2) no Octreotide Approval on or before the fourth anniversary of the closing of the Offer. Each scenario was assigned a probability
based on the current development stage of octreotide. The resultant probability-weighted cash flows were then discounted using a discount rate
of U.S. Prime plus 300 basis points, which the Company believes is appropriate and is representative of a market participant assumption. The
fair value of the contractual obligation to pay the octreotide contingent consideration was approximately $44 million and $43 million at June 30,
2010 and December 31, 2009, respectively. Future changes in any of our assumptions could result in further volatility to the estimated fair value
of the acquisition-related contingent consideration. Such additional changes to fair value could materially impact our results of operations in
future periods.

In addition to the potential contingent payments under the Aveed™ Contingent Cash Consideration Agreement and the Octreotide Contingent
Cash Consideration Agreement, the Company has assumed a pre-existing contingent consideration obligation relating to Indevus s acquisition of
Valera Pharmaceuticals, Inc. (the Valera Contingent Consideration), which was consummated on April 18, 2007. The Valera Contingent
Consideration entitles former Valera shareholders to receive additional Indevus Shares based on an agreed upon conversion factor if FDA
approval of the octreotide implant for the treatment for acromegaly is achieved on or before April 18, 2012. Upon Endo s acquisition of Indevus,
each Valera shareholder s right to receive additional Indevus Shares was converted into the right to receive $4.50 per Indevus Share that such
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former Valera shareholder would have received plus contractual rights to receive up to an additional $3.00 per Indevus Share that such former
Valera shareholder would have received in contingent cash consideration payments under the Aveed™ Contingent Cash Consideration
Agreement and the Octreotide Contingent Cash Consideration Agreement. These amounts would only be payable to former Valera shareholders
if there were Octreotide Approval. The range of the undiscounted amounts the Company could pay with respect to the Valera Contingent
Consideration is between $0 and approximately $33 million.

The Company is accounting for the Valera Contingent Consideration in the same manner as if it had entered into that arrangement with respect
to its acquisition of Indevus. Accordingly, the fair value of the Valera Contingent Consideration recognized on the Acquisition Date was $13.7
million. Fair value was estimated based on a probability-weighted discounted cash flow model, or income approach. This fair value
measurement is based on significant inputs not observable in the market and thus represents a Level 3 measurement within the fair value
hierarchy. The fair value of the Valera Contingent Consideration is estimated using the same assumptions used for the Aveed™ Contingent Cash
Consideration Agreement and Octreotide Contingent Cash Consideration Agreement, except that the probabilities associated with the Valera
Contingent Consideration take into account the probability of obtaining the Octreotide Approval on or before the fourth anniversary of the
closing of the Offer. This is due to the fact that the Valera Contingent Consideration will not be paid unless Octreotide for the treatment of
acromegaly is approved prior to April 18, 2012. The fair value of the contractual obligation to pay the Valera contingent consideration was $9
million and $8 million at June 30, 2010 and December 31, 2009, respectively. Future changes in any of our assumptions could result in further
volatility to the estimated fair value of the acquisition-related contingent consideration. Such additional changes to fair value could materially
impact our results of operations in future periods.
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As of June 30, 2010, the aggregate fair values of the three acquisition-related contingent consideration liabilities increased by approximately
$1.1 million from December 31, 2009 primarily reflecting changes of our present value assumptions associated with our valuation model. The
increase in the liability was recorded as a loss and is included in the Acquisition-related items line item in the accompanying Condensed
Consolidated Statements of Operations.

The following table summarizes the fair values of the assets acquired and liabilities assumed at the Acquisition Date (in thousands):

February 23,
2009

Cash and cash equivalents $ 117,675
Accounts receivable 14,591
Inventories 17,157
Prepaid and other current assets 8,322
Property, plant and equipment 8,856
Other intangible assets 532,900
Deferred tax assets 167,749
Other non-current assets 1,331
Total identifiable assets $ 868,581
Accounts payable $ (5,116)
Accrued expenses (26,725)
Convertible notes (72,512)
Non-recourse notes (115,235)
Deferred tax liabilities (210,647)
Other non-current liabilities (18,907)
Total liabilities assumed (449,142)
Net identifiable assets acquired $ 419,439
Goodwill $ 121,455
Net assets acquired $ 540,894

The above fair values of assets acquired and liabilities assumed are based on the information that was available as of the Acquisition Date to
estimate the fair value of assets acquired and liabilities assumed.

The valuation of the intangible assets acquired and related amortization periods are as follows:

Valuation
(in millions)
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Amortization
Period
(in years)

In Process Research & Development:
Valstar (1) $ 88.0 n/a
Aveed "™M(2) 100.0 n/a
Octreotide 31.0 n/a
Pagoclone(3) 21.0 n/a
Pro2000(4) 4.0 n/a
Other 11.9 n/a
Total $ 2559 n/a
License Rights:
Hydron® Polymer $ 22.0 10
Vantas® 36.0 10
Sanctura® Franchise 94.0 12
Supprelin® LA 124.0 10
Other 1.0 4
Total $ 2770 11
Total other intangible assets $ 5329

(1) The FDA approved the SNDA for Valstar® subsequent to the Acquisition Date. Therefore, Valstar® was initially classified as in-process

research and development and subsequently transferred to License Rights upon obtaining FDA approval and is being amortized over a 15

year useful life.
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(2) Asaresult of the FDA s complete response letter related to our filed NDA, we performed an impairment analysis during the fourth quarter
ended December 31, 2009. The Company concluded there was a decline in the fair value of the indefinite-lived intangible. Accordingly,
we recorded a $65.0 million impairment charge. Changes in any of our assumptions may result in a further reduction to the estimated fair
value of the Aveed™ intangible asset resulting in additional and potentially full future impairment charges. Such additional impairment
charges could materially impact our results of operations in future periods.

(3) In May 2010, Teva terminated the development and licensing arrangement with the Company upon the completion of the Phase IIb study.
The Company concluded there was a decline in the fair value of the indefinite-lived intangible asset. Accordingly, we recorded a $13.0
million impairment charge.

(4) In December 2009, the Company s Phase III clinical trials for Pro2000 provided conclusive results that the drug was not effective. The
Company concluded there was no further value or alternative future uses associated with this indefinite-lived asset. Accordingly, we
recorded a $4.0 million impairment charge to write-off the Pro2000 intangible asset in its entirety.

The fair value of the in-process research and development assets and License Rights assets, with the exception of the Hydron® Polymer

Technology, were estimated using an income approach. Under this method, an intangible asset s fair value is equal to the present value of the

incremental after-tax cash flows (excess earnings) attributable solely to the intangible asset over its remaining useful life. To calculate fair value,

the Company used probability-weighted cash flows discounted at rates considered appropriate given the inherent risks associated with each type
of asset. The Company believes that the level and timing of cash flows appropriately reflect market participant assumptions. Cash flows were
generally assumed to extend either through or beyond the patent life of each product, depending on the circumstances particular to each product.

The fair value of the Hydron® Polymer Technology was estimated using an income approach, specifically known as the relief from royalty

method. The relief from royalty method is based on a hypothetical royalty stream that would be received if the Company were to out-license the

technology. The Hydron® Polymer Technology is currently used in the following products: Vantas®, Supprelin® LA and octreotide. Thus, we
derived the hypothetical royalty income from the projected revenues of those drugs. The fair value of the Hydron® Polymer Technology also
includes an existing royalty payable by the Company to certain third party partners based on the net sales derived from drugs that use the

Hydron® Polymer Technology. Discount rates applied to the estimated cash flows for all intangible assets acquired ranged from 13% to 20%,

depending o