140434 TYNNNY €00¢

3dningd 3H1 NO SNJ04

£9€820%0

Wi

R

NI

FINVAQY

4N

|

o0lLd0 W3



w\

oS

gl

!_[_J/

AL U

J

cL) WELUI

v

RIUVAN

Advanced Medical Optics, Inc. (AMO) is a global leader in the development, manufacturing and marketing of
ophthaimic surgical and eye care products. The company focuses on developing a broad suite of innovative
technologies and devices to address a wide range of eye disorders. Products in the ophthalmic surgical line
include intraocular lenses, phacoemulsification systems, viscoelastics, microkeratomes and related products
used in cataract and refractive surgery. Products in the eye care line include contact lens disinfecting solutions,
daily cleaners, enzymatic cleaners and lens rewetting drops. AMO became an independent company in June
2002 following a spin-off from Allergan, Inc. AMO is based in Santa Ana, California, and employs approximately
2,300 people worldwide. The company has operations in about 20 countries and markets products in approxi-

mately 60 countries. For more information, visit www.amo-inc.com.
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R&D Spending [in millions]

Percentages of sales in parentheses

485 ADVANCED MEDICAL QPTICS

fully operational in 2005. In addition, at our surgical
manufacturing facility in Adasco, Puerto Rico, we
began implementing lean manufacturing standards in
order to reduce process complexity, increase capacity
utilization and shorten inventory lead times. Together,
these efforts will situate on three continents efficient,
state-of-the-art manufacturing facilities that will serve
AMO for years to come.

Strengthen our financial foundation. Strong operat-
ing performance allowed us to complete a recapital-
ization, which continued to reduce our long-term debt
and lowered our cost of capital. We improved our free
cash flow, lowered debt amortization, reduced our
exposure to interest rate risk and lowered our tax rate.
We now have greater financial flexibility to pursue
strategic initiatives in 2004 and beyond.

An Efficient, Customer-Focused
Global Organization

We began 2004 by launching a new operating model for
AMO designed to bring us closer to the customer while
capitalizing on the scale of our worldwide infrastructure.
The new model seeks to transform AMO from a highly
decentralized structure to a more streamlined one. We
expect our new model to be fully implemented by the
end of 2005 and to position AMO for industry-leading
financial and operational performance.

How do we plan to do it? We’re centralizing and
streamlining key operational and support functions,
including procurement, finance, supply chain manage-
ment and order fulfillment. Using this approach, we
expect to spread best practices across the organization,
share information faster and more efficiently, leverage
our global buying power, standardize processes,
reduce redundancies and derive greater benefits from
our global information technology system.

Under the new model, all customer-facing sales
activities remain regionally based to- ensure close,
uninterrupted contact with customers and local
markets. To complement our sharpened focus on
sales, we established a worldwide marketing struc-

ture. This new alignment is already helping us to set
overall marketing direction, launch products more
efficiently, promote a more consistent global brand
positioning and allocate marketing resources to prod-
ucts and regions offering the greatest return.

Continuous Innovation Is Qur

Competitive Advantage

Creating a lean and focused AMO is essential to max-
imizing our competitive advantage as a technological
leader. The markets we serve are large, well estab-

lished and growing, fueled primarily by innovation and
favorable demographics. The way we see it, an effi-
cient, global organization that can deftly move prod-
ucts from innovation to commercialization will be ide-
ally positioned to win.

Generally speaking, virtually everyone will require
some form of vision care during the course of his or her
lifetime. The need cuts across a broad global popula-
tion base, from seniors (aged 65 and over) requiring
cataract surgery, to baby boomers (aged 40-60) seek-
ing surgical options to correct refractive conditions,
to teens and young adults (aged 13-34) beginning
contact lens wear. Overall population growth and
demographic trends signal continued strong demand

for new technologies that offer vision care options for
each of these age categories. Consider the following:

Cataracts — which are most prevalent in people over
65 — cause an estimated 50 percent of all blindness
worldwide. With some 28,000 new cases reported
every day, cataract surgery is the most common
procedure performed in the world. Within the next 25
years, the portion of the worldwide population over 65
is expected to nearly double.

Roughly 60 percent of the global population has some
form of refractive error. Laser surgery is an option for
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CATARACT

687 ADVANCED MEDICAL OPTICS

1. CONDITION:

An irreversible progressive condition in which the 2. OCCURRENCE:

eye’s natural lens loses its usual transparency

and becomes hard and opaque. The clouding |

obstructs passage of light to the retina, reduces
visual acuity and can eventuatly lead to blindness.

Poor vision from cataracts affects more than

half of all adults over age 60. Cataract surgery is

the most common procedure performed in the

world today.

-

3. PROCEDURES THEN:

[1960s-1970s] Predominant surgery was an invasive procedure
requiring a large incision to remove intact the capsular bag and/or
lens, leaving patients dependent on thick aphakic glasses or contact
lenses. The procedure required many stitches, carried risk of corneal
astigmatism and other complications, and involved hospitalization
and profonged recovery periods.

[1980s-1990s] Relatively invasive procedures, including the insertion
of a rigid plastic intraocular lens ({0L), remained the norm until the
late 1980s, when AMO introduced the first FDA-approved foldable
I0L. This development allowed for much smaller incisions and led to
rapid adoption of phacoemulsification, an ultrasonic cataract removal
system. Using microsurgery techniques, cataract procedures became
safer, more effective and significantly more common.

PROCEDURE NOW:

Most cataract surgeries are outpatient, no-stitch
procedures performed with topical anesthetic
using phacoemulsification. Through an approxi-
mate 3 mm incision in the cornea, the surgeon
inserts a hollow ultrasound needie to soften

and break up the lens into fragments, which

are aspirated from the capsular bag. A flexible,
folded 10L is inserted through the incision into
the lens capsule.

In cataract surgery, a small, flexible intraocutar
lens replaces the patient’s hard, clouded
natural lens and restores clear vision. Cataract
surgery is a common outpatient procedure that
requires no sutures and has a 98 percent
overall success rate, according to the American
Society of Cataract and Refractive Surgeons.

AMO’s proprietary Sovereign® system with
WhiteStar™ technology allows surgeons to cus-
tomize phacoemulsification procedures to their
specific preferences. Its user-friendly interface
ty and efficiency during surgery.
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CATARACT

#3. AMO TECHNOLOGY

Sensar® with OptiEdge™ is used to replace the patient’s natural lens in cataract
surgery. Sensar® is a monofocal, hydrophobic acrylic I0L with the patented
OptiEdge™ design. Its sharp vertical edge, where it comes into contact with the
lens capsule, is designed to minimize cell migration. It also has a round anterior
surface to reduce unwanted reflections, and a sloped side edge to reduce glare.

D MEDICAL OPTICS

“AMO’s Sensar with OptiEdge acrylic
I0L is made of a remarkably biocom-
patible and clinically inert material. It
most closely approximates the ‘ideal’
I0L using an engineered edge design
that minimizes glare and internal
reflections, yet maintains a barrier
effect on the posterior surface. This

imits epithelial cell migration, thus

W ular opacification and .,

A flexible intraocular lens is placed into a
sterile cartridge that allows it to be folded and
inserted through a small incision in the eye.

Evolution of Gataract Surgery

Cataract procedures have been performed for cen-
turies. However, innovations introduced in recent years
have sparked remarkable improvements in the safety,
efficacy and sheer number of procedures performed
worldwide. AMO is proud to have engineered some of
the industry’s most significant new developments and
we continue to play a leadership role in the evolution
of cataract surgery.

Hallmarlk of innovation. AMO has a reputation among
ophthalmic surgeons as an innovation leader. Our
overriding goal is to continually provide surgeons new
tools and techniques that make them more
productive, lower the risk of complications for their
patients and lead to better postoperative resutts. We
focus on product categories where sustained technol-
ogy is the prime differentiator ~ phacoemulsification,
10Ls and lens insertion systems.

The Sovereign® system with WhiteStar™ technology is
AMO’s proprietary phacoemulsification system, offer-
ing surgeons a range of functionality and ease of use
that set it apart in the marketplace. It is the first sys-
tem with “cold phaco” capabl

ies, where ultrasound
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=YE CARE

10&11 ADVANCED MEDICAL OPTICS

1. CONDITION: |

Contact lenses are used to improve visual acuity

2. OCCURREMNCE:

in individuals with refractive disorders. Subject to

contamination from the components of cosmetics,

bacteria and other substances, contact lenses

require proper disinfection, cleaning and lubrication

1o be safe, effective and comfortable.

Roughly 100 million people worldwide wear contact
lenses. Teens and young aduits, particularly women,
make up the majority of the contact lens-wearing
public. Dryness and discomfort are reasons most
often cited for discontinuing contact lens wear.

A

3. PROCEDURES THEN:

—

[1930s-1970s) Through the 1960s, the majority of contact

PROCEDURE NOW:

lenses were manufactured from hard plastic. The 1970s saw a

dramatic rise in the number of new wearers with the introduc-

tion of soft, water-containing contacts. During much of this

time, contact lenses were disinfected and maintained using a

cumbersome heat disinfection process.

[1980s-1980s] Contact lens wear continued to grow, spurred

Contact lenses continue to gain popularity with the
infroduction of specialty lenses, such as torics and
bifocals. Multipurpose solutions are the predominant
lens care regimen. Hydrogen peroxide systems are
still in use but have evolved to become more
convenient and user-friendly.

by the development of extended wear lenses, tinted lenses and -

other advancements. Contact lenses were typically maintained

using elaborate, multistep, hydrogen peroxide or other chemical

disinfection systems. In the 1980s, disposable contact

lenses were introduced, ushering in a new, simpler cleaning

approach ~ multipurpose lens care solutions.

The patented formula of COMPLETE®

()

MoisturePLUS™ includes dual demulcents to
enhance contact lens comfort. Propylene glycol
{in blue) has the highest water-binding capacity
of any demulcent and penetrates the lens for
optimal lubricity. Hydroxypropyl methylcellulose
(in green) coats the outer surface of the lens,
sealing in moisture for slow release throughout
the day.

AMO researchers are developing new
formulations that further enhance contact
lenses’ comfort and ease of use.
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EYE CARE

—

#3. AMO TECHNOLOGY

Oxysept®1 Step is a hydrogen peroxide-based disinfection system for soft contact
lenses. It includes a neutralizer tablet with a vitamin B12 color indicator that turns the
solution pink to indicate that the peroxide has been neutralized to prevent eye irritation.
The system is also marketed under the Consept® 1 Step and Ultracare® brand names,
and collectively is the world’s best-selling hydrogen peroxide system.

i
|
|

AMO’s R&D efforts are focused on the next
generation of COMPLETE® brand muHipurpose
solution and an advanced technology rewetter.

Technology in a Bottle

A common misconception among non-contact lens
wearers is that all eye care solutions are the same.
However, millions of contact lens wearers and the
practitioners who treat them know otherwise. Not only
does the different composition of various lenses
require certain types of solutions, but the specific
formulations of solutions can make a noticeable
difference in lens comfort and overall ocular health.
AMO strives to differentiate itself in the eye care
marketplace by continuing to develop new, clinically
significant products that enhance safety, efficacy,
comfort and convenience for contact lens wearers. In
short, we deliver technology in a bottle.

Superior eye care products. Our core products fall
into three categories: multipurpose solutions, hydro-
gen peroxide systems and lubricants. Multipurpose
solutions represent the fastest-growing market seg-
ment and are increasingly popular for their one-bottle
convenience. COMPLETE® MoisturePLUS™ solution,
the latest installment in our product line, exemplifies
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REFRACTIVE

14& 15 ADVANCED MEDICAL OPTICS

1. CONDITION: Abnormal eye condition marked by failure of the image to

2.  OCCURRENGCE: Myopia and hyperopia affect approximately 28 percent and 16

focus properly on the retina. Most common refractive condi-
tions — myopia, hyperopia and astigmatism — are the result

percent of the population, respectively. Astigmatism typically
oceurs in conjunction with one of these conditions and affects

of a misshapen cornea. Presbyopia occurs with age as the

flexibility of the natural lens declines and makes focusing on

presbyopia approaches 100 percent of the population aged 50

close objects more difficult.

and above.

approximately 15 percent of the population. Prevalence of ————

3. PROCEDURES THEN: [1970s-1980s] Most people wore eyeglasses or contact lenses for

vision correction. However, new technologies began to alter the refrac-

tive landscape. Radial keratotomy, a forerunner to laser refractive sur-

gery, was introduced for correction of myopia in the late 1970s.

[1990s] Eyeglasses and contact lenses remained the predominant

method for vision correction. New refractive laser technologies such

as LASIK, used to treat low to moderate myopia and hyperopia, gained

prominence. Phakic intraocular fenses (I0L) were aiso used in Europe

and other parts of the world, primarily for treatment of moderate to

high myopia and hyperopia. In 1997, AMO introduced the Array® lens,

the first multifocal 10L, and received CE Mark regulatory approval in

Europe for treatment of presbyopia.

PROCEDURE NOW: The vast majority of the vision-corrected population

still relies on eyeglasses and contact lenses. LASIK, a

procedure in which a microkeratome creates a comeal

flap and an excimer laser reshapes the cornea, is the

most common refractive surgical treatment. Roughly

4 percent of the vision-corrected population (in the

U.S.) has undergone some form of laser surgery.

. 10Ls are used increasingly to address refractive

disorders. AMO’s Array® lens is the world’s most

accepted multifocal I0L. The Verisyse™ phakic 0L

continues to be used successfully in Europe and other

parts of the world, and is stated for introduction in the

U.S. in 2004.

Refractive Disorders

[Myopia] Distant light rays focus in front of the
retina because the length of the eye is too long for
its dioptric power. A person with myopia, or near-
sightedness, is able to see nearby objects clearly
but cannot focus on distant objects.

[Hyperopia] Distant light rays focus behind the
retina because the length of the eye is too short for
its dioptric power. A person with hyperopia, or far-
sightedness, can see distant objects clearly but
cannot focus on nearby objects.

[Astigmatism] Astigmatism typically results
when the curvature of the corneais different’in
two principal meridians. The lack of uniform
curvature makes it so there is no single focus
for any object.

[Presbyopia] Presbyopia is the progressive loss
of the crystalline lens’ ability to change focus from
far to near objects. It is caused by the aging of the
eye’s lens.

AMO's R&D efforts include research on new
materials and optical designs that will help
surgeons address a full range of patients’
vision care needs.
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REFRACTIVE

16&17 ADVANCED MEDICAL OPTICS

#3. AMO TECHNOLOGY

The Array® lens is a multifocal I0L that replaces the natural lens and is designed to provide patients a full
range of vision and independence from eyeglasses. The proprietary Array® lens design uses a series of five
optical zones that imitate the eye’s natural ability to provide near, intermediate and distance vision. Array® is
approved for use in cataract patients in the U.S. and also has approval in Europe for treatment of presbyopia.

Refractive IOL Procedures

[Phakic 10L] Adding a lens to an eye with a
natural crystalline lens in it. A phakic 0L is
inserted into one of three locations:

o anterior chamber angle, in front of the iris;
o anterior chamber iris-fixated, on the iris; or

0 posterior chamber, behind the iris and in
front of the crystalline lens.

[Lens Exchange] Removing the natural
crystalline lens and replacing it with a
man-made lens product:

o monofocal for single-power correction;

o multifocal for distance, intermediate and
near vision; or

o accommeodating, which changes power
based upon movement or deformation.

AMO scientists and engineers focus on
developing new clinically significant
innovations that enhance practitioner
productivity and patient outcomes.
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Condensed Consolidated Balance Sheets [in thousands, except share data]

18&19 ADVANCED MEDICAL OPTICS

As of December 31, 2003 2002
Assets
Current assets
Cash and equivalents $ 46,104 $ 80,578
Trade receivables, net 130,423 121,607
Inventories 41,596 46,129
Other current assets 34,369 26,180
Total current assets 252,492 274,494
Property, plant and equipment, net 68,136 39,830
QOther assets 34,635 45,274
Goodwill and intangibles, net 106,082 103,608
Total assets $ 461,345 $ 463,206
Liabilities and Stockholders’ Equity
Current liabilities
Current portion of long-term debt $ 2328 $ 750
Accounts payable 35,605 42,356
Accrued compensation 24,507 17,651
___Other accrued expenses 52,861 47,447
Total current liabilities 115,301 108,204
Long-term debt, net of current portion 233,611 277,559
Other liabilities 19,241 11,759
Commitments and contingencies
Stockholders’ equity
Preferred stock, $.01 par value; authorized 5,000,000 shares, none issued - -
Common stock, $.01 par value; authorized 120,000,000 shares;
issued 29,378,599 and 28,723,512 shares 294 287
Additional paid-in capital 54,064 47 455
Retained earnings 24,981 14,624
Accumulated other comprehensive income 13,868 3,331
Less treasury stock, at cost (997 and 3,151 shares) (15) (13)
Total stockholders’ equity 93,192 65,684
Total liabilities and stockholders’ equity $ 461,345 $ 463,206
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Condensed Gonsolidated Statements of Stockholders’ Equity and Comprehensive Income [in thousands]

20&21 ADVANCED MEDICAL OPTICS

Balance at December 31, 2000
Comprehensive income
Net earnings
Other comprehensive income:
Foreign currency translation adjustments
Total comprehensive income
Distributions to Allergan, Inc., net of advances

Common Stock

Shares

Par Value

$ -

Additional
Paid-in
Capital

Unearned
Compensation

$ -

Balance at December 31, 2001
Comprehensive income
Net earnings prior to spin-off
Net earnings subsequent to spin-off
Other comprehensive income:
Foreign currency translation adjustments
Unrealized loss on derivative instruments qualifying as cash flow
hedges, net of $814 of tax
Total comprehensive income
Issuance of common stock in connection with the spin-off
Dividends and distributions to Allergan, Inc., net of advances and $17,513
of deferred tax assets resulting from the spin-off
Purchase of treasury stock, at cost

28,724

287

80,094

(32,639)

Balance at December 31, 2002
Comprehensive income
Net earnings
Other comprehensive income:
Foreign currency translation adjustments, net of $6,598 of tax
Unrealized gain on derivative instruments qualifying as cash flow
hedges, net of $1,745 of tax
Reclassification adjustment for realized loss on derivatives
included in net earnings, net of $928 of tax
Total comprehensive income .
Issuance of common stock under stock option plan
Issuance of common stock under stock purchase plans
Issuance of restricted stock
Expense.of compensation plan
Tax benefits from employee stock plans
Purchase of treasury stock, at cost

28,724

426
217
12

287

47,455

3,794
2,040
165

674

(166)
102

Balance at December 31, 2003

29,379

$294

$54,128

$ (64)
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Condensed Gonsolidated Statements of Gash Flows [in thousands]

Year Ended December 31, 2003 2002 2001
Cash flows provided by operating activities
Net earnings $ 10357 $ 25910 $ 54,959
Non cash items included in net earnings:
Cumulative effect of accounting change for derivative instruments - - 551
Amortization and write-off of original issue discount and debt issuance costs 9,687 814 -
Amortization and write-off of net realized gain on interest rate swaps (2,631) - -
Depreciation and amortization 15,547 15,746 22,093
Amortization of prepaid royalties - - 392
Deferred income taxes (9,356) 4,150 (3,222)
Loss on investments and assets , 756 5,788 3,080
Unrealized loss (gain) on derivatives 246 3,199 (1,294)
Expense of compensation plan 102 - -
Changes in assets and hi
Trade receivables 6,202 2,809 2,426
Inventories 7,214 19,041 5,858
Other current assets 5,396 (2,887) (6,047)
Accounts payable (8,882) 11,994 (909)
Accrued expenses and other liabilities 13,074 35,702 1,203
_____ Other non-current assets 264 4,642 (3,278)
N Net cash provided by operating activities 47,976 126,908 75,812
Cash flows from investing activities
Additions to property, plant and equipment (12,605) (16,737) (5,865)
Purchase of net assets of manufacturing facility (21,359) - -
Proceeds from sale of property, plant and equipment 556 591 901
Additions to capitalized internal-use software (674) (948) (3,089)
Additions to demonstration and bundled equipment (6,971) (4,993) (6,428)
Net cash used in investing activities (41,053) (22,087) (14,461)
Cash flows from financing activities
Net decrease in notes payable - - (7,595)
Proceeds from issuance of convertible senior subordinated notes 140,000 - -
Praceeds from issuance of senior subordinated notes - 197,194 -
8 Long-term debt borrowings _ 22,376 108,363 -
m Repayment of long-term debt {205,000) (136,363) -
S Financing-related costs (7,316) (10,274) -
m Proceeds from issuance of common stock 5,958 - -
= Net proceeds from settlement of interest rate swaps 582 5,637 -
w Dividend-and-distributions to-Allergan; inc., net-of advances = (196,710). (58,563}
o Purchase of treasury stock (120) (13) -
o Net cash used in financing activities (43,520) (32,166) (66,158)
o Effect of exchange rates on cash and equivalents 2,123 966 (877)
Net increase (decrease) in cash and equivalents (34,474) 73,621 (5,684)
Cash and equivalents at beginning of year 80,578 6,957 12,641
Cash and equivalents at end of year $ 46,104 $ 80578 $ 6,957
Supplemental disclosure of cash flow information
Cash paid during the year for:
Interest $ 23,31 $ 3,79 $ 3,166
Income taxes 13,727 3,240 660
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Board of Directors

William R. Grant
Chairman of the Board

James V. Mazzo Christopher G. n=m<m~. William J. Link, Ph.D.
President and
Chief Executive Officer

Michael A. Mussallem

Deborah J. Neff James 0. Rollans

Executive Leadership Team

24 ADVANCED MEDICAL OPTICS

James V. Mazzo
President and
Chief Executive Officer

Max Akedo Sheree L. Aronson James C. Cooke
President, Vice President, Vice President,
Japan Corporate Communications Asia Pacific

& Investor Relations

Holger Heidrich, Ph.D. Richard A. Meier
Corporate Vice President Executive Vice President,
and President, Europe/ Operations & Finance
Africa/Middle East and Chief Financial Officer

Francine D. Meza
Senior Vice President,
Human Resources

L.
Peter P. Nolan Jane E. Rady C. Russell Trenary Wi
Senior Vice President, Corporate Vice President, Corporate Vice President
Manufacturing Strategy & Technology and Chief Marketing Officer

For Board and Executive biographies
please visit the Company’s Web site at
WWW.amo-inc.com.

Aimee S. Weisner
Corporate Vice President,
General Counsel

and Secretary
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Advanced Medical Optics
1700 E. St. Andrew Place
Santa Ana, California 92705
www.amo-inc.com
NYSE:AVO




