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Numiber oft -

Market Presence in over 50 Countries

Key Markets
U.S., Europe, Asia Pacific and
Latin America

Key Customers

Poultry, cattle and swine integrators, feed-
mills and premix companies, animal health
distribution organizations, commercial fish
farmers and producers

$296

Over 100 Products 400
Antibiotics, antimicrobials, anticoc-

cidials for delivery in both feed and

water and vaccines for farmed fish

Key Products

BMD® Aureomycin® Bovatec®
Deccox™, Avatec® Alpha-ject®
vaccines

U.s.

Chicago Heights, Illinois;
Longmont, Colorado;
Willow Island, West Virginia

Europe
Oslo, Norway; Overhalla,
Norway




at-a-glance

> About Alpharma

Alpharma Inc. is a growing specialty pharmaceutical
company with market leading positions as a global
manufacturer and marketer of products for humans
and animals. Alpharma’‘s core elements include

a global human generics and active pharmaceutical
ingredients business, a growing branded products
business and an internationally recognized animal
health business, focused on products that enhance
food quality and safety for humans.

A i i e

={HUMaR PRarmaceuticals -
U.S. Humen Phermecauticals

Market leader in generic pharmaceutical
products in the U.S. with growing branded
business.

Humen Fharmaceuticals Internatiens)
Generies

Market leader in generic pharmaceutical
products in Europe with a growing
. presence.-in. Southeast Asia. -

Aetve Phermacauties] ingredients
Leading worldwide producer of
key active pharmaceutical ingredients.

- Animal Health

7

Leading global manufacturer and marketer
of pharmaceutical products for poultry,
swine and cattle producers; leading
producer of vaccines for farmed fish.




> Through great people, superior processes and innovative solutions, we will be a leading
company in making medicine accessible.

values

> Bias for Action—seizing opportunities and delivering results
> Teamwork—working together to exceed goals
> Courage—Ileading constructive change

> Integrity—acting on what is right

> Creativity—inspiring new ideas
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“Operating cash flow less capiral
expendineres and dividends,
= Excludes debt placement fees

Years Ended December 31,

(in millions, except per share data) 2003W 2002 2001 200004 1999
Profit and Loss
Net revenues $1,297 $1,231 $ 969 $ 893 $ 710
Operating income (loss) § 104 § @O $ 26 $ 125 $ 83
Net income (loss) from continuing operations § 23 $ ©Oh $ 37 $ 56 $ 30
Net income (loss) S 17 $ (100) $ (38) S 55 $ 30
Share Data
Diluted earnings (loss) per share:
Income (loss) from continuing operations $ 0.43 $(1.88) $(0.89) $ 1.50 $ 1.06
Net income (loss) $ 0.32 $(2.00 $(0.92) $ 1.47 $ 1.05
Average common shares outstanding (diluted) 52.0 49.8 40.9 475+ 28.1
Balance Sheet at December 31
Total assets $2,328 $2,297 $2,390 31,610 $1,152
Stockholders™ equity $1.135 $1,002 $ 890 $ 846 $ 342

(1) ncludes loss on extinguishment of debt after tax of $17.3 million ($0.33 per share).
(2) 2002 includes identified transactions of $145.5 million afler tax, or approximately $2.90 per share.
(3) 2001 results include identified transactions of $67.1 million after tax, or $1.64 per share related 10 the 2001 acquisition

of the F [ Faulding businesses, deleveraging efforts and reorganization. refocus, and otber actions.
(4) 2000 results include charges of 36.1 million pre-tax ($4.0 million afler tax) or $.09 per share related 1o the acquisition
of Roche MFA in May of 2000.

*Includes shares assumed issued under the if-converted method for the convertible notes.




dear fellow

shareholders:

in 2003, our highest priority was the improvement of FDA
compliance at our U.S. human generic manufacturing sites.
As a result, we increased compliance spending significantly
and launched no new major products in the U.S., our largest
human generic market. Our financial performance in 2003
reflects this focus on compliance, which negatively impacted
revenue and earnings. We believe we made significant
progress in our FDA compliance status in 2003, as weli as
in a number of other areas:

* Growth. The lack of major new products resulted in no
significant gains in our U.S business and the benefits
of new product launches in our international generics
businesses were partially offset by continued price ero-
sion. However, our APl business revenues grew 49% and
operating income grew 69%. In addition, our branded
product Kadian® doubled in revenues, increasing from
$32 million in 2002 to $65 million in 2003. We also took
an opportunistic approach 10 our product pipeline and
realized income relating to metformin ER through a
profit-sharing agreement.

In the past few years, we have
built a talented and high
performing work force to take
us into the future.”

 Operational Excellence. We expanded our manufacturing
capacity for APls and extended release finished pharma-
ceuticals and rebalanced our work force, investing in the
critical area of FDA compliance.

Ingrid Wiik
President and Chief Executive Officer

* Cash Generation. \We generated record free cash flow
and reduced debt significantly. We also refinanced debt,
reducing the interest rate on our high yield debt from
12.5% t0 8.625%.

* People. We added talent to all levels of the organization
in 2003, and also began implementing key management
processes that will enable us to keep our work force
competitive.

Business Highlights:

In 2003, increased APl and Kadian® sales drove revenue
growth in our Human Pharmaceuticals business. However,
stepped up compliance activities in the U.S., continued price
competition in international markets, and charges related
to work force reductions negatively impacted our operating
margins. Additionally, cGMP improvement activities hindered
our ability to launch new products in the U.S., and in Europe,
recently launched products, like simvastatin, were met with
intense competitive pressures. ANDA filings in the U.S. were
minimal as resources were focused on FDA compliance
improvements. Completion of FDA improvement efforts
and increased investment in R&D are essential 1o accelerate
the faunch of new products and improve generics sales
and profitability.

Generic competition affected revenue growth in Animal
Health; however, the business stabilized, generated significant
cash flow and impraved its productivity through plant shut-
downs, work force reductions and increased low cost raw
material sourcing.



2004 Focus:
Our objectives for 2004 are clear:

* Compliance. We will work towards completion of our
FDA compliance improvement program. This critical work
demands significant time, resources, and financial invest-
ment. There are no shortcuts. We expect these efforts to
be substantially completed by the end of 2004 and resuit
in an FDA status that is both compliant and sustainable.
We expect our success to be visible in the resumption
of new product launches in the U.S. during the second
half of 2004. We will also implement stronger financial
controls and processes needed to comply with the new
Sarbanes-Oxley requirements.

Growth. We expect to improve productivity and increase
our investment in research and development. Our 2003
focus on FDA compliance diverted resources from new
product activities. In 2004, we will invest aggressively in
our global pipeline of finished pharmaceuticals and APIs.
We expect to show progress by a sharp increase in ANDA
filings. We will also expand our fast growing branded
business. We will increase the Kadian® sales force approx-
imately 40% in order to reach a larger physician popu-
lation and drive script growth. As a result, we expect
continued revenue gains.

Operational Excellence. We will continue to leverage

our multinational positions in order to increase efficiency
and maximize our competitive position. We are reviewing
our product pipeline for global opportunities, and pursu-
ing FDA approva! for our highly efficient, Jow-cost UK
finished pharmaceuticals plant. We will also begin to
implement the robust processes we need to improve
customer service, forecasting, purchasing, and inventory
management.

» Cash Generation. We will continue to generate cash and
improve our financial position. In a little over two years
we have reduced our net debt level from more than
$1 billion to below $800 million, primarily through the
generation of free cash flow. We expect to continue this
progress in 2004.

* People. Our performance and talent management
processes will identify areas we need to address in order
1o increase our competitiveness.

In the past few years, we have built a talented and high
performing work force to take us into the future. We are com-
mitted to developing a participative culture that is focused
on learning and the achievement of our strategic goals. Our
management team has been considerably strengthened, and
we are adding talent at all layers of the organization. We will
continue to realign our organization to effectively leverage our
global leadership strengths and employee contributions.

Our vision for Alpharma is straightforward: Through great
people, superior processes, and innovative solutions we will
be a leading company in making medicine accessible.

oD

Ingrid Wiik
President and Chief Executive Officer




Ingrid Wiik
President &
Chief Executive Officer

Carl-Ake Carlsson
President, Active
Pharmaceutical Ingredients &
Branded Products

Matthew Farrel/
Executive Vice President &
Chief Financial Officer

leadership team

Frederick Lynch
President, Global Generic
Pharmaceuticals

George Rose
Executive Vice President
Human Resources &
Communications

Ronald Warner

Senior Vice President, Human
Pharmaceuticals Scientific
Affairs & Compliance

Carol Wrenn
President, Animal Health

Robert Wrobel

Executive Vice President &
Chief Legal Officer
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Selected Financial Data

The following is a summary of selected financial data for the Company and its subsidiaries. The data for each of the three years in the
period ended December 31, 2003 have been derived from, and all data should be read in conjunction with, the audited consofidated
financial statements of the Company, included in this Report. All amounts are in thousands, except per share data.

> Statement of Operations Data

T

Years Ended December 31, } 2003 | 2002% 2001 2000® 1999w
Total revenue $1,297.285 $1,230,762 $969,286 $892,977 $709,553
Cost of sales 3 774,806 705,174 591,093 497,300 384,886
Gross profit | s2479 | 525588 378193 395677 324667
Operating expenses | 418,089 549,799 352,213 271,037 241,316
Operating income (loss) 104,390 (24,211) 25,980 124,640 83,351
Interest expense {63,608) (76,212) (51,482) (47,245) (40,790)
Other income (expense), net (16,661) (55,859 (11,634 (1,367) 3,093
Income (loss) from continuing operations before income taxes 24,121 (156,282) (37,136) 76,028 45,654
Provision (benefit) for income taxes 1,574 (62,715) (543) 19,975 15,727
Net income (loss) from continuing operations 22,547 (93,567) (36,593) 56,053 29,927
Loss on discontinued operations (5,611 (6,099 (1,109 (1,188) (330)
Net income (loss) $ 16936 $ (99,661)  $(37,702)  $ 54,865 $ 29,597
Average number of shares outstanding: Diluted 52,010 49,814 40,880 47,479 28,104
Earnings (loss) per diluted common shares:

Income (loss) from continuing operations P8 0.43 $  as® § (08 § 150 $  1.06
(Loss) from discontinued operations $ (01D 1 $ (012 § (003 $ (003 $ ©OD
Net income (loss) (s 032 8 Q0 § 09 § 147 0§ 105
Dividend per common share $ 018 |3 0.18 $ 018 $ 018 $ 018

(1) Includes results of operations from date of acquisition for all 1999 acquisitions. In addition, 1999 includes pre-tax charges of approximately $2,175
relating to the closing of the Company’s AAHD Bellevue, Washington facility which are included in operating expenses.

(2) Includes shares assumed issued under the if-converted method for the convertible notes.

(3) Includes resulis of operations from date of acquisition of Roche MFA (May 2000) and charges related to the Roche MFA acquisition which are included
in cost of sales (81,000), operating expenses (§400), and other, net ($4,730). Charges, net after-tax, were approximately $4,026 (5.09 per share).

(4 Includes results of operations from date of acquisition of Faulding OPB (December 12, 2001), after-tax charges related to the acquisition of $52,400
($1.28 per share), after-tax charges for de-leveraging activities of $6,800 (.17 per share) and after-tax charges for reorganization, refocus and other

actions of $7,900 (3.19 per share).

(5) Includes charges related to the Faulding acquisition of $5,357, de-leveraging activities of 851,137, charges for reorganization, refocus and other actions
of $51,956, and impairment charges of $116,598. Impairment charges include $7,008 related to discontinued operations. Total charges were approxi-

mately $2.90 per share.

(6) Includes loss on extinguishment of debt after-tax of $17,329 ($0.33 per share).

> Balance Sheet Data

December 31, : 2003 2002 2001® 2000@ 1999®
Current assets ' $ 691,524 $ 671,429 § 662,521 $ 600,418 $ 373,462
Non-current assets 1,636,277 | 1,625,495 1,727,487 1,010,017 778,394
Total assets $2,327,801 $2,296,924  $2,390,008 $1,610,435 $1,151,856
Current liabilities P $ 353,701 $ 378,601 § 345,015 $ 208,639 $ 166,038
Long-term debt, less current maturities } 782,249 847,266 1,030,254 504,445 591,784
Deferred taxes and other non-current liabilities | 56,759 69,214 124,983 51,665 52,273
Stockholders’ equity i 1,135,092 1,001,843 889,756 845,686 341,761
Total liabilities and equity $2,327,801 ; $2,296,924  $2,390,008 $1,610,435 $1,151,856

(1) Includes accounts from date of acquisition for all 1999 acquisitions.
(2) Includes accounts from date of acquisition of Roche MFA (May 2000).
(3) Includes accounts from date of acquisition of Faulding Oral Pharmaceuticals Business (December 2001).

> page G
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Management’s Discussion and Analysis
of Financial Conditions and Results of Operations

(In millions, except per share data)

> Alpharma Entities Defined
Alpharma businesses as defined (for MD&A comparison purposes):

IG*  —International Generics

API*  —Active Pharmaceutical Ingredients

USHP*—U.S. Human Pharmaceuticals, including former divisions:
USPD—U.S. Pharmaceuticals Division; and
OPB—U.S.—Faulding U.S. oral solid dose business

(generic and branded)

AH* —Animal Health

OPB —The Faulding Oral Pharmaceuticals business purchased
December 12, 2001 consisting of U.S. cperations
“OPB-U.S.” and an operation in China—"0OPB-China.”

*Business segment

> Overview

The Company is a leading global specialty pharmaceutical com-
pany that develops, manufactures and markets pharmaceutical
products for humans and animals. The Company offers a compre-
hensive range of generic human pharmaceutical products in over
800 tablet, capsule, liquid and topical formulations and dosage
forms. In addition, the Company manufactures and markets a line
of fermentation-based active pharmaceutical ingredients (“APl's”)
that are used primarily by third parties in the manufacturing of
generic and branded products. It also manufacturers and markets
animal health products in over 100 formulations and dosage forms.
The Company conducts business in more than 60 countries and has
approximately 4,700 employees at 40 sites, in 27 countries.

The Company's Human Pharmaceutical business is composed
of USHP. APl and 1G. The USHP includes a generic business and
a branded product line consisting of two products. |G is an inter-
national generic business primarily in Europe with subsidiaries in
Indonesia and China. The APl is a worldwide business which
manufactures and sells a range of fermentation based active
pharmaceutical ingredients which are used by third parties in
the production of finished pharmaceutical products.

The main factors affecting the Human Pharmaceutical
business are:

¢ Generic pharmaceutical markets in the U.S. and internationally
are extremely competitive and/or regulated by governments
which exerts downward pressure on prices.

¢ Legislation can aiso influence demand for products and prof-
itability. Legislation was effective in Germany on January 1,
2004, which increased the Pharmaceutical Manufacturer Rebate
from 6% to 16%. In addition, the co-payments required by
patients increased as of fanuary 1, 2004. The impact of the

increased rebate will be to lower annual gross profits by
approximately $2.5 million. The increase in co-payments
increased demand for certain products in the fourth quarter
of 2003 as certain patients bought their prescriptions prior
to the increase in the required co-payment. The increase in
fourth quarter demand will be offset by a likely decrease in
first quarter 2004 demand.

* Success in the generic industry depends on developing, manu-
facturing and marketing new products, including generic ver-
sions of products no longer subject to patent protection. The
successful introduction of new products is affected by the
timing of introduction. Being first to market brings significant
returns. Introducing a new product after or with a number of
competitors generates significantly lower returns. The Company
plans to increase research and development spending in 2004
to increase filings with regulatory agencies and increase the
number of new product introductions.

* Compliance with FDA and comparable international agencies’
regulations and guidelines is of paramount importance.
Significant costs are incurred and opportunities are fost if
corrective action efforts in product manufacture are required.
The Company has been negatively affected by corrective action
costs in 2003 and 2002. The Company will continue to spend
significant amounts, both internal and external, on corrective
actions in 2004,

e Branded and API products offer profitable growth opportuni-
ties as unigueness and marketing efforts can maintain or
increase pricing and increase demand, Strong profitability and
growth opportunities also can encourage additional competi-
tion. Pricing was increased substantially on certain APl prod-
ucts in 2003. Branded sales volume increased over 60% in
2003 as a result of marketing efforts.

The Company’s Animal Health business is a global leader in
the development, registration, manufacturing and marketing of
medicated feed additives for food producing animals including
poultry, cattle, swine and farmed fish.

The main factors affecting the Animal Health business are:

» Agricultural markets have historically had low growth rates. In
addition, demand for company products has been and could
continue to be reduced by bans on the use of antibiotics and
animal diseases such as “mad cow” disease and Asian bird flu.

-

Importation of MFA's from low cost countries such as India
and China has increased competition and lowered pricing.

> page 7
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Management's Discussion and Analysis
of Financial Conditions and Results of Operations continues

(In millions, except per share data)

The Company business segments also have significant intangi-
ble assets and goodwill which require impairment testing and
possible write-downs based on triggering events which indicate
the carrying amount may not be recoverable (e.g., increased
competition, changes in future plans).

The Company’s operations as a whole have been affected by
the debt incurred through 2001 to make a number of acquisitions.
Commencing in late 2001 and continuing through 2003,
Alpharma focused on de-leveraging its balance sheet by convert-

ing $212 million of the Company’s convertible notes into com-
mon stock and reducing additional indebtedness with free cash
flow generated through operational efficiencies in the use of
working capital and by reducing capital expenditures. 2001 and
2000 were years which included a number of significant transac-
tions which the Company entered into as part of or to finance,
its previous acquisition program. No acquisitions were planned
or completed during 2002 and 2003.

In addition, in 2001 through 2003, the Company incurred sig-
nificant charges for reorganization, refocus and de-leveraging
which were intended to improve future operations and reduce
debt and recognize asset impairments.

¢ [n 2003, the Company incurred pre-tax charges of $28.4 mil-
lion related to the extinguishment of senior subordinated
notes, the sale of its French operation which was classified as
a discontinued operation and incurred an $8.7 million pre-tax
charge, in connection with an employee reduction program.

* [n 2002, the Company incurred pre-tax charges and write-
downs of $219.8 million including significant charges and
expenses related to the required acquisition accounting for
OPB (pre-tax $5.4 million), de-leveraging activities (pre-tax
$52.9 million), severance charges and asset write-downs
related to reorganization and refocus of the organization
(pre-tax $53.4 million) and the impairment of assets and
goodwill, {pre-tax $115.1 million) primarnily in the Animal
Health segment. (See “Identified Transactions, 2002.")

e |n 2001, the Company incurred pre-tax charges and write-
downs of $83.8 million, including charges and expenses
related to the acquisition and financing of OPB (pre-tax $61.9
million) de-leveraging activities (pre-tax of $8.3 million) the
combination of OPB and USPD to form USHP, the combination
of management for IG and API, management actions in the
Animal Health segment and other unusual items (together,
pre-tax $13.0 million). (See “Identified Transactions, 2001.")

> page 8
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> 2003

¢ In the first quarter, the Company prepaid $35.0 million of the
2001 Credit Facility's term loans.

* In the second quarter of 2003, the Company sold $220.0 mil-
lion aggregate principal amount of 8%% Senior Notes due
2011. The proceeds of the offering, after deducting fees and
expenses, were $197.0 million. These proceeds, together with
funds available from other sources, were used to repay exist-
ing 12.5% senior subordinated notes. The fees paid to the
initial purchasers of the senior subordinated notes of $22.2
million were made pursuant to arrangements originally entered
into in December 2001. The transaction was accounted for as
an extinguishment of the existing senior subordinated notes.
As a result, both the fees of $22.2 million paid in April 2003
and the unamortized loan costs of $6.2 million associated
with the senior subordinated notes, were expensed in the
second quarter 2003. The effective tax rate in 2003 was 6.5%
due primarily to the tax benefit associated with the expensing
of the debt placement fees and unamortized loan costs.

¢ In the third quarter of 2003, the Company closed the sale of
its French subsidiary, Alpharma SAS (“SAS") for approximately
$6.0 million. The sale resulted in a pre-tax loss of $4.0 million.
The operations of SAS have been redlassified as a discontinued
operation. Prior periods have been reclassified to reflect this
presentation. All comparisons of results of operations refer to
continuing operations and reflect the elimination of SAS.

¢ In the fourth quarter of 2003, the Company had a program to
reduce its work farce which resulted in a charge of $8.7 million
and the severing of approximately 175 employees. Additionally,
the Company amended its 2001 Credit Facility to allow for
certain asset sales, permit exclusions for restructuring (includ-
ing the fourth quarter severance) and refinancing charges
from EBITDA and amended certain leverage ratios to delay
the timing of further covenant restrictions.

> 2002

* In March, the Company prepaid $35.0 million of senior debt
and recorded a charge for early extinguishment of debt (pre-
tax $.7 million). In addition, the Company issued 6.7 million
new shares in exchange for $110 million of outstanding con-
vertible notes and recorded a non-cash expense of $48.0 mil-
lion pre-tax and $29.3 million after-tax ($.60 per share).



¢ In the third quarter, the Company determined that certain tan-
gible and intangible assets related to an Animal Health prod-
uct, Reporcin, were impaired and recorded a pre-tax charge of
$37.1 million and $24.2 million after-tax ($.47 per share).

¢ During the year, the Company instituted certain management
reorganizations and reductions in force and recorded charges
for severance of approximately $6.8 million ($.09 per share).

¢ In the fourth quarter, the Company amended the senior loan
agreement to include covenant relief for certain fourth quarter
charges for plant closings and impairments primarily in the
Animal Health business. The fourth quarter charges were
approximately $119.6 million pre-tax ($1.51 per share).

* In addition, the amendment reduced the revolving credit com-
mitment by $150.0 million. The Company repaid term debt of
$50.0 million in the fourth quarter which resulted in a charge
of $1.0 million pre-tax ($.01 per share). The reduction and
repayment resulted in a write-off of deferred debt expense of
$3.2 million ($.04 per share).

> 2001

¢ InJuly, the Company agreed to acquire the OPB for $660.0 mil-
lion (approximately $700.0 million including direct acquisition
related costs and financing costs). The acquisition closed in
December and resuited in significant required charges including
a $37.7 million charge for in-process research and development.

* The OPB acquisition was ultimately funded by a $900.0 million
Bank Credit Agreement (“2001 Credit Agreement”) with a
syndicate of banks and a $200.0 million senior subordinated
note. Proceeds from the 2001 Credit Agreement were used to
repay the prior Bank Credit Agreement. Bridge financing and
other bank fees and the repayment of the prior Bank Credit
Agreement resulted in additional expenses of approximately
$3.3 million in 2001.

¢ Concurrent with the OPB Acquisition, the Company’s USPD was
combined with the U.S. operations of OPB to form the U.S.
Human Pharmaceutical Segment. The combination resuited in
approximately $4.8 million in severance charges in 2001,

» in September, the Company announced the combination of
management for IG, AP} and OPB-China. The combination
resulted in charges of approximately $4.3 million primarily
for severance.

¢ In November, the Company’s Animal Health Segment
announced changes in business practices and a change in
existing management. These changes resulted in severance
of approximately $1.1 million, charges relating to the exiting
of a product line of $11.2 million, and lower sales in the
fourth quarter of 2001.

¢ In December, the Company exchanged $34.1 miliion of out-
standing subordinated debentures into approximately 1.5 mil-
lion shares of Class A comman stock and recorded a non-cash
expense of $7.4 million. Additionally, the Company repaid
term loans of $65.0 million and recorded a charge for early
extinguishment of debt of $1.5 million.

Discontinued Operations

On September 30, 2003, the Company sold its French sub-
sidiary for $6.0 million. The net loss for this subsidiary for the
years 2003, 2002 and 2001 are reflected in the Company's
Consolidated Statement of Operations as loss from discontinued
operations. Included in 2002 results is an impairment of intangi-
ble assets of $7.0 million. Included in the 2003 loss is the write-
off on sale of the remaining $6.3 million of intangible assets and
the goodwill write-off on sale of $2.4 million.

The following table details selected financial information for
the French subsidiary included within discontinued operations.

Statement of Operations
(§ in millions)

Years Ended December 31, iy i 2002 2001
Revenues '$ 415 $59 $60
(Loss) from operations Z ’$(1.8) $8.1) $(1.3)
Pre-tax (loss) [8(59) 1 $BD 313
Provision (benetit) for taxes IS0 320 8 (2
(Loss) from discontinued operations i $(5.600 $6.1D $A.D
Halilnsbeits

Balance Sheet

December 31, 2002 2001
Current assets $28 $25
Non-current assets $67 $11.2
Current liabilities $12 $13
Deferred taxes and other $17 § 32

> Results of Continuing Operations 2003 vs. 2002
(All earnings per share amounts are diluted)

Total revenue increased $66.5 million (5.4%) in the year
ended December 31, 2003 compared to 2002. Foreign exchange
accounted for approximately $59 million of this increase. In 2002,
the Company recorded a net loss of $33.6 million ($1.88 per share)
compared to net income of $22.5 million ($.43 per diluted share)

>page 9
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Management’s Discussion and Analysis
of Financial Conditions and Results of Operations consinuew

(In millions, except per share data)

in 2003. 2003 results include a pre-tax charge of $28.4 million
($0.33 loss per share) for extinguishment of debt related to the
April 2003 issuance of Senior Notes due 2011. 2002 results
include significant charges and expenses related to the impair-
ment of assets and goodwill in the Animal Health segment,
the required acquisition accounting for the Faulding Oral
Pharmaceuticals Business {"OPB”), de-leveraging activities and
severance related to reorganization and restructuring. These
charges and expenses lowered pre-tax income by $219.8 million.
See 2002 identified transactions.

The following summarizes revenues and operating income
by segment:

Operating Income

Years Ended December 31, Revenues (Loss)
($ tn millions) {003 | 2002 2005 | 2002
G |$ 3678 | 53196 | $292 | § 258
API l12435 836 | 657 | 38.9
USHP" 5247 | 5079 | 389 | 663
Total Human 1 ; j “
Pharmaceuticals | 1,017.8 | 9111 | 1338 | 1310
AH | 2957 0 319 . 201 | (1209
Profit sharing ! ] j
income™ P oD — | On| —
Unallocated and | } ] !
eliminations |63 Q2 | “H | 343
Total | 812973 | $12308 | 51044 | § (24

(2) In 2003, profit sharing income is included in USHP and is classified as
other income in the consolidated statement of operations.

> Revenues

Revenues in USHP increased $16.8 million (3.3%) due prima-
rily to the branded product (Kadian). Branded sales {(primarily
Kadian) were $64.8 million in the year 2003 compared to $39.1
miltion in 2002. Sales of generic products declined 2% due prima-
rily 1o liquid dose volume declines for the entire year due to
Baltimore corrective actions and lower volumes of oral solids par-
tially related to modified release capacity constraints at the solid
dose plant in the second quarter of 2003. Revenues of generic
products include approximately $9.1 million earned as a result of
a profit sharing agreement on the launch of Metformin ER in the
fourth quarter of 2003. Such income is recorded as revenues for
USHP management reporting purposes but is reclassified as other
income in the Consolidated Statement of Operations. Under the
agreement, Alpharma and Ivax agreed to share profits during the
180 day exclusivity period. In return, Alpharma withdrew a law-
suit which challenged Ivax first to file status on Metformin ER.
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Inventories of generic products at certain wholesale customers
generally range from 2-6 months for all products, with a majority
at the lower end of the range. One major wholesale customer
typically holds up to 5 months of inventory for certain products.
Kadian inventory at certain whaolesale customers is estimated to
be approximately 4-5 months based on expected demand. These
inventory levels have remained consistent. However, in the event
that customers reduce inventory levels in the future, the Company's
revenues could be adversely impacted.

Revenues in 1G increased $48.2 million {(15.1%) due primarily
to translation of sales made in foreign currencies into the U.S.
dollar (14.1%). The remaining revenue increase of approximately
1.0% was attributable to higher volume of products (6%) which
was substantially offset by price declines {5%), mainly in the
United Kingdom and Nordic markets.

Revenues in APl increased $40.9 million (49%) due primarily to
price increases in selected products (46%). Foreign currency trans-
lation also increased APl revenues by approximately 5%. Aggregate
volume of alt APl products was approximately 2% lower.

Animal Health revenues declined $26.2 million (8.1%) due to
volume declines (6%) and price reductions (5%) due to competi-
tion, primarily in swine and cattle markets, Foreign currency trans-
lation positively impacted Animal Health revenues by 3%.

> Gross Profit

On a Company-wide basis gross profit decreased $3.1 million
in 2003 compared to 2002. As a percentage of sales, overall gross
profit was 40.3% in 2003, versus 42.7% in 2002. Included in
2002 is a reduction in margin of $5.3 million due to purchase
accounting adjustments for the OPB and $1.4 million related to
the AH product impairment. included in 2003 are inventory write-
offs of approximately $7.2 million for discontinued liquid products
and approximately $18 million of outside consulting expenses
resulting from the corrective action plan at the USHP plants.

The Company’s corrective action plan for the Baltimore plant,
provided in response to the FDA inspection observation ("Form
483") was submitted to the FDA in October 2002. In 2003,
approximately $21.0 million (of which $12.9 million was for exter-
nal resources) was spent on corrective actions, In January 2004,
the FDA re-inspected Baltimore and issued a Form 483 with sig-
nificantly less observations than in the 2002 inspection. The cor-
rective action plan in Baltimore will require additional compliance
expenditures in 2004 of approximately $5.3 million. The Company
expects to be substantially complete with the Baltimore corrective
action plan by the end of 2004.



The Company’s corrective action plan for the Elizabeth plant
provided in response to a Form 483 received in January 2003
required expenditures of $13.3 million {of which $5.2 million
was for external resources). in December 2003, the FDA issued
a Form 483 and the Company-has responded with a plan which
will require approximately $2.0 million of external expenditures.
The corrective actions are expected to be substantially complete
by mid 2004.

The increase in gross margin dollars results primarily from price
increases in AP, higher USHP brand revenues, and positive cur-
rency effects in IG, partially offset by volume reductions, inventory
write-offs and corrective action costs incurred by USHP and lower
IG and AH pricing.

> Selling, General and Administrative Expense ("SG&A")
On a consolidated basis, selling, general and administrative

expenses increased $18.5 million (6%) in 2003 as compared

to 2002. The increase is primarily attributable to translation of

foreign currencies into the U.S. dollar. In addition, other increases
include higher USHP marketing costs for branded products, and
increased corporate costs for professional fees and consulting.
2003 includes the reduction of AH operating expenses by $2.7
miflion for a business interruption insurance recovery.

> Research and Development Expense (“R&D”)

Research and development expenses decreased $3.9 million
in 2003 due to the timing of clinical studies, mainly by USHP and
planned reductions by AH. Remediation efforts by USHP personnel
has also-fowered R&D by shifting resources to corrective actions.

> Asset Impairments and Other

2003 included asset impairments and other of $8.7 million
of severance charges incurred in connection with the Company’s
reorganization and refocus efforts. 2002 included asset impair-
ments and other of $155.1 million which relate primarily to the
AH division. (See Identified Transactions, 2002.)

> Operating Income

Operating income increased by $128.6 million. The Company believes the change in operating income can be approximated as follows:

1G API USHP AH  Unallocated Total

2002 $25.8 $38.9 $ 66.3 $(120.9) $(343) $@24.2)
2002 identified transactions:
Cost of sales — — 5.4 6.4 — 11.8
Asset impairment and other 8.1 1 — 145.7 1.2 155.1
2003 severance QD 3 2.5) 3.8 — ®.7
Profit sharing income — — 9.1 — ©.1D —
Net margin improvement (decrease) due to volume,

price, new products, foreign exchange and expenses 26y 270 39.9 .3 (7.3 (29.6)
2003 : §29.270 8657 (U838 % 201

IG's operating income increased due to lower expenses and
impairment charges, foreign currency translation, and increased
volume offset by decreased pricing. API operating income
increased primarily due to price increases. USHP declined due to
increased compliance costs and lower generic sales offset partially
by increased brand volume, profit sharing income, and to a lesser
extent, pricing. Excluding charges in 2002, AH decreased primarily
due to lower pricing. Unallocated includes corporate expenses for
administration, finance, legal and certain unallocated expenses pri-
marily related to the implementation of 3 company-wide Enterprise
Resource Planning (ERP) System and increased due to higher pro-
fessional fees and increased amortization of ERP expenses.

TREO3)  §i0AA]

> Interest Expense and Amortization of Debt Issuance Costs

Interest expense and amortization of debt issuance costs
decreased $12.6 million to $63.6 million in 2003 due to decreased
debt Jevels and lower interest rates versus a year ago. The
issuance of 8%4% Senior Notes replacing the 12%% senior sub-
ordinated notes in April 2003 has contributed to lower interest
expense. Amortization of debt issuance costs was approximately
$3.9 million and $4.7 million in 2003 and 2002, respectively. The
write-off of $6.2 million of debt issuance costs in connection with
the issuance of the 8%% Notes contributed to the reduction in
amortization.
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Management's Discussion and Analysis
of Financial Conditions and Results of Operations consinuea

(In millions, except per share data)

> Other Income (Expense), Net

Other income (expense), net was $12.4 million income in
2003 compared to $(2.9) million expense in 2002. 2003 results
include net foreign exchange gains of $2.5 million, $9.1 million of
income from a profit sharing agreement by USHP and $1.2 million
of income associated with an insurance recovery. 2002 results
include foreign exchange losses of $5.3 million. Foreign exchange
gains in 2003 resulted from the weakening of the U.S. dollar ver-
sus European and Latin American currencies. In 2002, the foreign
exchange losses resutted from the strengthening of the U.S. dollar
versus European and Latin American currencies. A detail of Other
income (expense), net follows:

Years Ended December 31, , 2003 ‘I 2002

Other income (expense), net: ’ J
Interest income 5 61 $14
Foreign exchange gains (losses), net i 25 1 (53
Litigation/Insurance settlements 1.2 ‘, 6
Income from WYNCO, carried at equity i 3 1.0
Other, net g {1.3) { 6
Profit sharing income P91 —

> Loss on Extinguishment of Debt

Loss on extinguishment of debt was $29.1 million in 2003
compared to $52.9 million in 2002. The 2003 loss resulted from
the extinguishment of $200 million 12'4% notes and the related
issuance of $220 million of 8%% notes. The extinguishment
resulted in the expensing of $22.2 million in placement fees and
$6.2 million of deferred debt expense.

In 2002 the Company incurred approximately $52.9 million
of expense for two exchanges of common stock for $110 million
of convertible debt and write-off of deferred debt expense due to
reductions of credit lines and repayment of debt. (See de-leveraging
activities included in 2002 identified transactions.)

> Tax Provision

The tax provision in 2003 was an expense of $1.6 million
compared to pre-tax income of $24.1 million. The effective tax
rate of 6.5% results mainly from the tax benefit on the $28.4
million expense from debt extinguishment at the incremental
U.S. federal and state rate of approximately 39% while using
an approximate 24% effective rate for all other income.

The Company has recorded certain U.S. deferred tax assets
for which it has provided no valuation allowances. These U.S.
deferred tax assets, as well as any newly generated deferred tax
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assets are evaluated quarterly to assess the likelihood of realiza-
tion, which is uftimately dependent upon generating future U.S.
taxable income prior to the expiration of the net operating loss
carryforwards. If it were considered to be more likely than not
that the U.S. deferred tax assets would not be realized, a valua-
tion allowance would be established against some or all of the
deferred tax assets.

As a resuft of the Company’s assessment of its net U.S. deferred
tax assets of $25.9 million at December 31. 2003, based upon cer-
tain available tax planning strategies, the Company considers it
more likely than not that these net U.S. deferred tax assets will be
realized in the future and therefore, no valuation allowance was
required at December 31, 2003. Should it be determined in the
future that it is no longer more likely than not that these assets
will be realized, a valuation allowance would be required and the
Company's operating results would be adversely affected during
the period in which such determination would be made.

> Results of Continuing Operations 2002 vs. 2001
(All earnings per share amounts are diluted)

Maost comparisons of 2002 consolidated results are affected by
the Company’s acquisition in December of 2001 of the Faulding
Oral Pharmaceuticals business ("OPB acquisition”} and the financ-
ing required to complete the acquisition.

Comparisons of 2002 consolidated results are also affected
by the Company’s adoption of Financial Accounting Standard
No. 142 (“SFAS 142") effective January 1, 2002 which states that
goodwill is no longer subject to amortization, but will be subject
to periodic testing for impairment. The full year of 2001 includes
approximately $18.3 million of goodwill amortization expense
which was not included in 2002 (approximately $.36 per share
diluted for the year).

Total revenue increased $261 million (27.0%) to $1,230.8 mil-
lion in the year ended December 31, 2002 compared to 2001 due
primarily to the OPB acquisition, which increased revenue by
$261.2 million (26.9%). The Company reported an operating loss
of ($24.2) million compared to operating income of $26.0 million
in 2001 due primarily to asset impairment and other charges of
$155.1 million, offset by net increases in operating income from
operations and various other factors described in operating
income (loss) below. The Company recorded a net loss of $99.7
million ($2.00 per share) in 2002 compared to a net loss of $37.7
million ($.92 per share) in 2001. Net losses in 2002 and 2001 also
include significant charges for exchanges of common stock for
debt and other debt reductions.



A summary and analysis of operating revenues by segment is
as follows:

Revenues
Years Ended December 31, 2002 2001  Inc. (Dec) %
IG $ 3196 82572 $ 624 243%
APL 83.6 74.4 9.2 12.4%
USHP 507.9 306.4 201.5 65.8%
Total 911.1 638.0 2731 42.8%
AH 3219 335.3 13.4) “Go%
Unallocated 2.2 4.0 1.8
$1,230.8  $969.3 $261.5 27.0%

Revenues in 1G increased 11.5%, excluding both $17.4 million
increase due to translation of currencies into the U.S. dollar and
$15.3 million due to the inclusion of OPB-China. The organic growth
in 1G revenues resulted from volume increases, (approximately 23%
in total), in the UK and other markets for base and new products
(including Omeprazole in the UK) offset partially by price declines,
(approximately 11% in total), primarily in the UK. Pricing in the
UK is below 2001 levels and remains highly competitive. In 2002,
legislation was adopted in Germany which also had the effect of
lowering pricing.

Revenues in APl increased 12.4% compared to 2001 primarily
due to volume increases in Vancomycin and Amphotericin,

Revenues in USHP increased due to the inclusion of the OPB-U.S.
(3245.9 million), which was acquired in December 2001, Revenues
in the liquid and topical business declined due to the recall of two

“products in the first quarter andthe effects of regulatory compli-

ance activities at the Baltimore plant. Certain wholesale customers
have levels of inventory that generally range from 2-6 months for
alt products, with a majority at the lower end of the range. One
major wholesaler customer typically holds up to 5 months inven-
tory for certain products. These inventory levels have remained
consistent, however, in the event that customers reduce inventory
fevels in the future, the Company’s revenues could be adversely
impacted. Revenues will also be adversely impacted in future quar-
ters by the FDA regulatory compliance activities at the Baltimore
and Elizabeth plant. (See Gross Profit below and Note 18.)

AH revenues declined modestly overall for the year. However,
both year’s results were impacted by special circumstances.
Revenues for the first six months of 2001 totaled $201.4 million
and included approximately $38.0 million in revenue related to
the financial statement revision which modified the timing of
revenue recognition from the time an order was segregated in
a third party warehouse and billed, to when the order was deliv-
ered. The second six months of 2001 revenues totaled $133.9
million and reflected a change in business practices which

reduced the use of certain sales incentives and extended payment
terms. The first six months of 2002 revenues were $149.0 million
which reflect the lowering of inventories in the distribution system
and market acceptance of payment terms of net 30 days. The
second half of 2002 revenues were $172.9 million. Generally,
there is a seasonal increase in this business during the second hatf
of the year.

> Gross Profit

On a company-wide basis, gross profit increased $147.4 mil-
lion, and as a percentage of sales, overall gross profit was 42.7%
in 2002, 