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WE STRIVE TO CREATE
POSITIVE CHANGE FOR OUR
SHAREHOLDERS, PATIENTS,
EMPLOYEES AND CUSTOMERS
BY GROWING OUR CURRENT

~ PRODUCTS AND BUSINESSES

AND CONTINUING TO ADD TO
OUR PORTFOLIO THROUGH
TARGETED ACQUISITIONS

IN AN EVER CHANGING
MARKETPLACE.
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WE OPERATE A PORTFOLIO
THAT IS DIVERSIFIED
ACROSS GEOGRAPHIC AND
THERAPEUTIC LINES.

The classic pharmaceutical strategy is to discover and develop global products by focusing on large therapeutic
categories in highly populated regions such as the U.S., Western Europe, Japan, India and China. At Valeant,
we are focused on creating a diversified business model that includes investing in select international markets
with strong growth potential, and broad product portfolios with limited patent risk. We avoid markets where
there is competitive intensity from large pharmaceutical companies or areas where market growth has slowed
and we have a limited ability to build scale and market presence. We believe that by targeting underserved,
niche markets and compounds, Valeant can successfully execute our growth business model in the years o
come and thereby create value for all our stakeholders.

We concentrate on creating a diversified business model that includes
investing in select markets with strong growth potential.
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WE BELIEVE SPEED AND LACK
OF BUREAUCRACY IS OUR
GREATEST ADVANTAGE.

Change within the pharmaceutical industry is slow. At Valeant, we believe that by embracing a fact-based
managerial process without redundant layers of decision-making, the best ideas will rapidly rise to the surface
and we can make good decisions quickly. Our strategy Is about being prudent: if things are working, then
you invest behind them, and if they aren't, make changes. Our employees operate within a truly low-cost
environment with clear accountabilities and well-defined performance metrics. We pride ourselves on treating
our financial resources as if we were owners, which of course, we are.

Our employees operate within a truly low-cost environment with clear
accountabilities and well-defined performance metrics.
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WE DO NOT BET ON SCIENCE,
BUT ON MANAGEMENT.

In‘recent years, the productivity of traditional résearch and development has slowed, creating pressure for
pharmaceutical companies to fund high-risk R&D projects in‘order to'cover this shortfall. At Valeant, we
believe in'helping patients by acquiring established products that are time-tested, thereby utilizing both our
scale and commercial capabilities, and our experienced management teams, to then successfully grow
these products. Each of our general managers is experienced at building strong businesses and bri inging
good products to market.

We help our patients live better lives by acquiring established prodticts
that are time tested.
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DEAR SHAREHOLDER;

Thank you for your interest in Valeant Pharmaceuticals

international, Inc. We believe that Valeant is a unique
pharmaceutical company and we are excited that
you have taken the step to better understand both
our strategy and operating philosophy. Valeant’s
primary strategy is to leverage our speed, scale,
financial strength and disciplined approach to
business development to pursue substantial growth
opportunities and generate long-term value for all

of our shareholders.

Our strategy and philosophy are both simple and
powerful. They are anchored in diversified operating
units led by empowered entrepreneurs ~ who will
be rewarded for growing their businesses, their
cash flows, and building leadership positions in the
marketplace. Our dual engines of growth wili be
superior execution of well-thought-through business
plans and continued new growth opportunities via
disciplined acquisitions. We will do “more with less”
than our competitors.

Our vision for the new Valeant is to become the
ieading specialty pharmaceutical company in

the world. We will measure our success primarily
through our returns to our shareholders. We

will have a balanced and diversified portfolio of
businesseés: in terms of types of products —branded
pharmaceuticals, over-the-counter (OTC) products,
branded and unbranded generics; therapeutic areas
~dermatology, neurology, and ophthalmology; and
geographies - U.S., Canada, Central and EFastern
Europe, Latin America, Australia, South East Asia
and South Africa. We will measure ourselves in
terms of overall growth, cash earnings, and adjusted
cash flow from operations.-Our portiolic will evolve
and over time, we would expect to both-enter and

exit geographies, therapeutic areas, and potentially
product forms. We will continue 10 seek out high-
growth, high-profit markets where we expect 1o have
a competitive advantage, and exit markets where
growth and profitability are not as attractive.

We also have a different approach to R&D than other
pharmaceutical companies in that we don’'t bet
purely on science for our future growth. We like to
puy in-line products that we think we can grow and
take the development risk out of the equation. We
prefer to access our innovation through acquiring
companies and products. And where we do invest
in R&D, it is primarily focused on dermatology

and ophthalmology, where the risk-reward profile
actually works from a standpoint of our Company’s
philosophy. We also seek partners for our significant
development efforts, thereby reducing our R&D
expenditures as compared to our peers. While there
are many remarkable pharmaceutical companies
involved in discovering new compounds, overall,
internal R&D for the pharmaceutical industry has not
proven to be a good return for most companies over
the last decade.

U.S. DERMATOLOGY

Valeant's U.S. dermatology business continues to

be ‘a key strength and our growth further solidifies
ourposition‘as a significant player in this therapeutic
area. Not only does dermatology have what we
believe is an attractive risk and reward profile, we
believe there’s room for a focused, smaller player fike
Valeant. We have acquired saveral attractive assets in
the past few years that-have bolstered our presence
in this therapeutic class, across our geographic
markets; and we will continue to look for other assets
that will continue this growth. Dermik and Ortho
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Dermatologics are two acquisitions in 2011 that
cemented our position as a leader in dermatology in
the U.S. We try to avoid playing in the same areas as
the big pharmaceutical companies, and focus our
efforts on specialty areas like dermatology, where we
can compete with a dedicated sales and marketing
footprint. Our operating philosophy is based on a
business model that centers on multiple, diverse
products that generate between $15 million and $50
million in revenue per year.

Our U.S. Dermatology segment generates product
revenues from both specialty pharmaceutical and
OTC products. Our principle dermatology products
include: Zovirax® Ointment, Xerese®, Elidel®,
Acanya®, Atralin®, Carac®, Renova® and Retin-A
Micro®, and CeraVe®.

NEUROLOGY AND OTHER

Our other main U.S. business segment is Neurology
and Other, which consists of legacy products such
as Wellbutrin XL®, Xenazine® and Cardizem® CD.
Although demand for these products is declining,
our goal is to manage this business segment

to be a flat-to-slowly declining business that
generates reliable cash flows for our Company.

Our management approach to this portfolio, a very
lean infrastructure with minimal support in non-

field force promotion and targeted improvements

in formulation, has worked well for these smaller
specialty-focused legacy brands. Managing our
Neurology and Other segment to maximize our cash
flows remains a key priority in 2012 and beyond.

Although Wellbutrin XL, Xenazine, and legacy Valeant
tail products remain the largest products in this
segment, we are excited to see the entry of Potiga™/
Trobalt™ into the market and believe this compound
offers a unique growth opportunity. In the U.S.,
Potiga was approved in June 2011 and received
appropriate Drug Enforcement Administration (DEA)
scheduling in November 2011. Trobalt launched

in Europe in May 2011 and is now commercially
available in several countries including the United
Kingdom, Germany and Switzerland through our
development partner, GlaxoSmithKine. We are
currently planning to launch Potiga to the U.S. market
in the second quarter of 2012, again through our
partner, GlaxoSmithKine. As for our extended-release
formulation, a lead candidate has been identified for
progression into clinical evaluation.

EMERGING MARKETS

Our Emerging Markets segment includes our
historical business units in Latin America, Central
and Eastern Europe and we recently established
new growth platforms in South East Asia, South
Africa and Russia, through several strategic
transactions completed in 2011 and early 2012.
Our recent acquisition of iNova at the end of
2011, and our expansion into South East Asia and
South Africa, necessitated the realignment of our
segments in 2012 as we began to manage our
businesses differently.

We have combined our branded generics businesses
in Europe and Latin America, which is primarily
Mexico and Brazil, into one Emerging Markets
segment that will also include our operations in South
East Asia and South Africa. We view our entry into
the markets of Russia, South East Asia, and South
Africa as exciting new growth platforms and we are
eager to explore these new opportunities.

Qur footprint is purposefully international, yet not
global. We intentionally do not operate in a number
of markets, such as Western Europe, Japan, China
and India, which are the strategic focus of other
pharmaceutical companies. We continue to explore
and invest in other territories that we believe are high-
quality and growing and in which we believe we can
achieve success with our business model. Pursuing
these opportunities in the select regions that larger
pharmaceutical companies are not focusing on is
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another key element of our operating philosophy. For
example, building critical mass in Central and Eastern
Europe was our focus in 2011, where we made two
sizable acquisitions, PharmaSwiss and Sanitas,
and we now operate in over 20 Central and Eastern
European countries primarily in branded generics
and OTC products.

CANADA/AUSTRALIA

Valeant is the largest muftinational pharmaceutical
company headquartered in Canada. Our Canadian
operations are the classic specialty pharmaceutical
business where most of our products are in-licensed
from other companies. We continue to grow our
critical mass in terms of our field force infrastructure,
which allows us to call on any specialty, including
primary care.

This business is predominantly derived from
prescription products with the largest brands
consisting of Wellbutrin XL®, Cesamet® and
Tiazac® XC. We are in the process of establishing
a prescription dermatology business in Canada,
and the acquisition of Dermik gives us a head start
in this endeavor. Cur OTC business in Canada

is also growing and was initially built around our
acquisitions of Vital Science and Laboratoire Dr.
Renaud completed in 2009 and 2010, respectively.
in addition, the acquisition of Afexa in 2011 will add
nicely to our OTC segment with the addition of the
well-known COLD-FX to our portfolio.

Valeant Australia has primarily been an OTC business
with a strong focus in dermatology. With the
addition of iNova in December 2011, we now have

a diversified product portfolio in Australia that more
closely mirrors the rest of our markets. Australia’s
OTC business now has a leading pharmacy presence
in cold and cough, a therapeutic skin-care line, and
sun care, which balances out the seasonal nature

of each business. The iNova acquisition also brings

a prescription business with a well-regarded sales

force and a substantial presence in the weight-
loss arena. We expect to continue to ramp up our
efforts to create new line extensions for Australia’s
OTC products and hope to see regulatory approval
of a few prescription products as well. Our key
expectation for 2012 is to successiully integrate
iNova and the Valeant operations in Australia.

LOOKING FORWARD

At Valeant, we expect to continue our evolution
into a stronger, more focused company, with our
efforts positioning us to reap rewards now and

in years to come. As we move forward, we will
continue to pave the way for growth through the
steadfast execution of our strategy that balances
diverse specialties with a focused approach. We
consistently look for unique opportunities in both
therapeutic classes and geographic locations that
other pharmaceutical companies might avoid, and
we believe that the success we have achieved so
far will generate more opportunities in the future.
Our strong results demonstrate the strength of our
base business and our ability to deliver revenue
growth, earnings and cash flows. Our ability to
deliver solid results is a testament to our team's
ability to effectively manage our cost structure
and discover new and exciting opportunities to
invest in. We hope to continue-to build on our past
successes and look forward to new opportunities
emerging for Valeant in 2012 and beyond.

Finally, I would like to personally thank Valeant's
employees and shareholders for everyone’s
continued support as we work together towards
building the most successful pharmaceutical
company in the world,

ML

J. Michasel Pearson
Chairman and Chief Exscutive Officer







Valeant Pharmaceuticals International, Inc.
4787 Levy Street, Montreal, Quebec H4R 2P9 Canada
Phone / +1 514 744 6792 Fax / +1 514 744 6272



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2011
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF TH%JRI’!‘IES EXCHANGE ACT OF 1934
For the transition period from Mz‘?ﬁ!io??i“ﬁf’i?%”@‘ﬂg
Commission file number 001-1495%@iéﬁfﬁ1

VALEANT PHARMACEUTICALS INTERNAFIONAL, INC.

(Exact Name of Registrant as Specified in its Charter)
CANADA 448205

State or other jurisdiction of Wﬁ%t}ﬁgkﬂﬁpg Identification No.)

incorporation or organization

7150 Mississanga Road
Mississanga, Ontario
CANADA, L5N 8M5

(Address of principal executive offices)

Registrant’s telephone number, including area code (905) 286-3000
Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered

Common Shares, No Par Value New York Stock Exchange, Toronto Stock Exchange

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

(Title of class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes No []

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes (] No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or Section 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 No [

Indicate by check mark 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 during the preceding 12 months (or for such shorter
period that the registrant was required to submit and post such files). Yes No [

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

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

Large accelerated filer Accelerated filer [} Non-accelerated filer [1 Smaller reporting company [ ]
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes [1 No

The aggregate market value of the common shares held by non-affiliates of the registrant as of the last business day of the registrant’s most
recently completed second fiscal quarter was $11,216,292,000 based on the last reported sale price on the New York Stock Exchange on

June 30, 2011.
The number of outstanding shares of the registrant’s common stock, as of February 23, 2012 was 306,583,018.

DOCUMENTS INCORPORATED BY REFERENCE

Part IIT incorporates certain information by reference from the registrant’s proxy statement for the 2012 Annual Meeting of
Shareholders. Such proxy statement will be filed no later than 120 days after the close of the registrant’s fiscal year ended

December 31, 2011.




TABLE OF CONTENTS

GENERAL INFORMATION
, PART 1

Ttem 1. aniness ...................... P A R S
Ttem 1A, RiSK FACTOIS ..o\ e vttt ettt gt e e b e e e et e e e ee e
Item 1B: Unresolved Staff Comments O S P
Item 2. Properties ......... SR e E e e e e e AP e e
Item 3. “Legal Proceedings B R
Item4.  Mine Safety Disclosures . ... ....... ... ...c....... e e
- . ~ _PARTH
Item 5. Market for Reglstrant s Commeon Equrty, Related Stockholder Matters and Issuer

: - . -Purchases of Equity Securities: . ....... o0, e e, e e e e
Item 6. Selected Financial Data .. 070, ... 0L i, ; ............. e e e e
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Item 7A. Quantitative and Qualitative Disclosures About Market Risk . ................. XER
Item 8. Financial Statements and Supplementary Data............ ...t
Item 9. ' Changes in and Dlsagreements with Accountants on Accountmg and Fmancral Disclosure
Item 9A. - Controls and Procedures, . ... .. ... .. .cvvnn i e
Item 9B. Other Information ..... .. e ; J O EE PRI e LA T

. PARTIII -
Ttem .10‘.T - Drrectors Executlve Officers and Corporate Governance .:;...%0 0. ... e
Item 11. - Executive Compensation. . ... ... ... .. e e PR N S
Item 12. Securlty ‘Ownership of Certain Benef1c1a1 Owners and Management and Related

- Stockholder Matters . . . . . e O AP P S P L
Item 13, Certam Relationships and Related Transactlons and Director Independcncc ....... . ..
Item 14. - Pr1nc1pal Accounting Fees and Services .............. e e e
PART IV

Item 15.° ~ Exhibits and Financial Statemcnt Schedulcs B P I e
SIGNATURES ............... S SN S U S i

2

27
27

.82

82
82
82
82

83
83
83
83
83

84
94



Basis of Presentation
General

On September 28, 2010, Biovail Corporation (“Biovail”) completed the acquisition of Valeant
Pharmaceuticals International (“Valeant”) through a wholly-owned subsidiary, pursuant to an Agreement and
Plan of Merger, dated as of June 20, 2010, with Valeant surviving as a wholly-owned subsidiary of Biovail
(the “Merger”). In connection with the Merger, Biovail was renamed “Valeant Pharmaceuticals
International, Inc.” Biovail is both the legal and accounting acquirer in the Merger. Accordingly, the
pre-acquisition consolidated financial statements of Biovail are the historical financial statements of the
Company going forward such that the accompanying financial statements reflect Biovail’s stand-alone
operations as they existed prior to the completion of the Merger. The results of Valeant’s business have been
included in the financial statements only for periods subsequent to the completion of the Merger.

Except where the context otherwise requires, all references in this Annual Report on Form 10-K
(“Form 10-K”) to the “Company”, “we”, “us”, “our” or similar words or phrases are to Valeant Pharmaceuticals
International, Inc. and its sub51d1ar1es taken together. In this Form: 10-K, references to “$” and “US$” are to
United States dollars, references to “C$” are to Canadian dollars, references to ‘€ are to Euros and references
to “AUD$” are to Australian dollars. Unless otherwise indicated, the statistical and financial data contained in
this Form 10-K are presented as of December 31, 2011.

Trademarks

The following words are trademarks of our Company and are the subject of either registration, or
application for registration, in one or more of Canada, the United States of America (the “U.S.”) or certain
other jurisdictions: ACANYA®, AFEXA® APLENZIN®, ATRALIN®, BEDOYECTA®, BENZACLIN®,
BIAFINE®, BIOVAIL®, BIOVAIL CORPORATION INTERNATIONAL®, CARDIZEM®, CERAVE®,
CESAMET®, COLD-FX®, COLDSORE-FX®, DELATESTRYL®, DERMAVEEN®, DERMIK®, DIASTAT®,
DIASTAT® ACUDIAL, DICLO DUO®, DIFFLAM®, DR. LEWINN’S®, DUROMINE®, DURO-TUSS®,
EFUDEX®, ERTACZO®, GLUMETZA®, INVISIBLE ZINC®, KINERASE®, LABORATOIRE DR
RENAUD®, LACRISERT®, LODALIS™, MACUGEN®, MELLERIL®, MEPHYTON®, MESTINON®,
METERMINE®, MIGRANALS®, M.V.I.8, NEPHROCAPS®, NIFLAMOL®, NITOMAN®, NYAL®, OCEAN®,
ORTHO DERMATOLOGICS®, PERMAX®, POTIGA™, PROCEF®, RENOVA®, RETIN-A MICRO®,
RIKODEINE®, SCULPTRA®, SUPERACE®, SYNCUMAR™, SYPRINE®, TANDENE® TIAZACS,
TITRADOSES?, TROBALT™, VALEANT®,  VALEANT A\ &  DESIGN®, VALEANT
PHARMACEUTICALS & DESIGN®, VASERETIC®, VASOTEC®, VIROPTIC®, VITALSCIENCES,
XENAZINE®, and XENAZINA®,

WELLBUTRIN®, WELLBUTRIN® SR, WELLBUTRIN® XL, WELLBUTRIN® XR, ZOVIRAX® and
ZYBAN® are trademarks of The GlaxoSmithKline Group of Companies and are used by us under license.
ULTRAM® is a trademark of Ortho-McNeil, Inc. (now known as PriCara, a division of Ortho-McNeil-Janssen
Pharmaceuticals, Inc.) and is used by us under license. ACZONE is a trademark that is the subject of a
trademark application by Allergan Sales, LLC and is used by us under license. MVE® is a registered trademark
of Healthpoint, Ltd. and is used by us under license. ELIDEL® and XERESE® are registered trademarks of
Meda Pharma SARL and are used by us under license. OPANA® ER and OPANA® are registered trademarks of
Endo Pharmaceuticals Inc. and are used by us under license.

In addition, we have filed trademark applications for many of our other trademarks in the U.S., Canada,
Barbados and in other jurisdictions and have implemented, on an ongoing basis, a trademark protectlon
program for new trademarks.
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Forward-Looking Statements .

" Caution regarding forward- looklng mformatlon and statements and “Safe- Harbor” statements under the
US. Private Securltles Litigation Reform Act of 1995:

To the extent any statements made in . this Annual Report .on Form 10-K contain mformatzon that is not
historical, these statements are forward-looking statements within the meaning of Section 27A of the Securities Act of
1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, and may be forward-
looking information within the rneanlng defined under applicable Canadzan securities legislation (collectively,
“forward-looking statements”).

These forward-lOoIcing statements relate ‘to, among other things: the expected benefits of our acquisitions
(including the Merger) and other transactions, such as cost savings, operating synergies and growth potential of the
Company; business plans and prospects, prospective products or product approvals, future performance or results of
current and anticipated products; the impact of healthcare reform; exposure to foreign currency exchange rate changes
and interest rate changes; the outcome of contingencies, such as certain litigation and regulatory proceedings; general
market conditions; and our expectations regarding our financial performance, including revenues, expenses, gross
margins, lzquzdlty and i income taxes.

. Forward-looking statements can generally be zdentzﬁed by the use of words such as ‘“believe”, “anticipate”,
“expect”, “intend”, “estimate”, “plan”, “continue”, “will”, “may”, “could”, “would”, “target”, “potentzal” and other
similar expressions. In addition, any statements that refer to expectations, projections or other characterizations of
future events. or circumstances are forward-looking statements. These forward-looking statements may not be
appropriate for other purposes. Although we have indicated above certain of these statements set out herein, all of the
statements .in this Form 10-K that contain forward-looking statements are qualified by these cautionary statements.
Although we believe that the. expectations reflected in such forward-looking statements are reasonable, such
statements involve risks and uncertainties, and undue reliance should not be placed on such statements. Certain
material factors or assumptions are applied in making forward-looking statements, including, but not limited to,
factors and assumptions regarding the items outlined above. Actual results may differ materially from those expressed
or implied in such statements. Important factors that could cause actual results to dzﬁ‘er matenally from these
expectations include, among other things, the followmg ’ :

* our ability to compete against companies that are larger and have greater ﬁnancial, technical and human
-resources than we do, as well as other competitive factors, such as technologtcal advances achieved, patents
obtained and new products introduced by our competitors; =

* the challenges and difficulties assoczated with managmg the rapzd growth of our Company and a large,
. complex business;.

* our abllzty to identify, acquzre and integrate acquisition targets and to secure and mamtam third-party
research, development manufactunng, marketzng or dzstnbutzon arrangements;

:+* our ability to close transactions on a tzmely-baszs or at all

. * factors relatmg to the integration of the compames businesses and products acquzred by the Company
(including the integration relating to the Merger), such as the time and resources required to integrate such
ccompanies, businesses and products, the difficulties associated with such integrations, and the achievement of
the anticipated benefits from such integrations;

* our eligibility for benefits under tax treaties and the continued availability of low effective tax rates for the
business profits of our significant operating subsidiary in Barbados, as well as the low tax rate for the profits of
our PharmaSwiss S.A. subsidiary based in Switzerland;

* our future cash flow, our ability to service and repay our existing debt and our ability to raise additional funds,
if needed, in light of our current and projected levels of operations, acquisition activity and general economic
conditions;

* the uncertainties associated with the acquisition and launch of new products, including, but not limited to, the
acceptance and demand for new pharmaceutical products, and the impact of competitive products
and pricing;
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the difficulty in predicting the expense, timing and outcome within our legal and regulatory environment,
including, but not limited to, the U.S. Food and Drug Administration, the Canadian Therapeutic Products
Directorate and European, Brazilian and Australian regulatory approvals, legal and regulatory proceedings
and settlements thereof, the protection afforded by our patents and other intellectual and proprietary property,
successful generic challenges to our products and mﬁmgement or alleged infringement of the intellectual
property of others* - : . . :

‘the success of preclinical and clinical trials for our drug development pipeline or delays in clmlcal trials that
‘adversely impact the timely commercialization of our pipeline products;

the results of continuing safety and efficacy studies by industry and government agencies;

our ability to. obtain components, raw materials or finished products supplied by third parties;

the disruption of delivery of our products and the routine flow of manufactured goods;

the introduction of products that compete against our products that do-not have patent or data excluszvzty
rights, which products represent a.significant portion of our revenues; :

e the risks associated with the international scope of our operations, including our presence in emerging markets;

* adverse global economic conditions and credit market uncertamty in European and other countries in which
we do business;

* economic factors over which the Company has no control, including changes in inflation; interest rates,
foreign currency rates, and the potential effect of such factors on revenues, expenses and resulting margins;

* our ability to retain, motivate and recruit executives and other key employees;
* the outcome of legal proceedings, -investigations and regulatory proceedings;

s the risk that our products could cause, or be alleged to cause, personal injury, leading to withdrawals of
products from the market;

* the impacts of the Patient Protection and Affordable Care Act in the U.S. and other legislative and regulatory
reforms in the countries in which we operate; and

* other risks detailed from time to time in our filings with the U.S. Securities and Exchange Commission
(the “SEC”) and the Canadian Securities Administrators (the “CSA”), as well as our ability to anticipate and
manage the risks assoczated with . the foregoing.

Additional information about these factors and about the matenal factors or assumpttorcs underlymg such
forward-looking statements may be found elsewhere in this Form 10-K, under Item 1A. “Risk Factors”, and in the
Company’s other filings with the SEC and CSA. We caution that the foregoing list of important factors that may affect
future results is not exhaustive. When relying on our forward-looking statemients to make decisions with respect to the
Company, investors and others should carefully consider the foregoing factors and other uncertainties and potential
events. These forward-looking statements speak only as of the date made. We undertake no obligation to update any
of these forward-looking statements to reﬂect events or circumstances after the date of this Form 10-K or to reflect
actual outcomes.
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PART I -

Item 1. Business

Biovail Corporation (“Biovail”) was formed under the Business Corporations Act (Ontario) on February 18,
2000, as a result of the amalgamation of TXM Corporation and Biovail Corporation International. Biovail was
continued under the Canada Business Corporations Act (the “CBCA”) effective June 29, 2005. On September 28,
2010. (the “Merger Date”), Biovail completed the acquisition of Valeant Pharmaceuticals International
(“Valeant”) through a wholly-owned subsidiary pursuant to an Agreement and Plan of Merger, dated as of
June 20, 2010, with Valeant surviving as a wholly-owned subsidiary of Biovail (the “Merger ’). In connection with
the Merger, Biovail was renamed “Valeant Pharmaceuticals International, Inc.” The accompanying financial
statements reflect Biovail’s stand-alone operations as they existed prior to the completion of the Merger. The
results of Valeant’s business have been included in the financial statements only for periods subsequent to the
completion of the Merger.

32 [13

Unless the context indicates otherwise, when we refer to “we”, “us”, “our” or the “Company” in this
Annual Report on Form 10-K (“Form 10- -K”), we are referrmg to Valeant Pharmaceuticals International, Inc.
and its subsidiaries on a consohdated basis.

Introduction

We are a multinational, specialty pharmaceutical company that develops, manufactures and markets a
broad range of pharmaceutical products Our spec1alty pharmaceutical and over-the-counter (“OTC”) products
are marketed under brand names and are sold in the United States (“U.S.”), Canada, Australia and
New Zealand, where we focus most of our effprts on products in the dermatology and neurology therapeutic
classes. We also have branded generic, branded, and:OTC operations in Europe Latin ‘America, South East
Asia and South Africa.

Business Strategy

Since the Merger, our strategy has been to focus the business on core geographies and therapeutic classes,
manage pipeline assets either internally or through strategic. partnerships with other pharmaceutical companies
and deploy cash with an appropriate mix of selective acquisitions, share buybacks and debt repurchases. We
believe this strategy will allow us to improve both the growth rates and profitability of the Company and to
enhance shareholder value, while exploiting the benefits of the Merger.

Our leveraged research and development model i is one key element to this business strategy. It will allow us
to progress development programs to drive future commercial growth, while minimizing our research and
development expense. This will be achieved in four ways:

* structuring partnerships and collaboratrons s0 that our partners share development costs;
- * bringing products already developed for other markets to new territories;

* acquiring dossiers and registrations for branded generic products, which require limited manufacturing
start-up and development activities; and

* selling internal development capabilities to third parties, thereby allowrng hrgher utlhzatlon and
infrastructure cost absorption. : : :
Focused Diversification across Geographies, Therapeutic Areas and Products with Limited Patent Exposure

We are diverse not only in our sources of revenue from our broad drug portfolio, but also' among the
therapeutic classes and geographic segments we serve. We focus on those businesses that we view-to have the
potential for strong operating margins and solid growth, while providing natural balance across geographies.



In addition, we have an established portfolio of-specialty pharmaceutical, branded generic and OTC
products with a focus in the dermatology therapeutic areas. We believe dermatology is particularly attractive
given that many of the products are: “

* generally relatrvely small on an 1nd1v1dual basis (w1th the exceptlon of Zov1rax®) and therefore not the
focus of larger pharmaceutical companies;

* marked by a significant self-pay component, so that they are not as dependent -on increasing
reimbursement pressures; and :

. often topical treatments and, therefore subject to less generic competltlon Topical treatments generally
require full clinical trials and not just bioequivalence tests before generics can enter the market.

Acquisitions and Divestitures

We have completed several transactions to expand our product portfolio including, among others, the
following acquisitions of businesses and product rights in 2011 iNova, Dermik, Ortho Dermatologics, Afexa Life
Sciences Inc. (“Afexa”), AB Sanitas (“Sanitas”), Elidel®/Xerese®, PharmaSwiss S.A. (“PharmaSwiss”), and
Zovirax®, In addition, we acquired Eyetech Inc. and Probiotica Laboratorios Ltda. (“Probiotica”) in
February 2012.

In connection with the acquisition of Dermik, we were required by the Federal Trade Commission (“FTC”)
to d1vest 1% clindamycin and 5% benzoyl peroxide gel, a generic version of BenzaClin®, and 5% fluorouracil
cream, an authorized generic of Efudex® We completed the divestiture of these products in February 2012.

For more information regarding our acquisitions and divestitures, see note 3, note 4 and note 27 of notes to
consolidated financial statements in Item 15 of this Form 10-K:

Segment Information

Since the Merger, we have operated in five business segments comprising (i) U.S. Neurology and Other,
(ii) U.S. Dermatology, (iii) Canada and Australia, (iv) Branded Generics —Europe and (v) Branded
Generics — Latin America. Within our U.S. Dermatoloegy and U.S. Neurology and Other segments we generate
alliance revenue from the licensing of products we developed or acquired. Additionally, within our
U.S. Dermatology segment and Branded Generic — Europe segment we generate service revenue from contract
services in the areas of dermatology and topical medication. We have realigned segment financial data for the
year ended December 31, 2009 to reflect changes in our organizational structure that occurred in 2010.
Comparative segment information for 2011, 2010 and 2009 is presented in note 26 of notes to consolidated
financial statements in Item 15 of this Form 10-K. ' "

Our current product portfolio comprises approximately 900 products, with apprommately 4,100 stock
keeping units (“SKUs”). In 2011, 2010 and 2009, global Wellbutrin XL® represented 9%, 21% and 22%,
respectively, and Zovirax® represented 8%, 14% and 19%, respectively, of our consolidated revenues. We
anticipate a continuing decline in Wellbutrin XL® product sales due to generic erosion, although we have
implemented initiatives to support the brand. We anticipate that Wellbutrin XL® product sales will continue to
represent a declining percentage of our consolidated revenues primarily due to anticipated growth in other parts
of our business and recent acquisitions. We anticipate that Zovirax® may also continue to decline as a
percentage of consolidated revenues in the future as a result of revenue growth from-acquisitions.

U.S. Neurology and Other
The U.S. Neurology and Other segment generates product revenues from pharmaceutrcal products. These
pharmaceutical products are marketed and sold: prrmarrly through who]esalers , i

Neurology and Other Products — our pr1nc1pal Neurology and Other products are:

» Wellbutrin XL®, an extended-release formulation of bupropion indicated for the treatment of major
depressive disorder in adults, was launched in the U.S. in September 2003 by an affiliate of
GlaxoSmithKline LLC (the entities within The Glaxo Group of Companies are referred to throughout as



“GSK”). Pursuant to a manufacturing-and-supply agreement then in effect with GSK, Biovail received a
tiered supply price based on GSK’s net sales of Wellbutrin XL®. In May 2009, Biovail acquired the full
U.S. commercialization rights to Wellbutrin XLe® from GSK.

« Xenazine® is indicated for the treatment of chorea associated with Huntington’s disease. In the U.S,,
Xenazine® is distributed for us by Lundbeck Inc. under an exclusive marketing, distribution and supply
agreement for an initial term of 15 years. ,

U.S. Neurology and Other Alliance Revenue — We generate alliance revenue from the licensing of various
products we developed or acquired. ' ' '

U.S. Dermatology

The U.S. Dermatology segment generates product revenues from pharmaceutical and OTC products. These
pharmaceutical products are marketed and sold primarily through wholesalers and to a lesser extent through
retail and direct-to-physician channels. o -

Dermatology Products — Our principal dermatoiogy products are:

« Zovirax® Ointment is a topical formulation of a synthetic nucleoside analogue which is active against
herpes viruses. Each gram of Zovirax® Ointment contains 50 mg of acyclovir in a polyethylene glycol
base. This product is indicated for the management of initial genital herpes and in limited non-life
threatening mucocutaneous herpes simplex infections in immuno-compromised patients. Zovirax® Cream
was approved by the FDA in December 2002 and launched by Biovail in July 2003. Zovirax® Cream is
indicated for the treatment of recurrent herpes labialis (cold sores) in adults and adolescents (12 years of
age and older). Pursuant to a distribution rights agreement, GSK provided us with Zovirax® products for
the U.S. This distribution rights agreement terminated in February 2011 with our acquisition of the
U.S. rights to non-ophthalmic topical formulations of Zovirax® from GSK. We have entered into a new
supply agreement and trademark license with GSK for the U.S.

 Xerese® (acyclovir and hydrocortisone cream) is indicated for the early treatment of recurrent herpes
labialis (cold sores) to reduce the likelihood of ulcerative cold sores and to shorten the lesion healing
‘time in adults and adolescents (12 years of age and older). Xerese® contains acyclovir, a synthetic
nucleoside analogue active against herpes viruses, and hydrocortisone, an anti-inflammatory
corticosteroid, combined in a‘cream for topical administration. = ' o

« Elidel® is a topical formulation used to treat mild to moderate atopic dermatitis, a form of eczema. Each
gram of Elidel® Cream 1% contains 10 mg of _pimecrolimus in a whitish cream base of benzyl alcohol,
cetyl alcohol, citric acid, mono- and di-glycerides, oleyl alcohol, propylene glycol, sodium cetostearyl
sulphate, sodium hydroxide, stearyl alcohol, triglycerides, and water. Elidel® (pimecrolimus) Cream 1% is
indicated as second-line therapy for the short-term and non-continuous chronic treatment of mild to
moderate atopic dermatitis in nonimmunocompromised adults and children 2 years of age and older, who
have failed to respond adequately to other topical prescription treatments, or when those treatments are
not advisable. o : '

« Acanya® gel is a fixed-combination clindamycin phosphate (1.2%)/benzoyl peroxide (2.5%) aqueous gel
approved by the FDA for the once daily treatment of acne vulgaris in patients 12 years and older. Studied
in patients with moderate and severe acne, Acanya® offers significant efficacy with a favorable tolerability
profile and contains no preservatives, surfactants, parabens or alcohol. Acanya® was launched by Valeant

~in March 2009. ~ ~

« Atralin® gel is an aqueous gel containing micronized tretinoin (0.05 %) approved for once daily treatment
of acne vulgaris in patients 10 years and older. Atralin® has been demonstrated to reduce both
‘inflammatory and non-inflammatory acne lesions and contains ingredients (hyaluronic acid, collagen and
glycerin) known to moisturize and hydrate the skin. ‘ S v ‘

As part of the acquisition of the assets of Ortho Dermatologics, we now market the prescription brand
Retin-A Micro®. Retin-A Micro® (tretinoin gel) microsphere, 0.04%/0.1% Pump, is an oil-free prescription-



strength acne treatment proven to start clearing skin in as little. as two weeks after the start of treatment, with
full results seen after seven weeks of treatment. S S -

As part of the acquisition of Dermik, we now market Sculptra® and Sculptra® Aesthetic, an injectable
implant- containing microparticles of poly-L-lactic acid (PLLA), a biocompatible, biodegradable, synthetic
polymer from the alpha-hydroxy-acid family, carboxymethylcellulose (USP), non-pyrogenic mannitol (USP) and
sterile water for injection (USP). Sculptra® is intended for restoration and/or correction of the signs of facial fat
loss (lipoatrophy) in people with human immunodeficiency virus. Sculptra® Aesthetic is indicated for use in
immune-competent people as a single regimen for correction of shallow to deep nasolabial fold contour
deficiencies and other facial wrinkles in which deep dermal grid pattern (cross-hatch) injection technique
is appropriate.

‘OTC Products — our principal OTC products are:

* CeraVe® is a range of OTC products with essential ceramides and other skin-nourishing and
skin-moisturizing ingredients (humectants and emollients) combined with a unique, patented
Multivesicular Emulsion (MVE®) delivery technology that, together, work to rebuild and repair the skin
barrier. CeraVe® formulations incorporate ceramides, cholesterol and fatty acids, all of which are
essential for skin barrier repair and are used as adjunct therapy in the management of various skin
conditions. = - o T : : S '

* Kinerase® is a range of OTC and prescription cosmetic products that have been shown to help skin look
smoother, younger and healthier. Kinerase® contains the synthetic plant growth factor
No-furfuryladenine which has been shown to slow the changes that naturally occur in the cell aging
process in plants and in skin cells. L '

U.S. Dermatology Service and Alliance Revenue — We generate alliance revenue .and service revenue from
the licensing of dermatological products ‘and from contract services in-the areas.of dermatology and topical
medication. Alliance revenue within our U.S. Dermatology segment included profit sharing payments from the
sale of a 1% clindamycin and 5% benzoyl peroxide gel product (“IDP-111”) by Mylan Pharmaceuticals, Inc.
(“Mylan”), and royalties from patent-protected formulations developed by our Dow Pharmaceutical
Sciences, Inc. subsidiary and licensed to third parties. As described above, in connection with the Dermik
acquisition in December 2011, we were required by the FTC to divest IDP-111. On February 3, 2012, we divested
IDP-111 to Mylan and, as a result, we no longer receive royalties on sales by Mylan of IDP-111 made after
February 3, 2012. Contract services are primarily focused on contract research for external development and
‘clinical research in areas such as formulations development, in vitro drug penetration studies, analytical sciences
and consulting in the areas of labeling and regulatory. affairs. ‘ : ‘ '

Canada and Australia. -

The Canada and Australia segment generates product revenues from pharmaceutical and OTC products.
These pharmaceutical products are marketed and sold primarily through wholesalers and to a lesser extent
through retail and direct-to-physician channels. ' '

Canada — our principal products sold in the Canadian market are:

* Cesamet® is a syntheti_é'cannabinoid. It is indicated for the management of severe nausea and vomiting
-associated with cancer chemotherapy. ’ '

* Tiazac® XC is a calcium channel blocker (“CCB”) used in the treatment of hypertension and angina.
Tiazac® XC is a once-daily formulation of diltiazem that delivers smooth blood pressure control over a
24-hour period. As a non-dihydropyridine CCB, Tiazac® XC provides specific renal protective benefits as
well as blood pressure reduction, which is particularly important for diabetic hypertensive patients. Our
generic version of Tiazac® XC is distributed in Canada by Teva Canada.

* Wellbutrin® XL_,is a once-daily formulation of bupropion. developed by Biovail that is approved for the
~ treatment of major depressive illness and the prevention of seasonal major depressive illness.



* We received approval of a New Drug Submission for:Sublinox from the Canadian regulatory authority
Health Canada in July.2011. Sublinox (zolpidem tartrate) is indicated for the short-term treatment and

. symptomatic ‘relief of insomnia characterized by difficulty in falling asleep, frequent nocturnal
awakenings, ‘and/or early:morning awakenings. ‘The:iproduct is commercialized by the joint venture
between Meda AB and Valeant Canada errted (“Meda Valeant Pharma Canada Inc.”) and was
launched in September 2011. ' '

* In 2011, we .also received- approval of a New Drug Submlss1on from the Canadlan regulatory authorlty
- Health Canada for Lodalis™ (colesevelam hydrochloride), -an' oral bile acid sequestrant for
hypercholesterolemla Lodalis™ was launched 1nfCanada in February 2012 ~

OTC Products — our principal OTC products in Canada are:

* Cold-FX@ is a highly purified ChemBioPrint product derived from the roots of North American ginseng
(Panax quinquefolius). Each capsule contains 200 mg or 300 mg of CVT-E002 a unique extract of
polysaccharrdes that has been shown in laboratory and clinical studies to strengthen the immune system.

Australia — our prmcrpal products sold.in the Australlan market arey

. Duromrne®/Meterm1ne®—are prescrrptron welght Toss drugs that act through appetrte suppression.
Durom1ne®/Meterm1ne® contaln the act1ve 1ngred1ent phentermlne in a once daily formulatron

* Cough and Cold OTC product ranges — as: part.of the acquisition of iNova, we now market a range of
OTC products that reheve painful conditions of the mouth and throat and-alse a range of products that
provide relief of dry and ‘chesty coughs sold undér the brand names' Difflam®, Duro-Tuss® and
Rikodeine®, respectrvely

"o Difflam® is a market leading product range of lozenges ‘sprays and gargles for the treatment of sore
throats and other painful mouth condrtlons Sl :

* Duro Tuss® and Rikodeine® are market leadmg products cons1st1ng of lozenges and syrups for the
treatment of dry and chesty cough ' :

OTC Skin Products — our prrncrpal OTC skin products in Austraha are:
* Dr. Lewrnn s — a range of anti- agmg skrncare products whrch caters to 1nd1v1dual skrn—types
. Dermaveen®— a therapeutic skincare range for dry; 1tchy or sensitive skin using colloidal oatmeal.
* Invisible Zinc® —a skincare product that p_roy_ides sun protection using zinc-oxide. |

* Hamilton products — a range of sun and therapeutic skincare products.

Branded Generics — Europe

The Branded Generics — Europe segment generates revenues in more than 20 countries in Central and
Eastern Europe from branded generic pharmaceutical products, OTC products and fromagency/in-licensing
arrangements with other research-based pharmaceutical companies (where wedistribute and market branded,
patented products under long term, - renewable contracts) Products are sold prrmarlly ‘in Poland, ‘Serbia,
Hungary, Croatia and Russia.- S

In March, we acquired PharmaSwiss, a privately-owned branded generics and OTC pharmaceutical
company with a broad product portfolio in seven therapeutic areas and operations in 19 countries throughout
Central and Eastern Europe. In ‘August, we: acquired “Sanitas, a publicly-traded specialty pharmaceutical
company based in Lithuania. Sanitas has a broad branded generics product portfolio consisting of 390 products
in nine countries, although its largest sales are in Poland and Russia. Sanitas has in-house development
capab111t1es in dermatology, hospital 1nJectables and ophthalmology

Our strategy is to develop and commercialize modern, high added-value generics and OTC products which
represent a quality, affordable alternative to brand name counterparts. Our European products are sold largely



under the Valeant umbrella brand, although in those countries where-the brand names of legacy companies still
resonate with healthcare professionals and consumers, we have chosen. for certain products to retain on our
packaging the logos of some of the historical companies that make up Valeant Europe — ICN Polfa (specifically
Poland), PharmaSwiss (specifically Serbia) and Sanitas (specifically Poland and Lithuania).

Our combined Buropean branded generics business now covers a broad range of treatments including
antibiotics, treatments for cardiovascular and neurological diseases, antifungal medications and diabetic
therapies among: many others. We have significantly strengthened our presence in niche markets, specifically
dermatology and ophthalmology. Our largest product is Bisocard®, a Beta-blocker that is indicated to treat
hypertension and angina pectoris.. From PharmaSwiss, we have acquired products including Monopril®
(fosinopril), Diclo Duo® (an NSAID) and Cardiopirin® (an enteric coated low dose OTC aspirin). From Sanitas,
we have acquired products including Flucinar®, a corticosteroid ointment, and Sachol®, a gel product for
mouth ulcers.

Branded Generics — Latin America

The Branded Generics — Latin America segment generates revenues from branded generic pharmaceutical
products and OTC products in Mexico and Brazil and exports out of Mexico to other Latin American markets.
The Mexico domestic market represents apprOXJmately 59% of revenues in this segment for the year ended
December 31, 2011. Our branded generic and generic products are developed when patents or other regulatory
exclusivity no longer protect an originator’s brand product. Our branded generic products in Mexico are
primarily marketed in this region to physicians and pharmacies through approximately 500 sales professionals
under the Grossman and Tecnofarma brands. Our Tecnofarma generic portfolio is primarily sold through
Mexico’s Government Health. Care System, which awards its business through a tender process.

Our portfolio covers a broad range of therapeutic classes including vitamin deficiency, antibacterials and
dermatology. Our largest product.in this: market is Bedoyecta®; a brand of vitamin B complex (B1, B6 and
B12 vitamins) products. Bedoyecta® products act as energy improvement agents for fatigue related to age or
chronic diseases, and as nervous system maintenance agents to treat neurotic pain and neuropathy. Bedoyecta®
is sold in an injectable form as well as in a tablet form in Mexico and has strong brand recognition in Mexico.
Our second largest product, M.V.L.®, multi-vitamin infusion, is a hospital dietary supplement used in treating
trauma and burns.

In Brazil, our primary products include Tandene®, which contains acetaminophen used in treating fever,
headaches, and other minor aches and pains and also Melleril®, an anti-psychotic product used in treating anxiety,
depression, and other. related  disorders. Our branded generic products in Brazil are primarily marketed to
pharmacies and wholesalers through approximately 200 sales professionals. On February 1, 2012, we acquired
Probiotica, a company that markets a line of OTC sports nutrition products and other food supplements in Brazil.

Planned Change in Segment Structure

Following the acquisition of iNova in December 2011, we now operate in five new territories: Malaysia,
Philippines, Thailand, Hong Kong and South-Africa, with a distribution business in Vietnam, Indonesia and
Singapore. This business is a blend of branded products, branded generics and OTC. Effective in the first
quarter of 2012, we plan to create a new business segment called Emerging Markets, which will include Branded
Generics — Europe, Branded Generics — Latin America and other markets. As a result, beginning in 2012, we
will have four business segments: U.S. Neurology and Other, U.S. Dermatology, Canada and Australia, and
Emerging Markets.

For detailed information regarding the revenues, operating profits and identifiable assets attributable to our
segments, see note 26 of notes to consolidated financial statements in Item 15 of this Form 10-K.
Collaboration Agreement

In October 2008, Valeant closed the wotldwide License and Collaboration Agréemént (“the Collaboration
Agreement”) with GSK to develop and commercialize ezogabine/retigabine, a first-in-class neuronal potassium
channel opener for the treatment of adult epilepsy patients with refractory partial onset seizures, and its backup



compounds. We agreed to share equally with. GSK the development and pre-commercialization expenses of
ezogabine/retigabine in the U.S., Australia, New Zealand, Canada and Puerto Rico (the “Collaboration
‘Territory”) and GSK will develop and commercialize ezogabine/retigabine in the rest of the world. Our share of
such expenses in the Collaboration Territory is limited to $100.0 million, provided that GSK will be entitled to
credit our share of any such expenses in excess of such amount against future payments owed to us under the
Collaboration Agreement. See note 5 of notes to consolidated financial statements in Item 15 of this Form 10-K
for further information. - . : » ' : : S / '

Our rights to ezogabine/retigabine are subject to an Asset Purchase Agreement between Meda
Pharma GmbH & Co. KG (“Meda Pharma™) and Xcel Pharmaceuticals, Inc. (“Xcel””), which was acquired by
Valeant in 2005 (the “Meda Pharma Agreement”). Under the Meda Pharma Agreement, we are required. to
make certain milestone and royalty payments to Meda Pharma. Within the Collaboration Territory, any royalties
payable to Meda Pharma will be paid by us and GSK. In the rest of the world, we will be responsible for the
payment of these royalties to Meda Pharma out of the royalty payments we receive from GSK. '

Research and "I')evelopment- '

Our research-and development organization focuses on the development of products through clinical trials..
We currently have (or had during 2011) a number of compounds in clinical development including:
ezogabine/retigabine, Cold-FX pediatric development, Opana® ER, Lodalis™, IDP-107, IDP-108, IDP-118,
MC-5 and lifecycle’ management projects. Qur research and. development expenses for the years ended
December 31, 2011, 2010 and 2009 were $65.7 million, $68.3 million and. $47.6 million, respectively.

As of December 31, 2011, approximately 600 employees were involved in our research and development
efforts. '

For ‘mo.reA information rega'r'ding3 our products in clinicél,developmen‘t, see Item 7 titled “‘Management"s
Discussion and Analysis of Financial Condition and Results of Operation — Products in Development” of this
Form 10-K. ’ ‘ T

Licenses and Patents (Proprietary Rights)
Data and Patent Exclusivity ~ o

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

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

In the U.S., the Hatch-Waxman Act provides nonpatent regulatory exclusivity for five years from the date of
the first FDA approval of a new drug compound in a New Drug Application (“NDA”). The FDA is prohibited
during those five years from approving a generic, or ANDA, that references the NDA. Protection under the
Hatch-Waxman Act will not prevent the filing or approval of another full NDA. However, the NDA applicant
would be required to conduct its own pre-clinical, adequate and well-controlled clinical trials to independently
demonstrate safety and effectiveness. =~ ° ‘ S ' ’

A similar data exclusivity scheme exists in the European Union, whereby only the pioneer drug company
can use data obtained at the pioneer’s expense for up to eight years from the date of the first approval of a drug
by the European Medicines Agency (“EMA”) and no generic drug can be marketed for ten years from the
approval of the innovator product. Under both the U.S. and the European Union data exclusivity programs,
products without patent protection can be marketed by others so long as they repeat the clinical trials necessary
to show safety and efficacy. Canada employs a similar regulatory regime.

Government Regulations

Government authorities in the U.S,, at the federal, sta';é and local level, in Canada and in other countries
extensively regulate, among other things, the research, development, testing, approval, manufacturing, labeling,



post-approval monitoring and reporting, packaging, promotion, storage, advertising; distribution, marketing and
export and import of pharmaceutical products. The - process of obtaining regulatory approvals and the
subsequent compliance with appropriate federal, state, local and foreign statutes and regulations require the
expenditure of substantial time.and financial resources. FDA approval must be obtained in the U.S., approval of
Health Canada’s Therapeutic Products Directorate (“TPD”) must be obtained in Canada, EMA approval must
be obtained for countries that are part of the European Union and approval must be obtained from comparable
agencies in other countries prior to marketing or manufacturing new pharmaceutical products: for use
by humans.

Manufacturers of drug products are required to comply with manufacturing regulations, including current
good manufacturmg regulations enforced- by the  FDA and the TPD and similar regulations enforced by
regulatory agencies outside the U.S. and-Canada. In addition, we are sub]ect to price control restrictions on our
pharmaceutical products in many countries in which we operate.

We are also subject to extensive U.S. federal and state health care marketing and fraud and abuse
regulations, such as the federal False Claims Act, and similar regulations in Canada and foreign countries in
which we may conduct our business. The federal False Claims Act imposes civil and criminal liability on
individuals or entities who submit (or cause the submission of) false or fraudulent claims for payment to the
government. If our operations are found to be in violation of any of these laws, regulations, rules or policies or
any other law or governmental regulation, or if interpretations of the foregoing change, we may be subject to
civil and criminal penalties, damages, fines, exclusion from the Medicare and Medlcald programs and the
curtailment .or restructuring of our.operations. -

Environmental Regulation

We are subject to national, state and local environmental laws and regulations, including those governing
the handlmg and disposal of hazardous wastes, wastewater, solid waste and othér environmental matters. Our
development and manufacturing activities involve the controlled use of hazardous materials.

Marketing and Customers

Our four major geographic markets are: the U.S., Canada, Poland énd Mexico.

The following table identifies external customers that accounted for 10% or more of our total revenue
during the year ended December 31, 2011:

Percentage of
Total Revenue

‘ 2011
McKesson Corporation . . . . . . .. S L e ' 23%
Cardinal Health, Inc. ........... BT EEERET R 21%
AmerisourceBergen Corporation ... ......... 10%

No other single country or ‘customer generated over 10% of our total product net sales.

We currently promote our pharmaceutical products to physicians, hospitals, pharmacies and wholesalers
through our own sales force and sell through wholesalers. In some limited markets, we additionally sell directly
to physicians, hospitals and large drug store chains and we sell through distributors in countries where we do not
have our own sales staff. As part of our marketing program for pharmaceuticals, we use direct mailings,
advertise in trade and medical per10dlcals, exhibit products at medical conventions and sponsor medical
educat:on sympoma : : :

Competition - -
Competitive Landscape for Products and Products in ﬁevelapment

Our competitors include specialty and large pharmaceutical companies, biotechnology companies, OTC
companies, academic and other research and deyvelopment institutions and generic manufacturers, both in the
U.S., Canada and abroad. The dermatology compentlve landscape is hlghly fragmented, with a large number of



mid-size -and smaller .companies competing in both the prescription sector and the OTC and. cosmeceutical
sectors. Our competitors are pursuing the development of pharmaceuticals and OTC products that target the
same dlseases and condrtrons that we are targetrng in neurology, dermatology and other therapeutrc areas.

We sell a broad range of products, and competitive factors vary by-product line and geographic area in
which the products are sold.

Genertc Competition

We face .increased competrtron from manufacturers of generrc pharmaceutrcal products when patents
covering certain of our currently marketed products expire or are successfully challenged. Generic versions are
generally significantly less expensive than branded versions, and; where available, may be required in preference
to the branded version under third-party reimbursement programs, or substituted by pharmacies. i competitors
introduce new products, delivery systems or processes with therapeutic or cost advantages, our products can be
subject to progressive price reductions or decreased volume of sales, or both. Most new .products that we
introduce must compete with other products already on the market or products that are later developed by
competitors. Manufacturers of generic. pharmaceutrcals typrcally invest far less in research and development
than research-based pharmaceutical companies and therefore can price their products significantly lower than
branded products. Accordingly, when a branded product loses its market exclusivity, it normally faces intense
price competition from generic forms of the product. To successfully compete for business with managed care
and pharmacy benefits management organizations; we must often demonstrate that our products offer not only
medical benefits but also cost advantages as compared with other forms of care.

In the U.S,, Zovirax® does not currently have generrc competition and is not protected by patent or
regulatory exclusivity. : . o

Cardizem® CD has many generrc competitors in the u. S.on ‘the majorrty of the avallable SKUs; however to
date, only one generic competitor to the Cardizem® CD 360mg SKU has been approved. Sun Pharmaceuticals’
ANDA received approval for its 360mg dosage formulation of diltiazem hydrochlorrde extended release capsules
corresponding to Cardizem® CD on November 1, 2011 and launched ifs genéric product in the U.S. in 2011
following such approval. We also received a Paragraph IV Notice from Actavis, Inc. (“Actavis”) dated
February 9, 2011 in regard to 360mg dosage diltiazem hydrochloride extended release capsules corresponding to
Cardizem® CD. Actavis subsequently converted its Paragraph IV filing to a Paragraph III filing and will not’
launch ‘until after the expiration of the last patent coverrng Cardrzem® CD exprres in August 2012.

On December 12, 2011, we acquired the assets of the Ortho Dermatologics division. of Janssen'
Pharmaceuticals, Inc. (“Janssen”). Janssen received two Notices of Paragraph IV Certification from Spear
Pharmaceuticals, Inc. (“Spear”) with one dated February 8, 2011 with respect to its ANDA for tretinoin topical
gel 0.1% gel and the other dated April 1, 2011 with respect_to its ANDA for tretinoin topical gel 0.04%,
correspondmg to Retin-A Micro® 0.1% and 0.04%, respectrvely Janssen did not file a complaint against Spear
with respect to either notice. Therefore, assummg approval of its ANDAs Spear would be authorrzed to launch
its generlc version in the US.

See note 24 of notes to consolrdated frnancral statements in Item 15 of thrs Form 10 K for additional detarls
regarding potential infringement proceedings we have commenced against other potential generic. competitors
of our products in the U.S. and Canada.

Manufacturlng

We currently operate 16 manufacturmg plants worldwrde All-of our. manufacturrng facrlrtles that requrre
certification from the FDA, TPD or-foreign agencies have obtained such approval.

- We also subcontract the manufacturing of certain of our products, including products manufactured under
the. rights ‘acquired from other: pharmaceutical companies. Generally, -acquired products cortinue to be
produced for a specific period of time by the selling company. During that time, we .integrate the products into
our own manufacturing facilities or initiate toll manufacturing agreements with third parties. :



We estimate that products representing approximately 45% of our product sales are produced by third party
manufacturers under toll manufacturing arrangements. - .

The principal raw materials used by us for our various pfoduets' are purchased in the open market. Most of
these materials are available from several sources.

Employees

As of December 31, 2011, we had approximately 6,900 employees. These employees included approximately
3,400 in production, 2,200 in sales and marketing, 600 in research and development and 700 in general and
administrative positions. Collective bargaining exists for some employees in a number of markets. We consider
our relations with our employees to be good and -have not experienced any work stoppages slowdowns or other
serious labor problems that have matenally impeded our business operat1ons

Product Liability Insurance

We have product hablhty insurance to cover damages resulting from the use of our products. We have in
place clinical trial insurance in the ma]or markets where we conduct chmcal trials.

Seasonality of Business

Our results of operations have not been materially impacted by seasonality.

Geographic Areas

A significant portion of our revenues are generated from operatlons or otherwise earned outside the U.S.
and Canada. All of our foreign operations are sub]ect to risks inherent in conducting business abroad, including
price and currency exchange controls, fluctuations in the relative values of currencies, political and economic
instability and restrictive governmental actions including possible nationalization or expropriation. Changes in
the relative values of currencies may materially affect our results of operations. For a discussion of these risks,
see Item 1A., Risk Factors in this Form 10-K.

See note 26 of notes to consolidated financial statements in Item 15 of this Form 10-K for detailed
information regarding revenues by geographic area. :

A material portion “of our revenue and income is earned in Barbados and in Switzerland, which both have
low tax rates. See Item 1A., Risk Factors in this Form 10-K relating to tax rates.

Available Information

Our Internet address is www.valeant.com. We post links on our website to the following filings as soon as
reasonably practicable after they are electronically filed or furnished to the SEC: annual reports on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8- K and any amendment to those reports filed or
furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended. All such filings
are available through our website free of charge. The information on our Internet website is not incorporated by
reference into this Form 10-K or our other securities filings and is not a part of such filings.

We are also required to file reports and other information with the securities commissions in all provinces in
Canada. You are invited to read and copy any reports, statements or other information, other than confidential
filings, that we file with the provincial securities commissions. These filings are also electronically available from
the Canadian System for Electronic Document Analysis and Retrieval (“SEDAR”) (http://www.sedar. com) the
Canadian equivalent of the SEC’s electronic document gathering and retrieval system.

Our . filings may also be read and copied at the SEC’s Public Reference Room at 100 E Street, NE,
Washington, DC 20549. Information on the operation of the Public Reference Room may be obtained by calling
the SEC at 1-800-SEC-0330. The SEC also maintains an Internet website at www.sec.gov that contains reports,
proxy and information statements, and other information regarding issuers; including us, that file electronically
with the SEC.
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Item 1A. Risk Factors

Our business, operations and financial condition are subject to-various risks and uncertainties. You should
carefully consider the risks and uncertainties described below, together with all of the other information in this
Form 10-K, including those risks set forth under the heading entitled “Forward-Looking Statements”, and in other
documents that we file with. the SEC. and the CSA, before making any investiment decision with respect to our
securities.. If any of the risks or uncertainties actually occur or develop; our business, financial condition, results of
operations and future growth prospects could change. Under these circumstances, the market value of our securities
could decline, and you could lose all or part of your investment in the our securities.

We operate in an extremely competitive industry. If competitors develop or acquire more effective or less costly drugs
Jor our target indications, it could have a material adverse effect on our business, financial condition and results of
operations and could cause the market value of our common stock to declme

Many of our competltors particularly large pharmaceutlcal compames have substant1ally greater financial,
technical and human resources than we do. Many of our competitors spend significantly more on research and
development related activities than we. do. Others may succeed in developing or acquiring products that are
more effective than those currently marketed or proposed. for development by us. In addition, academic
institutions, government agencies and.other public and private organizations conducting research may seek
patent ~protection with ; respect to potentially competitive products They may also establish exclusive
collaborative or licensing relatlonshlps with-our competltors

We have grown at a very rapid pace. Our mabtlzty to properly manage or support thzs growth could have a material
adverse effect on our business, Jinancial condition and results of operations and could cause the market value of
our common stock to declme

We have grown very rapldly over the past few years as a result of our acquisitions. This growth has put
significant demands on our processes, systems and people. We have made and expect to make further
investments in additional personnel, systems and internal control processes to help manage our growth. If we are
unable to successfully manage and support-our rapid growth and the challenges and difficulties associated with
managing a larger, more complex business, this could cause a material adverse effect on our business, financial
position and results of operations; and. the market value of our common stock could decline.

We may be unable to identify, acquire, close or. integrate acquisition-targets successfully.

Part of our business strategy includes acquiring and integrating complementary businesses, products,
technologies or ‘other assets, and forming strategic alliances, joint ventures and other business combinations, to
help- drive - future growth. We may also in-license new products or compounds. Acquisitions or similar
arrangements may. be-complex, time consuming and expensive. We may not consummate some negotiations for
acquisitions or other arrangements, which could result in significant diversion of managemeént and other
employee  time, as well as substantial .out-of-pocket costs.. In -addition, there are a number of risks and
uncertainties relating to our closing transactions. If such transactions are not completed for any reason, we will
be subject to several risks, including the following: (i) the market price of our common shares may reflect a
market assumption that-such transactions will.occur, and a failure to complete such transactions could resultin a
negative perception by the market of us generally and a decline in the market price of our common shares; and
(i) many costs relating to the such transactlons may be payable by us whether or not such transactions
are completed

- Ifan acqlllSlthl‘l is. consummated the mtegrauon of the acqulred business, product-or r other assets mto our
company may be also be complex and time-consuming and, if such businesses, products and assets are not
successfully integrated, we may not achieve the anticipated benefits, cost-savings or growth opportunities.
Potential difficulties that may be encountered in the mtegratlon process include the followmg

* integrating personnel, operations and systems wh11e maintaining focus on producmg and dehvermg
cons1stent high quahty products;

. coordmatmg_ geographically dispersed org‘anization.s;
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* distracting employees from operations;
* retaining existing customers and attracting new customers; and
. nianaging inefficiencies associated with integrating the operations of the Company.

Furthermore, these acquisitions and other arrangements, even if successfully integrated, may fail to further
our business strategy as anticipated, expose us to-increased competition or challenges with respect to our
products or -geographic markets, and: expose us to additional liabilities associated with an acquired business,
product, technology or other asset or arrangement. Any one of these challenges or risks could impair our ability
to realize any benefit from our acquisition or arrangement after we have expended resources on them.

Our effective tax rates may increase.

We have operations in various countries that have differing tax laws and rates. Our tax reporting is
supported by current domestic tax laws in the countries in which we operate and the application of tax treaties
between the various countries in which we operate. Our income tax reporting will be, and the historic tax
reporting of each of Valeant and Biovail is, subject to audit by domestic and foreign authorities. Our effective tax
rate may change from year to year based on changes in the mix -of activities and income allocated or earned
among the different jurisdictions in which we operate; changes in tax laws in these jurisdictions; changes in the
tax treaties between various countries in which we operate; changes in our eligibility for benefits under those tax
treaties; and changes in the estimated values of deferred tax assets-and liabilities. Such changes could result in a
substantial increase in the effective tax rate on all or a portion of our income.

Our provision for income taxes is based on certain estimates and assumptions made by management. Our
consolidated income tax rate is affected by the amount of net income earned in our various operating
jurisdictions, the availability of benefits under tax treaties, and the rates of taxes payable in respect of that
income. We enter into many transactions and arrangements. in the ordinary course of business in respect of
which the tax treatment is not entirely certain. We therefore make estimates and judgments based on our
knowledge and understanding of applicable tax laws and tax treaties, and the application of those tax laws and
tax treaties to our business, in determining our consolidated tax provision. For example, certain countries could
seek to tax a greater share of income than will be provided for by us. The final outcome of any audits by taxation
authorities may differ from the estimates and assumptions that we may use in determining our consolidated tax
provisions and accruals. This could result in a material adverse effect on our consolidated income tax provision,
financial condition and the net income for the period in which such determinations are made. ’

Our deferred tax liabilities, deferred tax assets and any related valuation allowances are affected by events
and transactions arising in the ordinary course of business, acquisitions of assets- and businesses, and
non-recurring items. The assessment of the appropriate amount of a valuation allowance against the deferred
tax assets is dependent upon several factors, including estimates of the realization of deferred income tax assets,
which realization will be primarily based on forecasts of future taxable income. Significant judgment is applied to
determine the appropriate amount of valuation allowance to record. Changes in the amount of any valuation
allowance required could materially increase or decrease our provision for income taxes in a given period.

We have incurred significant indebtedness, which indebtedness may restrict the manner in which we conduct
business and limit our ability to implement elements of our growth strategy.

We have incurred significant indebtedness primarily in connection with our recent acquisitions. We may also
incur additional long-term debt and working capital lines of credit to meet future financing needs which, subject
to certain restrictions under our indebtedness would increase our total debt. This indebtedness may restrict the
manner in which we conduct business and limit our ability to implement elements of our growth strategy,
including with respect to: -

« limitations on our ability to obtain additional debt financing;

* instances in which we are unable to meet the financial covenants contained in our debt agreements or to
generate cash sufficient to make required debt payments, which circumstances would have the potential
of resulting in the acceleration of the maturity of some or all-of our outstanding indebtedness;
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- the allocation of a- substantlal portion of our cash flow from operations to service our debt, thus reducmg
the amount of our cash flow available for other purposes; '

« requiring us to issue debt or equity securities or to sell some of our core assets, possibly on unfavorable
terms, to meet payment obligations;

* compromising our flexibility to plan for, or react to, competitive challenges in our business;

* the possibility that we are put at a competitive disadvantage relative to competitors that do not have as
much debt as us, and competitors that may | be in a more favorable position to access addmonal capital
resources; and

* limitations on our ability to execute business development activities to support our strategies.

In January 2012, Moody’s Tnvestor Services (“Moody’ s’) downgraded our senior secured debt rating from
Baa3 to Bal. At the same time, Moody’s reaffirmed our Corporate Family rating (Ba3) and our senior
unsecured debt rating (B1). Increased debt levels could result in further ratings pressure. A further downgrade
may increase our cost of borrowing and may negatively affect our ability to raise additional debt capital.

Obtaining necessary government approvals is time consuming and not assured.

The FDA and TPD approval must be obtained in the U.S. and Canada, respectively, and approval must be
obtained from comparable agencies in other countries, prior to marketing or manufacturing new pharmaceutical
products for use by humans. Obtaining FDA, TPD and Other regulatory approval for new products and
manufacturing processes can take a number of years and involves the expenditure of substantial resources. Even
if such products appear promising in large-scale Phase 3 clinical trials, regulatory approval may not be achieved
and no assurance can be given that we will obtain approval in the U.S., Canada or any other country. Nor can
any assurance be given that if such approval is secured, the approved labeling will not have significant labeling
limitations, including limitations on the indications for Wthh we can market a product or require onerous risk
management programs, SIS : L

Our marketed drugs wzll be subJect to ongoing regulatory review. -

Following initial regulatory approval of any drugs we or our partners may develop, we will be subject to
continuing regulatory review by the FDA, the TPD and other regulatory authorities in countries where our
products are marketed or intended to be marketed, including the review of adverse drug events and clinical
results that are reported after product candidates become commercially available. The manufacturing, labeling,
packaging, storage, distribution, advertising, promotion, reporting and recordkeeping related to the product will
also be subject to extensive ongoing regulatory requirements. If we fail to comply with U.S. and Canadian
regulatory requirements and those in other countries where our prodicts are sold, we could lose our marketing
approvals or be subject to fines or other sanctions: In addition, incidents of adverse  drug reactions, unintended
side effects or misuse relating to our products could result in additional regulatory controls or restrictions, or
even lead to withdrawal of a product from the market. As a condition.to granting marketing approval of a
product, the FDA and TPD may require a company to.conduct additional ‘clinical trials, the results of which
could result in the subsequent loss of marketing approval changes in product labeling or new or increased
concerns about side effects or efficacy of a product.

Our approved products may not achieve or mamtam expected levels of market acceptance

Even if we are able to obtain and maintain regulatory approvals for our new pharmaceutrcal products,
generic or branded, the success of these products is dependent upon achieving and maintaining market
acceptance. Commercializing products is time consuming, espensive and unpredictable. There can be no
assurance that we will ‘be able to, either by ourselves or in collaboration with our partners or through our
licensees, successfully commercialize. new products or gain market acceptance. for such products. New product
candidates that appear promising in development may fail to reach the market or may have only limited or no
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commercial success: Levels of market acceptance for our new products could be impacted by several factors,
many of which are not within our control, including but not limited to the:

+..» safety, efficacy, convenience and cost-effectiveness of our products compared to products of our
competitors; :

* scope of approved uses and marketing approval; . =
«» timing of market approvals and market entry; . ...
. availability of alternative products from our competitors;
* acceptance of the price of our products; and
_* ability to market our products effectlvely at the retarl level or in the appropriate scttmg of care.

Further, the- dlscovcry of 81gn1f1cant problems with a product similar to one of our products that implicate
(or are perceived to implicate) an entire class of products could have an adverse effect on sales.of the affected
products. Accordingly, new data abeut our products, or products similar to our products, could negatively impact
demand for our products due to real or perceived side effects or uncertainty regardlng efficacy and, in some
cases, could result in product withdrawal. :

We will not be able to commercialize our pipeline products if preclinical studies do not produce successﬁd results or
if clinical trials do not demonstrate safety and efficacy in humans.

We and our development partners, as applicable; conduct extensive preclinical studles and clinical trials to
demonstrate the safety and- efficacy in humans of our pipeline products in order to obtain regulatory approval
for the sale of our pipeline products Preclinical studies and clinical trials are expensive,-can take many years and
have uncertain outcomes. : :

If we or our third-party manufacturers are unable to manufacture our products or the manufacturing process is
interrupted due to failure to comply with regulations or for other reasons, the interruption of the manufacture of
our products could adversely affect our business. Other manufacturing difficulties or delays may also adversely
affect our business, financial condttum and results of operatzons and could cause the market value of our common
stock to decline.

Our manufacturing facilities and those of our contract manufacturers must be inspected and found to be in
full compliance with current good manufacturing practices (“cGMP”) or similar standards before approval for
marketing. Our failure or that of our contract manufacturers to comply with ¢cGMP regulations or similar
regulations outside of the U.S. can result in enforcement action by the FDA or its foreign counterparts,
including, but not limited to, warning letters, fines, injunctions, civil or criminal penalties, recall or seizure of
products, total or partial suspension of production or importation, suspension or withdrawal of regulatory
approval for.approved or in-market products, refusal of the government to renew marketing applications or
approve pending applications or supplements, suspension of ongoing clinical trials, imposition of new
manufacturing requirements, closure of facilities and criminal prosecution. -

Our manufacturing and other processes use complicated and sophisticated equipment, which sometimes
requires a significant amount of time to obtain and install. Manufacturing complexity, testing requirements and
safety and security processes combine to increase the overall difficulty of manufacturing these products and
resolving manufacturing problems that we may encounter. Although we endeavor to properly maintain our
equipment, including through on-site quality control and experienced manufacturing supervision, and have key
spare parts on hand, our business could suffer if certain manufacturing or other equipment, or all or a portion of
our facilities, were to become inoperable for a period of time. This could occur for various reasons, including
catastrophic events, such as hurricanes, earthquakes or other natural disasters, explosions, environmental
accidents, pandemics, quarantine, equipment failures or delays in obtaining components or replacements,
construction delays or defects and other events, both within and outside of our' control.-We could experience
substantial production delays in the event of any such occurrence until we build or locate replacement
equipment or a replacement facility, as applicable, and seek to obtain necessary regulatory approvals for such
replacement. Any interruption in our manufacture of products could have a material adverse effect on our
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business, financial condition and results of- operatlons and could cause the market value of our common stock
to dechne : S

Our dependence upon others to manufacture our products may adversely affect our profit margins and our
ability to develop and obtain approval for our products on a timely and competitive basis, if at all. In addition,
delays or difficulties by us or with our contract manufacturers in producing, packaging, or distributing our
products could adversely affect the sales of our current products or introduction of other products.

If we are unable to obtain components or raw materials, or products supplied by third parties, our ability to
manufacture and deliver our products to the market would be impeded, which could have a material adverse effect
on . our business, financial condition and results of operations and could cause the market value: of our common
stock to decline. »

Some components and raw materials used in our manufactured products, and some products sold by us, are
currently available only from one or a limited number of domestic or foreign suppliers. In the event an existing
supplier becomes unavailable through business interruption or financial insolvency or loses its regulatory status
as an approved source or we are unable to renew current supply agreements when such agreements expire and
we-do not have a second supplier, we may be unable to obtain the required components, raw materials or
products on a timely basis or at commercially reasonable prices: A prolonged interruption.in the supply of a
single-sourced raw material, including the active pharmaceutical ingredient, could have a material adverse effect
on our business, financial condltron and results of operatrons and could cause the market value of our common
stock to declme : : , , g ST

Disruptions of delivery of our products could have a matertal adverse eﬁect on our business, jimmctal condition and
results of operations-and could cause the market value of our common stock to decline. :

" The supply of our products to our customers is sub]ect to and dependent upon the use of transportatron
services. Disruption of transportation services could have a material adverse effect on our business, financial
condrtron and results of operatrons and could cause the market Value of our common stock to declme

We have entered into distribution agreements wrth other companies to distribute: certain of our pmducts at supply
prices based on net sales. Declines in the pricing andjor volume, over which we have no or limited control, of such
products, and therefore the amounts paid to us, could have a material adverse effect on our business, financial
condition and results of operations and could cause the market value .of our common stock to decline.

Our portfolio of generic products and certain of our other products are the subject of various agreements,
pursuant to which we manufacture and sell products to other companies, which distribute such products at a
supply price typically based on net sales. Our ability to control pricing and volume of these products is limited
and, in some cases, these companies make all distribution and pricing decisions independently of us. If the
pricing or volume of such products declines, our revenues would be adversely impacted which could have a
material adverse effect on our business, financial condltlon and results of operatlons and could cause the market
Value of our common stock to dechne -

Our marketing, promotional and pricing practices, as well as the manner in which sales forces interact with
purchasers, prescribers and patients, are subject to extenszve regulatton and any matertal fatlure to comply could
result in significant sanctions against us. .

The marketin’g,/ promotional and pricing practices‘ of pharmaceutical companies, as well as the manner in
which companies, in-house or third-party sales forces interact with purchasers, prescribers, and patients, are
subject to extensive regulation, enforcement of which may result in the imposition of civil and/or criminal
penalties, injunctions, and/or limitations on marketing practice for our products. Many companies, including us,
have been the subject of claims related to these practices asserted by federal authorities. These claims have
resulted in fines and other consequences to us. We are now operating under a Corporate Integrity Agreement
(“CIA?) that requires us to maintain a comprehensive compliance program governing -our sales, marketing and
government pricing and contracting functions. Material failures to comply with the CIA: could result in
significant sanctions against us, including monetary penalties and exclusion from federal health care programs.
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Companies-may not promote- drugs for “off-label” uses— that is, uses that are not described in the
product’s labeling and that differ from those approved by the FDA, TPD or other applicable regulatory
agencies. A company that is found to have improperly promoted off-label uses may be subject to significant
liability, including civil and admmlstratlve remedies as well as criminal sanctions. In addition, managements
attentlon ‘¢ould be diverted from our busmess Operatlons and our reputatlon could be damaged

Products representing a significant amount of our revenue are not protected by patent or data exclusivity rights.

A significant amount of the. products we sell have no meaningful exclusivity protection via patent or data
exclusivity rights. These products represent a significant amount of our revenues. Without exclusivity protection,
competitors face fewer barriers .in introducing competing products. The introduction of competing products
could have a material adverse effect on our business, financial condition and results of operations and could
cause the maﬂ_(et value of our common stock to decline.

Our business, ﬁnancml condttlon and results of operattons are subject to risks artsmg from the mternatwnal scope
of our operatwns

We conduct a significant portion of our busmess out51de the U S. and Canada and, in hght of our growth
strategy, we anticipate continuing to expand our operations into new countries, including emerging markets. We
sell our pharmaceutical products in many countries around the world. All of our foreign operations are subject
to risks inherent in conducting business abroad; including possible nationalization or expropriation, price and
currency exchange controls, fluctuations in the relative values of currencies, political and economic-instability,
credit market uncertamty, comphance w1th multlple regulatory reg1mes and restrictive governmental actions.
The general busmess and economic condttzons in the U S., Canada, Europe, Australm, Latin America and other
countries in which we conduct business could have a material adverse tmpact on our liquidity and capital resources,
revenues and operatmg results, whlch coiild cause the market value of our common stock to decline.

We may be impacted by general econommic cond1t1ons and factors over which we have no control such as
changes in inflation, interest rates and foreign currency rates, lack of liquidity in certain markets and volatility in
capital markets.. Similarly, adverse: economic conditions impacting our customers or uncertainty about global
economic conditions could cause purchases of our products fo decline, which could adversely affect our revenues
and operating results. Moreover, our projected revenues and operating results are based on assumptions
concerning certain levels of customer spending. Any failure to attain our projected revenues and operating
results as a result of adverse economic or market conditions could have a material adverse effect on our
business, financial condition and results’ of operatlons and could cause the market value of our common stock
to decline. '

Due to the large portion of our busmess conducted outside the United States, we have significant foreign
currency risk.

We face foreign currency exposure on the translation of our operations in Poland and other Eastern
European countries, Canada, Australia and Latin America. Where possible, we manage foreign currency risk by
managing same currency revenue in relation to same currency expenses. As a result, both favorable and
unfavorable foreign currency impacts to our foreign currency-denominated operating expenses are mitigated to
a certain extent by the natural, opposite impact on our foreign currency-denominated revenue. The international
scope of our operations may also lead to Volatile,financial results and difficulties in managing our operations.

We must continue to retain, motivate and recruit executives and other key employees, and failure to do so could
have a materzal adverse tmpact on our business, financial condmon and results of operations and could cause the
market value of our common stock to declme

- We must contlnue to retaln motlvate and recruit executives and other key employees. A fallure by us to
retam and motivate executives and other key employees could have a material adverse impact on our business,
financial condition and results of operations and could cause the market value of our common stock to decline.
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We are exposed to risks related to interest rates.

The primary objective of investing our excess cash is the protection of pr1n01pa1 and, accordingly, we invest
in investment grade securities with varying maturities, but typically less than one ~year. Our Credit Facility bears
interest ‘based ' on U.S. dollar London Interbank Offermg Rates, or U.S. Prime Rate, or Federal Funds effective
rate. Thus, a change in the short-term interest rate enwronment could have a material adverse effect on our
business, financial condition and results of operations and could cause the market value of our common stock to
decline. As of December 31, 2011, we do not have any outstanding interest rate swap contracts. '

We:are involved in-various legal proceedings that could have a material adverse impact on our.business; financial
condition. and results of operations and-could cause the market value of our common stock to decline.

We are involved in several legal proceedmgs Defendmg against claims and any unfavorable legal decisions,
settlements or orders could have a material adverse effect on our business, financial condltlon ‘and results of
operations and couId cause the market value of our common stock to dechne

If our products cause, or are alleged to cause, serious or Wtdespread personal i mJury, we may have to withdraw
those products from the market andor incur szgmﬁcant costs, including payment of substantial sums in damages,
and e may be subject to exposure relating to product liability claims. ‘

We face an inherent business risk of exposure to significant product liability and other claims in the event
that the use of our products caused, or is-alleged to have caused, adverse.effects. Furthermore, our products may
cause, or. may appear to have caused, adverse side. effects (including death) or potentially. dangerous drug
interactions that we may not learn about or understand fully until the drug has been administered to patients for
some time. The withdrawal of a product following complamts and/or incurring significant costs, including the
requlrement to pay substantial damages in personal injury cases or product liability cases, could have a material
adverse effect on our business, financial condition and results of operatlons and could cause the market value of
our common stock to decline. Our product liability i insurance coverage may not be sufficient to cover our clalms
and we may not be able to obtam sufficient coverage at a reasonable cost in the future. ‘

We may become mvolved in mﬁmgement actions which are uncertain, costly and ttme-consummg and could have a
materidl adverse eﬂ'eci‘ on our business, financial condition and results of operattons and could cause the market
value of our common stock to decltne

The pharmaceutlcal industry hlstorlcally has generated substantial litigation concerning the manufacture
use and sale of products and we expect this litigation activity to continue. As a result, we expect that patents
related to our products will be routinely challenged, and our patents may not be upheld. In order to protect or
enforce patent rights, we may initiate litigation against third parties. If we are not successful in defending an
attack on our patents and maintaining exclusive rights to market one or more of our major products still under
patent protection, we could lose a significant portion of sales in a very short period. We may also become subject
to infringement claims by third parties and may have to defend against charges that we violated patents or the
proprietary rights-of third parties. If we infringe the intellectual property rights of others; we .could lose our right
to develop, manufacture or sell products, including our generic products, or could be required to pay monetary
damages or royalties to license proprietary rights from third parties. The outcomes of infringement action are
uncertain and infringement actlons are costly and divert technical and management personnel from their normal
respons1b111t1es

We are subject to various laws and regulations, including ‘fraud and abuse” laws and anti- brtbery laws, and a
Jailure to comply with such laws and regulations or prevail in any litigation related to noncompliance could have a
material adverse impact on our busmess, ﬁnancral condttzon and results of operations and could cause the market
value of our common stock to decllne

i Pharmaceutlcal and blotechnology compames have faced lawsults and 1nvest1gat10ns pertammg to v1olat10ns
of health care “fraud and abuse” laws, such as the federal False Claimis Act, the federal Anti-Kickback Statute,
the U.S. Foreign Corrupt Practices Act-(“FCPA”) and other state and federal laws and regulations. We also face
increasingly strict data privacy and security laws in the U.S. and in other countries; the violation of which could
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result in fines and other sanctions. The United States Department. of Health and Human Services Office of
Inspector General recommends and, increasingly states, require pharmaceutical companies to have
comprehenswe Compllance programs and to disclose certain payments made to healthcare providers or funds
spent on marketing and promotion of drug products. If we are in violation of any of these requirements or any
such actions are instituted against us, and we are not successful in defending ourselves or asserting our rights,
those actions could have a significant impact on our business, 1nclud1ng the imposition of significant fines,
exclusion from federal healthcare programs or other sanctions.

The FCPA and similar worldwide anti-bribery laws generally prohibit companies and their intermediaries
from making improper payments to officials for the purpose of obtaining or retaining business. Our policies
mandate compliance with these anti-bribery. laws. We operate in many parts of the world that have experienced
governmental corruption to some degree and in certain circumstances, strict compliance with anti-bribery laws
may conflict with local customs and practices or may require us to interact with doctors and hospitals, some of
which may be state controlled, in a manner that is different than in the U.S. and Canada. We cannot assure you
that our internal control policies and procedures will protect us from reckless or criminal acts committed by our
employees or agents. Violations of these laws, or allegations of such violations, could disrupt our business and
result in criminal or civil penalties or remedial measures, any of which could have a material adverse effect on

our business, financial condition and results of operations and could cause the market value of our common
stock to decline.

Our failure to comply with applicable environmental laws and regulations worldwide could have a material adverse
effect on our business, financial condttwn and results of operations and could cause the market value of our
common stock to decline.

We are subject to laws and regulations concerning the environment, safety matters, regulation of chemicals
and product safety in the countries where we manufacture and sell our products or otherwise operate our
business. These requirements include regulatlon of the handling, manufacture, transportation, use and disposal
of materials, including the discharge of pollutants into the environment. In the normal course of our business,
hazardous substances may be released into the environment, which could cause environmental or property
damage or personal injuries, and which could subject us to remediation obligations regarding contaminated soil
and groundwater or potential liability for damage claims. Under certain laws, we may be required to remediate
contamination at certain of our properties regardless of whether the contamination was caused by us or by
previous occupants of the property or by others. In recent years, the operations of all companies have become
subject to increasingly stringent legislation and regulation related to occupational safety and health, product
registration and environmental protection. Such legislation and regulations are complex and constantly
changing, and future changes in laws or regulations may require us to install additional controls for certain of
our emission sources, to undertake changes in our manufacturing processes or to remediate soil or groundwater
contamination at facilities where such cleanup is not currently requlred

We are exposed to risks if we are unable to comply with laws and future changes to laws affecting public companies,
including the Sarbanes-Oxley Act of 2002 (“SOX”), and also to mcreased costs associated with complying with
such laws.

~ Any future changes to the laws and regulations affecting public companies, as well as compliance with
existing provisions of SOX in the U.S. and Part XXIII.1 of the Securities Act (Ontario), R.S.0. 1990, c. S.5 and
related rules and applicable stock exchange rules and regulations, may cause us to incur increased costs as we
evaluate the implications of new rules and respond to new requ1rements Delays, or a failure to comply with any
laws, rules and regulations that apply to us, could result in enforcement. actions, the assessment of other
penalties and civil suits. New laws and regulations could make it more expenswe for us under indemnities we
provide to our officers and directors and could make it more difficult for us to obtain certain types of insurance,
including liability insurance for directors and officers; as such, we may be forced to accept reduced policy limits
and coverage or incur substantially higher costs to obtain the same or similar coverage. The impact of these
events could also make it more difficult for us to attract and retain qualified persons to serve on the board of
directors or as officers. We are required annually to review and report on the effectiveness of our internal
control over financial reporting in accordance with applicable securities laws. Our registered public accounting
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firm is also required to report on the effectiveness of our internal control over financial reporting. If we fail to
maintain effective internal controls over our financial reporting, there is the possibility of errors or omissions
occurring or misrepresentations in our disclosures which could have a material adverse effect on our business,
financial condition and results of operations and could cause the market value of our common stock to decline.

Leg:slatzve or regulatory reform of the healthcare system may affect our ability to sell our products profitably and
could adversely affect our business.

In the U.S. and certain foreign jurisdictions, there have been a number of legislative and regulatory
proposals to change the healthcare system in ways that could impact our ability to sell our products profitably.
On March 23, 2010, President Obama signed into law the Patient Protection and Affordable Care Act, which
includes a number of health care reform provisions and requires most U.S. citizens to have health insurance.
Effective January 1, 2010, the new law increased the minimum Medicaid drug rebates for pharmaceutical
companies, expanded the 340B drug discount program, and made changes to affect the Medicare Part D
coverage gap, or “donut hole”. The law also revised the definition of “average manufacturer price” for reporting
purposes, which may increase the amount of our Medicaid drug rebates to states. Beginning in 2011, the new law
imposes.a significant annual fee on companies that manufacture or import branded prescrlptlon drug products.
Substantial new provisions affecting compliance also have been added, which may require us to modify our
business practices with health care practitioners. A variety of federal and state agencies are responsible: for
implementing the law, including through the issuance of rules, regulations or guidance that materially affect our
business. Various legal challenges have been filed against the law, with some lower courts reaching conflicting
decisions. The Supreme Court has agreed to hear argument on these challenges in March 2012 and we cannot
predict at this time what impact these challenges will have on:our business. :

Item 1B. Unresolved Staff Comments

None.
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Item 2. Properties -

‘We believe that we have sufflclent facilities to conduct our operations durlng 2012. The following table lists
the location, use, size and ownership 1nterest of our principal propertles

Location

Mississauga, Ontario, Canada . . . . .
Bridgewater, New Jersey . .. ......
Christ Church, Barbados . . . ... ...

U.S. Dermatology -

Petaluma, California . . . . . .. PR

Canada and ,Aux;tralia'

Montreal, Quebec, Canada . Ll
Steinbach, Manitoba, Canada . . . ..
Laval, Québec, Canada . .. ...... .

Branded Generics — Latin America

Mezxico City, Mexico .. . . .. e
Mexico City, Mexico . . ... .. .. L

San Juan del Rio, Mexico.. . .

Indajatuba, Brazil . .............
Sao Paulo, Brazil ..............
Campinas, Brazil ..............

Branded Generics — Europe

Jelenia Gora, Poland ...........

Rzeszow, Poland. . .............
Ksawerow, Poland .............
Kaunas, Lithuania .............
Belgrade, Serbia . .. ............
Belgrade, Serbia . . .............

Owned  Approximate
PRI or Square
Purpose Leased Footage
Corporate Headquarters - Leased 79,000
Administration Leased 110,000
: Commer01al IP and strateglc plannmg . Owned 23,000
Offices and laboratories - Leased 50,000
Offices, manufacturing aind warehouse facility ' Owned | '9“4,00() .
Offices, manufacturing and warehouse facility =~ Owned 250,000
Offices, manufacturing and distribution facility Owned 337,000
Offices and manufacturing facility - - Leased - :98,000
Offices and manufacturing facility Owned 211,000
. .. Manufacturing facility Owned - 96,000
Manufacturing facility Owned - 178,000
Manufacturing facility Owned 45,000
Manufacturing facility Leased - 26,000
Offices, laboratories and manufacturing and Owned 452,000
warchouse facility
Offices, laboratories and manufacturing facility Owned 407,000
Offices and manufacturing facility Owned 46,000
Offices and manufacturing facility Owned 86,000
Offices and manufacturing facility Owned 163,000
Offices, manufacturing and warchouse facility Leased 154,000

(1) In the first half of 2011, we vacated our corporate headquarters in Mississauga and relocated to other smaller leased facilities.

We believe our facilities are in satisfactory condition and are suitable for their intended use, although some
limited investments to improve our manufacturing and other related facilities are contemplated, based on the

needs and requirements of our business.

Item 3. Legal Proceedings

See note 24 of notes to consolidated financial statements in Item 15 of this Form 10-K, which is

incorporated by reference herein.

Item 4. Mine Safety Disclosures

Not applicable.
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PART 11

Item 5! Market for Registrant’s Common Equlty, Related Stockholder Matters and Issuer Purchases of
Equlty Securities : :

Market Informatlon

Our common shares are traded on- the New York Stock Exchange (“NYSE”) and on the Toronto Stock
Exchange (“TSX”) under the symbol “VRX”. The following table sets forth the high and low per share sales
prices for our common shares on the NYSE and TSX for the periods indicated.

NYSE TSX
High  Low High  Low
IR TR C$ C$
2011 o )
Firstquarter. .. ........ ... .ottt Ve VT «.. 5113 1.28.06 49.62 2882
Second quarter ... ...... T T ~.55.00 47.28 53.38 45.05
Third quarter . ........ ... . . e e e e 5724 3412 5428 35.27
Fourth quarter . .. .. e e PR T P .. 4758 3205 4829 3391
2010 ; T,
First quarter......... Thete e R e T e . 1697 13.64 17.26 14.60
Second quarter . ......... e 19.81 13.66 20.87 1434
Third quarter . ................. wia e e e . .. 227774 418.07 2850 19.25
Fourth quarter ................ T g e e e rp e e ... 30.80- 24.06 30.85 24.41

Source: ‘NYSEnet, TSX Historical Data Acces

Market Price Volatility of Common Shares

Market prices for the securmes of pharmaceutlcal and b1otechnology compames mcludmg our securities,
have historically been highly volatile, and the market has from time to time experienced significant price and
volume fluctuations that are unrelated to the operating performance of particular-companies. Factors such as
fluctuations in our operating results, the aftermath of public announcements by us, concern as to safety of drugs
and general market conditions can have an adverse effect on the market price of our common shares and other
securities.

Holders

The appr0x1mate number of holders of record of our common shares as of February 23, 2012 is 2,486.
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Performance Graph

The following graph compares the cumulative total.return on our common shares with the cumulative
return on the S&P 500 Index, the TSX/S&P Composite Index and a 9-stock Custom Composite Index for the
five years ended December 31, 2011, in all cases, assuming reinvestment of dividends. The Custom Composite
Index consists of Allergan, Inc.; Endo Pharmaceuticals Holdings Inc.; Forest Laboratories, Inc.; Gilead
Sciences, Inc.; Medicis Pharmaceutlcal Corporation; Mylan Inc Perrlgo Company; Shire Pharmaceutlcals
Group plc and Watson Pharmaceuticals, Inc : : :

$350 ,
—&— S&P 500 Index

$300 1 —#— S&P/TSX Composite Index - A
==fe= Valeant Pharmaceuticals International, Inc. _ /

$250 1 —m— Custom Composite Index /
$200 +—= ‘

$150

ST T—

$50

$0 . , — ‘ . — .
December-06 December-07 December-08 December-09 December-10 December-11

B ; Dec-06 | Dec-07 | Dec-08 | Dec-09 | Dec-10 | Dec-1l
S&P 500 Index o g 100 | 106 | 64 | 8 | 97 | 99
S&P/TSX Composite Index 100 110 68 99 117 107
Valeant Pharmaceuticals International, Inc. , 100 70 53 89 190 314
Custom Composite Index ‘ , 100 106 85 111 | 139 | 174

Dividends

No dividends were declared or paid in 2011. During 2010, we declared dividends per common share
as follows: :

Date Declared - Dividend per share Payment Date

November 5, 2009 . .. ...ttt $ 0.09 January 4, 2010
February 25,2010, . . . ..ottt e e - $ 0.09 April 5, 2010

May 6,2010............. D $0.095 July 5, 2010
August 5,2010 . ............ e e e e e e $0.095 October 4, 2010
November 4, 2010 . .. ... i i e e e e $ 1.00 December 22, 2010
§1217:) S e $1.370

On November 4, 2010, our board of directors declared a special dividend of $1.00 (the “post-Merger special
dividend”) per common share, no par value. Shareholders of record as of the close of business on November 15,
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2010 (the “record date”) were entitled to receive the post-Merger special dividend on December 22, 2010. In
connection with the post-Merger special dividend, we established a special dividend reinvestment plan under
which eligible shareholders of record as of the record date could elect to. reinvest the post-Merger special
dividend (net of any applicable withholding tax) in additional common shares of the Company. Following the
payment of the post-Merger special dividend, the special d1v1dend reinvestment plan was terminated. The
aggregate cash post-Merger special dividend paid was $297.6 million and we issued 72,283 additional shares to
shareholders that elected to reinvest in additional common shares of the Company.

While our board of directors will review our dividend policy from time to time, we currently do not intend
to pay any cash dividends in the foreseeable future, In addition, the covenants contained in the Second
Amended and Restated Credit and Guaranty Agreement include restrlctlons on the _payment of dividends.

- See Item7: “Management’s Discussion and Analysis of Financial Condition and Results of Operation —
‘Selected Financial Information — Cash' Dividends”, for additional details about our dividend payments..

Re‘s‘t'rictidné on Share‘Ownership by Non-Canadians -

There are no llnntatlons under the laws of Canada or. m our organizational documents on \ the right of
forergners to hold or vote securrtres of our Company, except that the Investment. Canada Act (Canada)
(the “Investment Canada Act”) may require rev1ew and approval by the Minister of Industry (Canada) of certain
acqulsltlons of control” of our Company by a “non-Canadian”.

Investment Canada Act

:: An acqursmon of control of a Canadran busmess by a non- Canadlan is either revrewable (a “Reviewable
Transaction’ ’), in which case it is subject.to both a reporting obligation and an approval process, or notifiable, in
which case it is subject to only a post-closing reporting obligation. In the case of a- Reviewable Transaction, the
non-Canadian acquirer must submit an application for review with the. preseribed information. The responsible
Minister is then required to determine whether the Reviewable Transaction is likely to be of net benefit to
Canada, taking.into account the assessment factors specified in the Investment Canada Act and any written
undertaklngs that may have been grven by the non- -Canadian acqurrer

- In March 2009, the Investment Canada Act was amended to provide that any investment by a non-Canadian
in a Canadian business, even where control has not been acquired, can be reviewed on grotinds of whether it
may be injurious to national security. Where ‘an investment is determined to be injurious to national security,
Cabinet can prohibit' closing or, if closed, can order the investor to divest control. Short of a prohibition or
divestment order, Cabinet can impose terms or conditions on the investment or can require the investor to
provide bmdmg undertakings to remove the national’ securlty concern.

Competltzon Act

Part IX of the Competition Act (Canada) (the “Competrtron Act”) requires that a pre- merger notification
filing be submitted to the Commissioner of Competition (the “Commissioner”) in respect of certain classes of
merger transactions that exceed certain prescribed thresholds. If a proposed transaction exceeds such thresholds,
subject to certain exceptions the- notification filing must be submitted to the Commissioner and the statutory
waiting period must expire or be terminated early or waived by the Commrss1oner before the transactlon can
be completed. : ’ :

'All mergets, regardless of whether they are subject to Part IX of the Competition Act, are subject to the
substantive mergers provisions under Section 92 of the Competition Act. In’ particular, the Commissioner may
challenge a transaction before the Competition Tribunal where the transaction prevents or lessens, or is likely to
prevent or lessen, competition substantially in a market. The Commrss1oner may not make an application to the
Competition Tribunal under Sect1on 92 of the Compeutron Act more than one year after the merger has been
substantrally completed
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Exchange Controls

Canada has no system of exchange controls. There are no Canadian Testrictions on the repatriation of
capital or earnings of a Canadian public company to non-resident investors. There are no laws in Canada or
exchange restrictions affecting the remittance of dividends, profits, interest, royalties and other payments to
non-resident holders of our securmes, except as drscussed in “Taxatlon below.

Taxation
Canadian Federal Income Taxation

The following discussion - is a summary of the principal Canadian federal mcome tax considerations
generally applicable to a holder of our common shares who, at all relevant times, for purposes of the Income
Tax Act (Canada) and the Income Tax Regulations (collectively, the “Canadian Tax Act”) deals at arm’s-length
with, and is not affiliated with, our Company, beneficially owns its: common shares as capital property and does
not use or hold and is not deemed to use or hold such common shares in carrying on a business in Canada and
who, at all relevant times, for purposes of the application of the Canadian Tax Act and the Canada-U.S. Income
Tax Convention (1980, as amended) (the “U.S. Treaty”), is resident in the U.S,, is not, and is not deemed to be,
resident in Canada and is eligible for benefits under the U.S. Treaty (a “U.S. Holder”) Spemal rules, which are
not discussed in the summary, may apply to a non-resident holder that is an insurer that carries on an insurance
business in Canada and elsewhere or that is an “authorized foreign bank” as defined in the Canadian Tax Act.

The U.S. Treaty includes limitation on benefits rules that restrict the ability of certain persons who are
resident in the U.S. to claim any or all benefits under the U.S. Treaty. Furthermore, limited liability companies
(“LLCs”) that are not taxed as corporations pursuant to the provisions of the U.S. Internal Revenue Code of
1986, as amended (the “Code”) do not generally qualify as resident in the U.S. for purposes of the U.S. Treaty.
Under the U.S. Treaty, a resident-of the U.S. who is a member of such an LLC and is otherwise eligible for
benefits under the U.S. Treaty may generally be entitled to claim benefits under the U.S. Treaty in respect of
income, profits or gains derived through the LLC. Residents of the U.S. should consult their own tax advisors
with respect to their eligibility for benefits under the U.S. Treaty, having regard to these rules.

This summary is based upon the current provisions of the U.S. Treaty and the Canadian Tax Act and our
understanding of the current administrative policies and assessing practices of the Canada Revenue Agency
published in writing prior to the date hereof.-This summary takes into account all specific proposals to amend
the U.S. Treaty.and the Canadian Tax Act publicly announced by or on behalf of the Minister of Finance
(Canada) prior to the date hereof. This summary does not otherwise take into account or anticipate changes in
law or administrative policies and assessing- practices, whether by judicial, regulatory, administrative or
legislative decision or action, nor does it take into account provincial, territorial or foreign tax leglslatlon or
considerations, which may differ from those discussed herein. :

This summary is of a general nature only and is not intended to be, nor should it be construed to be, legal or
tax advice generally or to any particular holder. Holders should consult their own tax advisors with respect to
their own particular circumstances. ‘

Gains on Disposition of Common Shares

In general, a U.S. Holder will not be sub]ect to tax under the Canadlan Tax Act on capital gains arising on
the disposition of such holder’s common shares unless the common shares are “taxable Canadian property” t
the U.S. Holder and are not “treaty-protected property”.

As long as the common shares are then listed on a “designated stock exchange”, which currently includes
the NYSE and TSX, the common shares generally will not constitute taxable Canadlan property of a
U.S. Holder, unless (a) at any time during the 60-month period preceding the disposition, the U.S. Holder
persons not dealing at arm’s length with such U.S. Holder or the U.S. Holder together with all such persons,
owned 25% or more of the issued shares of any class or series of the capital stock of the Company and more
than 50% of the fair market value of the common shares was derived, directly or indirectly, from any
combination of (i) real or immoveable property situated in Canada, (ii) “Canadian resource property” (as such
term is defined in the Tax Act), (iii) “timber resource property” (as such terms are defined in the Tax Act), or
(iv) options in respect of, or interests in, or for civil law rights in, any such properties whether or not the property
exists, or (b) the common shares are otherwise deemed to be taxable Canadian property.
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Common shares will be treaty-protected property where the U.S. Holder is exempt from income tax under
the Canadian Tax Act on the disposition of common shares because of the U.S. Treaty. Common shares owned
by a U.S. Holder will generally be treaty-protected property where the value of the common shares is not
derived principally from real property situated in Canada, as defined in-the U.S. Treaty.

Dividends on Common Shares

Dividends pard o1 credlted on the common shares or deemed to be pard or credited on the common shares
to a U.S. Holder that is the beneficial owner of such dividends will generally be subject to-non-resident
withholding tax under the Canadian Tax Act and the U.S. Treaty at the rate of (a) 5% of the amounts paid or
credited if the U.S. Holder is a company that owns (or is deemed to own) at least 10% of our voting stock, or
(b) 15% of the amounts paid or credited in all other cases. The rate of withholding under the Canadian Tax Act
in respect of dividends paid to non-residents of Canada is 25%_where;no tax treaty applies.

Securities Authonzed for Issuance under Equity Compensatlon Plans

Information required under this Ttem will be 1ncluded in our def1n1t1ve proxy statement for the 2012 Annual
Meeting of Shareholders expected to be filed with the SEC no later than 120 days after the end of the fiscal year
covered by this Form 10-K (the #2012 Proxy Statement”), and such required information is incorporated herein
by reference.

Purchases of Equlty Securltles by the Company and Affillated Purchases

On November 4 2010, we announced that our board of dlrectors had approved a securities repurchase
program, pursuant to which we could make purchases of our common shares, convertible notes and/or senior
notes, from time to time, up to an aggregate maximum value of $1.5 billion, subject to any restrictions in our
financing agreements and applicable law. On August 29, 2011, we announced that our board of directors had
approved an increase of $300.0 million under our securities repurchase program (the “Securities Repurchase
Program”™). As a result, under the Securities Repurchase Program, we could repurchase up to $1.8 billion of our
convertible notes, senior notes, common shares and/or other notes or shares that were issued prior to the
completion of the program. Our board of directors also approved a sub-limit of up to 16.0 million common
shares to be purchased for cancellation under a normal course issuer bid through the facilities of the NYSE and
TSX, subject to obtaining the appropriate approvals. Initially, purchases under our Securities Repurchase
Program of up to 15.0 million common shares could be made through the facilities of the NYSE, in accordance
with applicable rules and guidelines, representing approximately 5% of our issued and outstanding common
shares as of November 4, 2010. In August 2011, we filed, and the TSX approved, a Notice of Intention to make a
normal course issuer bid to repurchase up to the remaining 1,000,000 common shares through the facilities of
the TSX. Shareholders of the Company may obtain a copy of the Company’s Notice of Intention with respect to
its normal course issuer bid, at no charge, by contacting us. The Securrtles Repurchase Program terminated on
November 7, 2011.

On November 3, 2011, we announced that our board of directors had approved a new securities repurchase
program (the “New Securities Repurchase Program”). Under the New Securities Repurchase Program, which
commenced on November 8, 2011, we may make purchases of up to $1.5 billion of our convertible notes, senior
notes, common shares and/or other future debt or shares. The New Securities Repurchase Program will
terminate on November 7, 2012 or at such time as we complete our purchases. The amount of securities to be
purchased and the timing of purchases under the New Securities Repurchase Program may be subject to various
factors, which may include the price of the securities, general market conditions, corporate and regulatory
requirements, alternate investment opportunities and restrictions under our financing agreements. The
securities to be repurchased will be funded using our cash resources. The board of directors also approved a
sub-limit under the New Securities Repurchase Program for the repurchase of an amount of common shares
equal to the greater of 10% of our public float or 5% of our issued and outstanding common shares, in each case
calculated as of the date of the commencement of the New Securities Repurchase Program. We are permitted to
make purchases of up to 15,395,686 common shares on the open market through the facilities of the NYSE,
representing approximately 5% of our issued and outstanding common shares. Subject to completion of
appropriate filings with and approval by the TSX, we may also make purchases of our common shares over the
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facilities of the TSX. Purchases of common shares will be made at prevailing market prices of such shares on the
NYSE or the TSX, as the case may be, at the time of the acquisition and shall be made in accordance with the
respective rules and guidelines of the NYSE: and the TSX. All .common shares purchased under: the
New Securities Repurchase Programi will be cancelled. SRR

During the year ended December 31, 2011, under the Securities Repurchase Program and New Securities
Repurchase Program, we repurchased $203.8 million and $1.2 million aggregate principal amount of our 5.375%
Convertible Notes, respectively, for an aggregate purchase price of $619.4 million and $3.9 million, respectively.
In addition, in the year ended December 31, 2011, under the'Securities Repurchase Program and New Securities
Repurchase Program, we répurchased 13,664,599 and 1,534,857 of our common shares, respectively, for an
aggregate purchase price of $574.1 million and $65.1 million, respeetively. During the year ended December 31,
2011, under the Securities Repurchase Program-and New Securities Reépurchase Program, we also redeemed
$10.0 million and $89.9 million aggregate principal amount of our Senior Notes, respectively, for an aggregate
purchase price of $9.9 million and $88.7 million, respectively.

In connection with the Securities Repurchase Program, through the termination date of November 7, 2011,
the Company had repurchased approximately $1.5 billion, in the aggregate, of its convertible notes, common
shares and senior notes. As of December 31, 2011, the Company had repurchased approximately $157.7 million,
in the'aggregate, of its convertible notes, senior notes and common shares under the New Securities Repurchase
Program.

Set forth below is the information regarding shares repurchased under the Securities Repurchase Program
and the New Securities Repurchase Program durmg the fourth quarter of the year ended December 31, 2011:

Total Number of Shares  Approximate Dollar Value

Total Number 4, Average'Price’ (or Units) Purchased of Shares (or Units) That
: : " of Shares (or Units) - Paid Per as Part of Publicly May Yet Be Purchased
Period L . Purchased Share (or Unit) Announced Plan = . Under the Plan®

.(In thousands)

Securities Repurchase Program . : .
10/111 ..o ... PRI » — 8 - - — $. 356,552

10/1/11-10/31/11 .. .. ... ... 24,514@ $2,595.22 24,514 $ 292,933
11/143-11/7/11 .. ..o 2,000 $2,856.20 : 2,000% . % 287220
: 10,0009 $ 995.00 - 10,000 $ 277,270

New Securities Repurchase Program ' ‘ , ' ' v
11/8/11 ..o L — $ — —_ ‘ $1,500,000
11/8/11-11/30/11 .. ... .. L 1,250(2) $3,142.50 ) 1,250® $1,496,072
45,4201 $ 990.82 45,420 - $1,451,069
30,0004 $ 994.33 _30,000(4) $1,421,239
1,533,007 $ 4241 1,533,007 $1,356,228
12/1/41-12/31/11 . ... ... ... 10,000© $ 950.00 10,0000 - $1,346,728
, , 1,850 - § 4292 : 1,850 $1,346,648
45009 . . $ 982.50 4,500 ) $1,342,227

(1) The puréhase of our shares under the normal course issuer bid apprdved by the board of directors is also subject to a sublimit, as
described above.

(2) . $1,000 principal amount of 5.375% senior convertible notes. due 2014.

(3) $1,000 prircipal amount of 6.875% senior notes due 2018. For more information regardmg our 6 875% senior notes due 2018 see
"~ note 14 of notes to consolidated financial statements in Item 15 of this Form 10-K. :

(4) $1,000 principal amount of 6.50% senior notes due 2016. For more information regardmg our 6.50% senior notes due 2016, see
note 14 of notes to consohdated financial statements in Item 15 of this Form 10-K.

(5 ) Common shares

(6) $1,000 principal amount of 7.00% senior-notes due 2020. For more information regarding our 7.00% senior notes due 2020, see
note 14 of notes to consolidated financial statements in Item 15 of this Form 10-K. .
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Subsequent to December 31, 2011, we repurchased an additional $1.1 million principal amount of the
5.375% Convertible Notes for cash consideration of $4.0 million under the New Securities Repurchase Program.

Item 6. Selected Financial Data

The following table of selected consolidated financial data of our Company has been derived from financial
statements. prepared in, accordance with U.S. generally accepted. accounting principles (“GAAP”). The data is
qualified by reference to, and should be read in conjunction with the consolidated financial statements and
related notes thereto prepared in accordance with U.S. GAAP (see Item 15 of this Form 10-K) as well as the
discussion in Item 7. “Management s Discussion and Analysis of Financial Condition and Results of
Operatlons” A11 dollar amounts are expressed in thousands of U.S. dollars, except per share data.

Years Ended December 31 .
20110@ 2010 2009 : 2008 2007

Consolidated operating data: . L
Revenues .............. e . . $2,463,450 $1,181,237 $820,430 $757,178 $842,818
Operating income (loss) . ................. 299,959 (110,085) 181,154 124,109 188,014
Net income (loss) ......... T O N 159,559 (208,193) 176,455 - 199,904 - 195,539
Earnings (loss) per share:
BasiC. .. ..ot e $ 052 $ (06) $ 111-$% 125 % 122
Dilated .. .......... ... .. e $ 049 § (1.06) $§ 111 § 125 § 122
Cash dividends declared per share .. ......... § — § 128 $§ 065 $ 150 $§ 150
' : At Décember 31
2001097 0 20100 . 2009 2008 2007
Consolidated balance sheet: ‘
Cash and cash equivalents............ § 164,111 $ 394269 § 114,463 § 317,547 § 433,641
Working capital ... ....... e 433234 327,710 93,734 223,198 339,439
Total assets .. ..xons oo 13,141,713 ¢ 10,795,117 2,059,290 1,623,565 1,782,115
Long-term obligations. . . ....... .. 0. .. 46,651,011 - 3,595,277 . 326,085 — —
Common shares . .....v.. v, ou. 5,963,621 . ° 5,251,730 1,465,004 1,463,873 = 1,489,807
Shareholders’ equity (net assets) . ... ... 4,007,016 4,911,096 1,354,372 1,201,599 1,297,819
Number of common shares issued and . ‘ o B
outstandmg (OOOS) ...... e L 306,371 302,449 158,311 158,216 161,023

(1)  Amounts for 2011 and 2010 include the impact of the Merger with Valeant on September 28, 2010. Amounts for 2011 also include the
impact of several acquisitions of businesses. For more information regarding our acquisitions, see -note-3 of notes to consolidated
financial statements in Item 15 of this Form 10-K.

(2) In 2011, we recogmzed impairment charges on IPR&D assets of $105 2 mllhon in the fourth quarter of 2011, relating to the A002
A004, and A006 programs acquired as part of the Aton Pharma, Inc.. acquisition in 2010, as, well as the IDP-109 and
IDP-115 dermatology programs. The impairment charges were triggered in the fourth quarter of 2011 due to unfavorable study results,
feedback received from the FDA which would result in the incurrence of higher costs to perform additional studies, reassessment of
risk and the probability of success, and/or pipeline prioritization decisions resulting in the re-allocation of Company resources to other
research and development programs. In addition, we recognized.$7.9 million and $19.8 million of impairment charges related to
IDP-111 and 5-FU, respectrvely

Item 7. Management’s Drscussron and Analysis of Financial Condition and Results of Operations
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- MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

INTRODUCTION

~ The following Management’s Discussion and Analysis of Financial Condition and Results of Operations
(“MD&A”) should be read in conjunction with the audited consolidated financial statements, and notes thereto,
prepared in accordance with United States (“U.S.”) generally accepted accounting principles (“GAAP”) as of
December 31, 2011 and 2010 and each of the three years in the period ended December 31, 2011 (the “2011
Financial Statements”).

Additional information relating to the Company, including our Annual Report on'Fofm 10-K for the fiscal
year ended December 31, 2011 (the “2011 Form 10-K”), is available on SEDAR at www.sedar.com and on the
U.S. Securities and Exchange Commission (the “SEC”) website at www.sec.gov.

Unless otherwise indicated herein, the discussion and analysis contained in this MD&A is as of
February 29, 2012

- All dollar amounts are expressed in US dollars, unless otherwise noted.

COMPANY PROFILE

On September 28, 2010 (the “Merger Date”), Biovail Corporation (“Biovail”) completed the acquisition of
Valeant Pharmaceuticals International (“Valeant”) through a wholly-owned subsidiary pursuant to an
Agreement and Plan of Merger, dated as of June 20, 2010, with Valeant surviving as a wholly-owned subsidiary
of Biovail (the “Merger”). In connection with the Merger,- Biovail was renamed “Valeant Pharmaceuticals

International, Inc.” (“we”, “us”, “our” or the “Company”).

We are a multinational, specialty pharmaceutical company that develops, manufactures and markets a
broad range of pharmaceutical products. Our specialty pharmaceutical and over-the-counter (“OTC”) products
are marketed under brand names and are sold in the U.S., Canada, Australia and New Zealand, where we focus
most of our efforts on products in the dermatology and neurology therapeutic classes. We also have branded
generic, branded and OTC operations in Europe, Latin America, South East Asia and South Africa.

Since the Merger, our strategy has been to focus our business on core geographies and therapeutic classes,
manage pipeline assets either internally or through strategic partnerships with other pharmaceutical companies
and deploy cash with an appropriate mix of selective acquisitions, share buybacks and debt repurchases. We
believe this strategy will allow us to improve both our growth rates and profitability and to enhance shareholder
value, while exploiting the benefits of the Merger. ~

Our leveraged research and development model described below is one key element to this business
strategy. It will allow us to progress development programs to drive future commercial growth while minimizing
our research and development expense. This will be achleved m four ways:

* structuring partnerships and collaborations so that our partners share development costs;
* bringing products already developed for other markets to new territories;

* acquiring dossiers and registrations for branded generic products, which require limited manufacturmg
start-up and development activities; and

* selling internal development capabilities to third parties, thereby allowing higher utilization and
infrastructure cost absorption.

We are diverse not only in our sources of revenues from our broad drug portfolio, but also among the
therapeutic classes and geographic segments we serve. We focus on those businesses that we view to have the
potential for strong operating margins and solid growth, while providing natural balance across geographies.
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We measure our success through total shareholder return and, on that basis, as of February .23, 2012, the
market price of our common shares on the New York Stock Exchange (“NYSE”) has increased approximately
85% and the. market price of -our common shares on the Toronto. Stock Exchange (“TSX”) has increased
approximately 80%, since the Merger Date, as adjusted for the post-Merger special dividend of $1.00 per
common share (the “post- Merger special d1v1dend”) described below under “BIOVAIL MERGER
WITH VALEANT”

BIOVAIL MERGER‘WITH VALEANT

On September 28, 2010, a wholly-owned subsidiary of Biovail acquired all of’the ‘outstanding equity of
Valeant in a share transaction, in which each share of Valeant common stock was cancelled and converted into
the right to receive 1.7809 Biovail common shares. As a ‘result of the Merger, Valeant became a wholly-owned
subsidiary of the Company. The farr value of the consrderauon transferred as of the Merger Date to effect the
acquisition of ‘Valeant amounted to $3:9 billion in the aggregate, which has been" assigned primarily to
identifiable intangible assets ($3.6 billion), goodwill ($3.0 billion), long-term debt assumed ($(2.9) billion),
acquired IPR&D ($1.4 billion) and a net deferred income tax liability ($(1.3) billion).

The significant components of the acquired IPR&D assets related to the development of
ezogabine/retigabitie ($891.5 m1llfon) in' ‘collaboration ‘with Glaxo Group Limited, a subsidiary of
GlaxoSmithKline plc (the entities within The Glaxo Group of Compames are referred throughout as “GSK”)
and ‘a ‘number of dermatology products ($4282 mlll1on) ‘which ‘are described below under “Products in
Development”. A multi-period excess carnings methodology (income approach) was used to determine the
estimated fair value of the acquired IPR&D assets. The projected cash flows from these assets were adjusted for
the probabilities of successful development and commercialization of each project. A risk-adjusted discount rate
of 9% was used to determine the present value the projected cash flows. In connection with the first sale of
Trobalt™ (retigabine) by GSK in the European Union in the second quarter of 2011, GSK paid us a $40 million
milestone payment and will pay up toa 20% royalty on net sales of the product (see “Collaboration Agreement”’
below for further details). Material cash inflows are expected to commence between 2013 and 2016 for the
dermatology products. Solely for purposes of estimating the fair value of these assets, we have estimated that we
will incur costs of approximately:$200 million, of which $26 4 million has been 1ncurred through December 31,
2011, to complete the products in development P N

The aggregate fa1r value of the contmgent c0n51derat1on was determmed to be $21 6 million as of the
Merger Date and is related to Valeant’s acquisition of Princeton Pharma Holdings LLC, and its wholly-owned
operating subsidiary, Aton Pharma, Inc.'(*Aton”). The contingént consideration consists of future milestones
predommantly based upon achievement of approval and commercial tafgets for certain pipeline products (which
are included in the fair value ascribed to the IPR&D assets acquired). The range of the undiscounted amounts
we could be obligated: to pay as contingent consideration ranges. from nil to $390.0 million. During 2011, we
suspended the development of the A002 program. For the year ended December 31, 2011, we recognized an
impairment charge of $16.3 million to write down the IPR&D asset, which was recognized as Acquired IPR&D
in our consolidated statements of income (loss). Refer to “Results of Operations — Acquired IPR&D” for
further details regarding IPR&D impairment charges. The impairment charges were partially offset by.a galn of
$9.4 million due to changes in the fair value of acquls1t1on -related contrngent consideration. The gain was
recognrzed as Acqurs1t10n -related contmgent cons1derat1on in our consohdated statements of income (loss)

On December 22, 2010, we paid  a- post-Merger- spec1a1 dlvrdend of $1.00 per common share. The
post-Merger special dividend comprised aggregate: cash paid-of .$297.6 million and 72,283 shares -issued to
shareholders that elected to reinvest in‘additional common shares of the Company through a special dividend
re1nvestment plan, Wthh plan was termmated followmg payment of the _post- Merger special dividend.

The Merger has resulted in, and is expected to continue. to- result in, significant strategic benefrts to us
through the creation of a larger, more globally diversified company with a broader and better diversified array of
products and an expanded presence in North America and internationally. In addition, the market
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capitalization, profitability and our free cash flow are, and are expected to continue to be, stronger relative to
either Biovail or Valeant on a stand-alone basis. We have achieved significant operational cost savings, coming
from, among other things, reductlons in research and development general and administrative expenses, and
sales and marketing. ’ ;

The Merger has been accounted for as a business combination under the acquisition method of accounting.
Biovail was both the legal and accounting acquirer in the Merger. Accordingly, our consolidated financial
statements reflect the assets, liabilities and results of operations of Valeant from the Merger Date.

ACQUISITIONS AND DISPOSITIONS

Since the Merger we have focused the business on core geographles and therapeutic classes through
selective acquisitions, dispositions and strategic partnershrps with other pharmaceutical companies. As described
below, we have completed a number of transactions to expand our dermatology and branded generic product
portfolios.

iNova

On December 21, 2011, we acquired: iNova from Archer Capital, Ironbrldge Capital and other minority
management shareholders. We made upfront payments of $656.7 million (AUD$657.9 million), and we will pay
a series of potential milestones of up to $59.9 million (AUD$60.0 million) based on the success of pipeline
activities, product registrations and overall revenue. The fair value of the contingent payments was determined
to be $44.5 million as of the acquisition date. As of December 31, 2011, the assumptions used for determining
the fair value of the acquisition-related contingent consideration have not changed significantly from those used
at the acquisition date.

The total fair value of consideration transferred of $701.2 million is comprised primarily of identifiable
intangible assets ($424.0 million), goodwill ($211.8 million) and inventory ($43.4 million).

In connection with the transaction, in November and December 2011, we entered into foreign currency
forward-exchange contracts to buy AUD$625.0 million, which were settled on December 20, 2011. We have
recorded a $16.4 million foreign exchange gain on the settlement.of these contracts, which was recognized in
Foreign exchange and other in our consohdated statements of income (loss) for the year ended
December 31, 2011.

 iNova sells and distributes a range of prescrrptlon and OTC products in Australia, New Zealand, Southeast

Asia and South Africa. iNova owns, develops and markets a diversified portfolio of. prescription and OTC
pharmaceutical products in the Asia Pacific region and South Africa, including leading therapeutic weight
management brands such as Duromine®/Metermine®, as well as leading OTC brands in the cold and cough area,
such as Difflam®, Duro-Tuss® and Rikodeine®.

Dermik

On December 16,.2011, we acquired Dermik, a dermatological unit of Sanofi in the U.S. and Canada, as
well as the worldwide rights to' Sculptra® and Sculptra® Aesthetic, for a total cash purchase price of
approximately $420.5 million. The acquisition includes Dermik’s inventories and manufacturing facility located
in:Laval, Quebec. As described below, in connection with the acquisition of Dermik, we were required by the
Federal Trade Commission (“FTC”) to divest 1% clindamycin and 5% benzoyl peroxrde gel, a generic version of
BenzaClin®, and 5% fluorouracil cream, an authorized generic of Efudex®.

The total fair value of the cons1derat10n transferred of $420.5 million is ccimprised‘primarily of identifiable
intangible assets ($341.7 million), property, plant and equipment ($39.6 million) and inventory ($32.4 million).
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Dermik is a leading global medical dermatology business focused on the manufacturing, marketing and sale
of therapeutic and aesthetic dermatology products.

Ortho Dermatologics

On December 12, 2011, we acquired assets of the Ortho Dermatologics division of Janssen
Pharmaceuticals, Inc. (“Janssen”), for a total cash purchase price of approximately $346.1 million. The assets
acquired include prescription brands Retin-A Micro®, Ertaczo®, Renova® and Blaflne®

The total fair value of the consideration transferred of $346. 1 million is comprlsed ‘primarily of identifiable
intangible assets ($333.6 million).

Ortho Dermatologics is a‘leader in the fleld of dermatology and, over the years, has developed several
products to treat skin disorders and dermatologic condltlons

Afexa

On October 17, 2011, we acquired 73.8% (80,929,921 common shares) of the’ outstandmg common shares of
Afexa Life Sciences Inc. (“Afexa”) for cash consideration of $67.7 million. The acquisition date fair-value of the
26.2% noncontrolling interest in Afexa of $23.8 million was estimated using quoted market prices on such date.
At a special meeting of Afexa shareholders held on December 12, 2011, a subsequent acquisition transaction was
approved resulting in the privatization of Afexa and the remaining shareholders receiving. C$0.85 per share.
Consequently, as of December 31, 2011, we owned 100% of Afexa.

The total fair value of the consideration transferred of $91.5 million is comprised primarily of identifiable
intangible assets ($80.6 m1111on) 1nventory ($22 5 million) and a net deferred tax liability ($(20. 5) million).

Afexa currently markets several consumer brands, such as Cold FX®, an OTC cold and flu treatment, and
Coldsore-FX®, a topical OTC cold sore treatment.

Sanitas

On August 19, 2011 (the “Samtas Acqurs1tlon Date”) we acqurred 87.2% of the outstandmg shares of
AB Sanitas (“Sanitas”) for cash consideration of $392.3 million. Prior to the Sanitas Acquisition Date, we
acquired 1,502,432 shares of Sanitas, which represented-approximately 4.8% of the outstanding shares. As a
result, as of the Sanitas Acquisition ‘Date, we held a controlling financial interest in Sanitas of 92%, or
28,625,025 shares. The acquisition date fair value of the 8% nencontrolling interest in Sanitas of $34.8 million
and the acquisition date fair value of the previously-held 4.8% equity interest of $21.1 million, were estimated
using quoted market prices on such date. On September 2, 2011, we announced a mandatory non-competitive
tender offer (the “Tender Offer”) to purchase the remaining outstanding ordinary shares of Sanitas from all
public shareholders at €10.06 per share. The Tender Offer closed on September 15, 2011, on which date we
purchased an additional 1,968,631 shares (6.4% of the outstanding shares of Sanitas) for approximately
$27.4 million. As a result of this purchase, we owned 30,593,656 shares or approximately 98.4% of Sanitas as of
September 15, 2011. On September 22, 2011, we received approval from the Securities Commrss1on of the
Republic of Lithuania to conduct the mandatory tender offer through squeeze out procedures (the “Squeeze
Out”) at a price per one ordinary share of Sanitas equal to €10.06, which requested that all minority
shareholders sell to us, the ordinary shares of Sanitas owned by them (512,264 ordinary shares, or 1.6% of
Sanitas). The noncontrolling interest in Sanitas of approximately 1.6% to be acquired through the Squeeze Out
procedures was classified as a liability in our consolidated balance sheet as it is mandatorily redeemable. As of
December 31, 2011, the estimated amount due to Sanitas shareholders of $2.4 million was included in Accrued
liabilities. : '

The total fair value of the consideration transferred of $448.2 million is comprised primarily of the
identifiable intangible assets ($247.1 million) and goodwill ($204.8 million).
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Sanitas  has a broad. branded. generics product portfolio consisting of 390 products in nine countries
throughout Central and Eastern Europe, primarily Poland, Russia and Lithuania.. Sanitas has in-house
development capabilities in dermatology, hospital injectables and ophthalmology, and a pipeline of internally
developed and acquired dossiers.

Elldel®/Xerese®

On June 29, 2011 we. entered into a hcense agreement w1th Meda Pharma SARL (“Meda”) to acqulre the
exclusive rights to commercialize both Elidel® Cream and Xerese® Cream in the U.S., Canada and Mexico. In
addition, we ‘and Meda have the right to undertake development work in respect of Elidel® and Xerese®
products. We made an upfront payment to Meda of $76.0 million, and are obligated to pay a series of potential
milestones of up to $16.0 million and guaranteed royalties totaling $120.0 million in the aggregate through 2011
and 2012. Thereafter, we will pay a double-digit royalty to Meda on net sales of Elidel®, Xerese® and Zovirax®,
including additional minimum royalties of $120.0 million in the aggregate during 2013-2015. The fair value of the
upfront and contingent consideration, inclusive of royalty payments, was determined to be $437.7 million as of
the acquisition date. As the majority of the contingent consideration relates to future royalty payments, the
amount ultimately to be paid under this arrangement will be dependent on the future sales levels of Elidel®,
Xerese®; and Zovirax®. In accordance with -the acquisition method of accounting, the royalty payments
associated with this transaction are treated as part of the considéeration paid for the business, and therefore we
will not recognize royalty expense in our consoliddted statements of income (loss) for these products. The
royalty payments are being recorded as a reduction to the acquisition-related contingent consideration liability.
For the year ended December 31, 2011, we recognized a loss of $11.2 million due to changes in the fair value of
acquisition-related contingent consideration. The loss. was recognized as Acquisition-related contingent
consideration in our consolidated statements of income (loss). During the year ended December 31, 2011, we
made $28.5 million of acquisition-related contingent consideration payments, including royalties and milestones,
related to this transaction. In January 2012, we made. additional royalty and mllestone payments totahng
$27.5 million. ; C o

The total fair value of the consideration transferred is comprised primarily of product brands intangible
assets ($406.4 million), acquired IPR&D assets ($33.5 million) and a net deferred tax liability ($(2.2) million).
The acquired IPR&D assets relate to the development of a Xerese® life-cycle product. The projected cash flows
from the acquired IPR&D assets were adjusted ‘for- the probability of successful development and
commercialization of the product.'A risk-adjusted discount rate-of 13% was used to present value the projected
cash flows. Material cash inflows for, the Xerese® life-cycle product are expected to commence in 2014. We have
estimated that we will incur costs of approximately $14.0 million to complete the project. :

Zovirax®

On February 22, 2011 and March 25 2011, we . acqulred the U.S. and Canadian rights, respectively, to
non-ophthalmic topical formulat1ons of Zovirax® from GSK. Pursuant to the terms of the asset purchase
agreements, we paid GSK an aggregate amount of $300.0 million in cash for both the U.S. and Canadlan rights.
We had been marketlng Zovirax® in the U. S. since January 1, 2002, under a 20-year exclusive distribution
agreement with GSK, which distribution agreement terminated following the closing of the U.S. transaction. We
have entered into new supply agreements and new trademark license agreements with GSK w1th respect to the
U.S. and Canad1an territories.

PharmaSwrss v

On March 10, 2011, we acqulred al} of ‘the 1ssued and outstandmg ‘stock of PharmaSwiss S.A.
(“PharmaSwiss”), a prlvately-owned branded generics and OTC pharmaceutical company based in Zug,
Switzerland. As of the acquisition. date, the total consideration transferred to effect the acquisition of
PharmaSwiss comprised cash paid of $491 2 mrlhon (€353 1 million) and the rights to contmgent consideration
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payments of up to $41.7 million (€30.0 million) if certain net sales milestones of PharmaSwiss were achieved for
the 2011 calendar year.

The falr value of the contmgent payments was determmed to be $27.5. million as of the acqu1s1t10n date. For
the year ended December 31, 2011, we recognized a gain of $13.2 million due to changes in the fair value of
acquisition-related - contingent consideration. The gain was recognized as Acquisition-related contingent
consideration in our consolidated statements of income (loss). We are determining whether a contingent
consideration payment of $13.0 million (€10.0 mllhon) is payable based on the net sales results for the
2011 calendar year. : ‘ :

The total fair value of consideration transferred of $518.7 million is comprised pr1mar11y of identifiable
intangible assets ($209.2 million), goodwill ($159.7 million) and inventories ($70.3 million). ~

PharmaSwiss is an existing partner to several large pharmaceutical and biotech companies offering regional
expertise in such functions as regulatory, compliance, sales, marketing and distribution, in addition to developing
its own product portfolio. Through its business operations, PharmaSwiss offers a broad product portfolio in
seven therapeutic areas and operations in 19 countries throughout Central and Eastern Europe, including
Serbia, Hungary, the Czech Republic and Poland, as well as in Greece and Israel.

Lodalis™

On February 9, 2011, we acqu1red the Canadian rights to Lodalis™ (colesevelam hydrochloride), an oral
bile a01d sequestrant for hypercholesterolemia, from Genzyme Corporation (“Genzyme”) for a $2.0 million
upfront payrnent to be followed by potential future milestone payments totaling up to $7.0 million. This
acquisition was accounted forasa purchase of IPR&D assets with no alternative future use and, accordingly, the
upfront payment was charged to acquired IPR&D expense as of the acquisition date. In the second quarter of
2011, we made a first milestone payment of $2.0 million to Genzyme, which was charged to acquired IPR&D
expense in the period. In September 2011, colesevelam hydrochloride received regulatory approval from Health
Canada, in the form of a Notice of Compliance (“NOC”), for commercialization in Canada, which triggered an
additional milestone payment of $5.0 million, which we paid in October 2011. We recognized this milestone as
~ an intangible asset in our consolidated balance sheet as of December 31, 2011. Subsequently, we filed for a

product name change and a manufacturer name change, and the NOC for Lodalis™ was received from Health
Canada on December 28, 2011. The product was launched in Canada in February 2012,

Ribavirin
On November 1, 2010, we paid Kadmon Pharmacéuticals LLC (“Kadmon”) $7.5 million for exclusive rights
to certain dosage forms of ribavirin in Poland, Hungary, the Czech Republic, Slovakia, Romania and Bulgaria.

Ribavirin is indicated for the treatment of viral diseases, including hepatitis C virus. The total purchase price has
been capitalized as a product right intangible asset.

Under a separate agreement dated November 1, 2010, we granted Kadmon an exclusive, worldwide license
to taribavirin, excluding the territory of Japan, in exchange for an upfront payment of $5.0 million, other
development milestones, and royalty payments in the range of 8-12% of future net sales. The fair value
associated with ribavirin was included in the acquired IPR&D assets identified as of the Merger Date.

Hamilton Brands

On October 29, 2010, we acquired the intellectual property, trademarks and inventory related to the
Hamilton skin care brand in Australia for cash consideration of $14.7 million. The purchase price was allocated
to the trademark intangible asset ($11.7 million) and inventory ($3.0 million).
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Other Acquisitions

In 2011, we acquired Ganehill Pty Limited (“Ganehill”’), an Australian company engaged in the marketing
and distribution of skin care products under the Invisible Zirc® brand. The fair value of the total cash and
contingent consideration transferred to effect the acquisition of Ganehill was $19.4 million, which was assigned
primarily to product brands intangible assets ($12.7 million) and goodwill ($5.4 million). In addition, ‘we
acquired the product rights in Greece for Procef®, Niflamol®, Superace®, and Monopril® for total consideration
of $12.0 million, which was assigned: primarily to identifiable intangible assets, and we also acquired certain
other businesses, including the Canadian rights to Aczone™, Delatestryl® and Viroptic®, for approximately
$17.7 million in the aggregate, which was assigned primarily to identifiable intangible assets. We also acquired
from Fleming and Company, Pharmaceuticals the product rights to a number of brands, including Ocean® and
Nephrocaps®. The fair value of the total consideration transferred was $15.7 million, which was assigned
primarily to product brands intangible assets.

Divestitures of IDP-111 and 5-FU

In connection with the aéquisition of Dermik, we were required by the FTC to divest 1% clindamycin and
5% benzoyl peroxide gel (“IDP-111”), a generic version of BenzaClin®, and 5% fluorouracil cream (“5-FU”), an
authorized generic of Efudex®.

On February 3, 2012, we sold the IDP-111 and 5-FU products to Mylan Pharmaceuticals, Inc. for
$66.2 million in cash. In the fourth quarter of 2011, we recognized $7.9 million and $19.8 million of impairment
charges related to the write-down of the carrying values of the IDP-111 and 5-FU intangible assets, respectively,
to their estimated fair values, less costs to sell. The ‘impairment charges are included in Amortization of
intangible assets in our consolidated statements of income (loss) for the year ended December 31, 2011. The
adjusted carrying values of $54.4 million and $14.8 million for IDP-111 and 5-FU, respectively, were class1ﬁed as
Assets held for sale on our consolidated balance sheet as of December 31, 2011 and are included within the
U.S. Dermatology reporting segment.

Cloderm®

On March 31, 2011, we out-licensed product rights to Cloderm® Cream, 0. 1%, in the U.S. to Promius
Pharma LLC, an affiliate of Dr. Reddy’s Laboratories, in exchange for a $36.0 million upfront payment, which
was received in early April 2011, and future royalty payments. In connection with the out-license of product
rights to Cloderm®, we recognized the upfront payment as alliance revenue in the first quarter of 2011, and
expensed the $30.7 million carrying amount of the Cloderm® intangible assets as cost of alliance revenue. We are
recognizing the future royalty payments as alliance revenue as they are earned.
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PRODUCTS IN DEVELOPMENT

The followrng products, among others, are currently (or were dunng 2011) in chmcal development
. Ezogabme/Retngabme ' o o

In collaboratron with GSK, we are. developlng a compound as an ad]uncttve treatment for partlal -onset
 seizures in patients with epilepsy whose generic name will be ezogabine in the U.S. and retigabine in all
other countries. Ezogabine/retigabine stabilizes hyper-excited neurons primarily by opening neuronal
potassium channels. On October 30, 2009, an NDA was filed for ezogabine for the treatment of refractory
partial-onset seizures and the FDA accepted the NDA for review on December 29, 2009. On August 30,
. 2010, the FDA extended the Prescription Drug User Fee Act (“PDUEFA’) goal date for ezogabine to
- November 30, 2010 due to the recent submission of a solicited formal Risk: Evaluation and Mitigation
- Strategy (“REMS”). The REMS was requested by the FDA in correspondence dated August 16, 2010,
- and was submitted to the FEDA on August 26, 2010. On November 30, 2010, we received a Complete
Response Letter from the FDA for ezogabine. We evaluated the Complete Response Letter in which the
FDA cited non-clinical reasons for this action and provided a reply on-April 15, 2011. The FDA approved
the drug under the name Potiga™ on June 10, 2011. The Drug Enforcement Administration published a
Proposed Rule in the Federal Register to place ezogabine in Schedule V (C-V) of the US Controlled
Substance Act on October 21, 2011. The Final Rule was published in the Federal Reglster on
December 15, 2011 and became effective on the same date. Product launch is antrclpated to occur in the

- second quarter of 2012. e ; :

Also, the European Medicinés Agency (“EMA”) confirmed on November 17, 2009 that the Marketing
* Authorization Application (“MAA”) filed on October 30, 2009 for ezogab1ne/ret1gab1ne was successfully
validated, thus ehabling the MAA review to commmence. In January 2011, the EMA’s Committee for
Medicinal Products’ for Human Use (“CHMP”) issued an opinion recommending marketing
authorization for Trobalt™ (retigabine) as an adjunctive (add-on) treatment of partial-onset seizures,
with or without:secondary generalization in adults aged 18 years.and above with epilepsy. The European
. Commission adopted the CHMP: opinion, authorizing Trobalt™. for - marketing on:March 28, 2011.
. Additionally, retigabine received a preliminary approval from the Swiss Agency for Therapeutic Products,
Swissmedic, in December 2010 and subsequently received final approval on April 1, 2011. Marketing
approvals have also occurred in Norway (April 1, 2011); Tceland (April 19, 2011), Chile (July 12, 2011)
. and Malaysia (January 3, 2012). A New Drug Submission (“NDS”) for. marketing approval was filed with
‘the Therapeutic Products Directorate (“TPD”) of Health Canada on October 28, 2011. The screening
acceptance by Health Canada was obtained in December 2011. Once screened, the NDS is targeted to be
reviewed within 300 days from the date of screening acceptance.

Evaluation and progress1on of a modified release formulation is ongoing. A lead formulation has been
selected for: evaluation -in patlents and FDA feedback on the program development plan has
been obtained. ~ S

* Cold-FX ® pediatric development

' Cold-FX® for adults, acquired from Afexa in October 2011, has been marketed in Canada since 1996 and
‘as a Natural Health Product sincé 2004. The ‘current approved indication is to reduce the frequency,
severity and duration of colds and flu by boostlng the immune system. A Phase 3b study to evaluate the
efficacy and safety in children is ongomg This multi-center study is 1nvest1gat1ng the potential benefits of
three day dosing of Cold-FX® in reducing cold and flu symptoms in children. We antlcrpate filing a
pediatric indication in the fourth quarter of 2012.
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* Opana® ER

Oxymorphone (oxymorphone hydrochloride) is an opioid analgesic that has been available in the U.S. in
both ‘parenteral and rectal formulations since 1960. Opana® ER is indicated in patients requiring
continuous, around-the-clock opioid treatment for an extended period of time. The NDS for marketing
approval for Opana® ER was filed in Canada on February 26, 2010. A Notice of Non-Compliance letter
(“NON”) was received on June 8, 2011, in which Health Canada requested an update of the risk
management plan. The response to the NON letter was submitted on October 8, 2011, and we expect to
receive feedback from Health Canada in the second quarter of 2012, :

¢ Lodalis™

Lodalis™ (colesevelam hydrochloride) is indicated for the reduction of cholesterol blood level in patients
with hypercholesterolemia as-an adjunct to diet in patients who are not adequately controlled with statin
alone, or who are unable to tolerate a statin. We acquired the rights to Lodalis™ for the Canadian market
- from Genzyme. The NOC for colesevelam hydrochloride was received from Health Canada on
~ September 22, 2011, and following a submission’' by Valeant for a product name change, the NOC for
Lodalis™ was received in December 28, 2011. The product launched in Canada in February 2012.

Dermatology Products
A number of dermatology product candidates are in, development 1nclud1ng

* IDP-107 is an investigational oral treatment for moderate to severe acne vulgaris. Acne is a
disorder of the pilosebaceous unit characterized by the presence of inflammatory (pimples) and
non-mﬂammatory (whiteheads and blackheads) lesions, predominately on the face. Acne vulgaris
is a common skin disorder that affects about 85% of people at some point in their lives. We are in
the process of completing.a Phase 2b clinical trial to evaluate the safety and efficacy of IDP-107.

* IDP-108 (efinaconazole), a novel triazole compound, is an antifungal targeted to treat
onychomycosis, a fungal infection of the fingernails‘and toenails primarily in older adults. Valeant
holds an exclusive license from Kaken Pharmaceutical Co., Ltd., to commercialize efinaconazole

-in North America, Central America, South America and the European Union. The mechanism of
antifungal activity appears similar to other antifungal triazoles, i.e., ergosterol synthesis inhibition.
IDP-108 is a non-lacquer formulation designed for topical delivery into the nail. We have now
completed two Phase 3 clinical trials to-evaluate the safety and efficacy of IDP-108. Preliminary
data showed the investigation drug product IDP-108 to be statistically superior (p<0.001) to
placebo for all primary ‘and secondary endpoints and was found to be generally safe and well
tolerated. We anticipate filling a New Drug Application (“NDA?) in the U.S. and NDS in Canada
in 2012.

« IDP-118 is a topical investigational drug product targeted to treat psoriasis. Psoriasis is a chronic,
autoimmune disease that appears on the skin. This product is currently in Phase 2 stage
of development.

* We acquired certain rights to an investigational compound as part of the Ortho Dermatologics
acquisition in December 2011, MC-5, a Human Melanocortin-5 Receptor Antagonist (MC5-RA).
It represents a Ist in class drug whose mechanism of action results in the suppression of sebum
production by sebaceous glands. We are currently conducting a Phase 2 clinical trial with this
compound for the topical treatment of acne vulgaris. ~ :

* Lifecycle Management Projects

Through Valeant’s acquisition of Aton in May 2010, we have an ongoing lifecycle management program
in place for Lacrisert®, which is in our ophthalmology portfolio. In addition, lifecycle management
opportunities are being evaluated for recently acquired dermatology compounds, including Elidel®,
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Xerese®, and Retin-A Micro®. We are developing improvements to these compounds to better meet the
needs expressed by the medical community.

COLLABORATION AGREEMENT

" In October 2008, Valeant closed the chense “and Collaboration Agreement (the “Collaboration
Agreement ’) to develop ezogabme/retlgabme in collaboration with GSK. Pursuant to the terms of the
Collaboration Agreement Valeant granted co development rights and worldw1de commer01allzat10n rights
to GSK.

. Valeant agreed to share equally with GSK the development and pre- commermahzatlon expenses of
ezogab1ne/ret1gab1ne in the U.S., Australia, New Zealand, Canada and Puerto Rico (the “Collaboration
Territory”). Following the launch of an ezogabrne/retrgablne product, we will share equally in the profits of
ezogabine/retigabine in the Collaboration Territory. In addition, Valeant granted GSK an-exclusive license to
develop and commercialize retigabine in countries outside of the Collaboration Territory and certain backup
compounds to ezogabine/retigabine worldwide. GSK is responsrble for all expenses outside of the Collaboration
Territory and will solely fund the development of any backup compound. We will receive up to a 20% royalty on
net sales of retigabine outside of the Collaboration Territory. In addition, if backup compounds are developed
and commercialized by GSK, GSK will pay us royalties of up to 20% of net sales of products based upon such
backup compounds.

Under the terms of the Collaboratlon Agreement GSK will pay us up to $545.0 mlllron of which
$40.0 mrllron was received and recognlzed by us in the second quarter of 2011, as described below, based upon
the achievement of certain regulatory, commerc1ahzat10n and sales mllestones and the development of
additional indications for ezogabine/retigabine. GSK will also pay us ‘up to an additional $150.0 million if certain
regulatory and. commercmhzatlon milestones are achieved for backup compounds to ezogablne/retlgablne

In March 2011, the European Commission granted marketing authorization for Trobalt™ (retigabine) as an
adjunctive. treatment of partial onset seizures, with or without secondary generalization in adults aged 18 years
and above with epilepsy. In June 2011, the FDA approved the NDA for Potiga™ (ezogabine) tablets as
adjunctive treatment of partial-onset seizures in patients aged 18 years and older; however, the FDA
recommended that ezogabine be scheduled as a controlled substance under the Controlled Substances Act prior
to the marketing or launch of Potiga™. In December 2011, ezogabrne/retlgabme received scheduling as a
controlled substance, which triggered the commencement of amortization.

In connection with the first sale of Trobalt™ by GSK:in the European Union (which occurred in early
May 2011), GSK paid us a $40.0 million milestone payment and will pay up to a 20% royalty on net sales of the
product. Upon the first sale of Potiga™ in the U.S. (which is anticipated to occur in the second quarter of 2012),
GSK will pay us a $45.0 million milestone payment, and we will share up to 50% of the net profits from the sale
of Potiga™. We are recognizing the milestone payments as alliance and royalty revenue upon achievement. Qur
selling, general and administrative expenses will continue to increase through the second quarter of 2012, in
‘connection with pre-launch act1V1t1es associated with Potiga™.

Our rights to ezogabine/retigabine are subject to an asset purchase agireement between Meda
Pharma GmbH & Co. KG (“Meda Pharma™) and Xcel Pharmaceuticals, Inc., which was acquired by Valeant in
2005 (the “Meda Pharma Agreement”). Under-the Meda Pharma Agreement, we are required to make certain
milestone and royalty payments to Meda Pharma. Within the U.S., Canada, Australia and New Zealand, any
royalty payments to Meda Pharma will be shared by us and GSK. In the rest of the world, we will be responsible
for the payment of these royalties to Meda Pharma from the royalty payments we receive from GSK. In
connection with the approval of the NDA for Potiga™, we made a $6.0 million milestone payment to Meda
Pharma in the second quarter of 2011. As this potential mrlestone payment had been included in the estimated
net future cash flows used to determine the fair value for the ezogabine/retigabine IPR&D assets as of the
Merger Date, the payment of this milestone to Meda Pharma was recorded as an addition to the value of
those assets.
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RESTRUCTURING AND INTEGRATION
Merger-Related Cost-Rationalization and Integration Initiatives

The complementary nature of the Biovail and Valeant businesses has provided an opportunity to capture
significant operating synergies from reductions in research and development, general and administrative
expenses, and sales and marketlng ‘In total, we have identified approximately $350 ‘million of annual cost
synergies that we expect to reallze by the end of 2012. Approxrmately $315 mllhon of cost synergies were
realized in 2011. This amount does not include potential revenue synergies or the potential benefits of
expanding the Biovail corporate structure to Valeant’s operatlons

We have nnplemented cost-rationalization and 1ntegrat10n initiatives to capture operatlng synergies and
generate cost savmgs across the Company These meéasures included:

* workforce reductions across the Company and other orgamzanonal changes;. = -

* closing of dupllcatrve facrhtles and other site rationalization actions company—w1de including research
~ and development facilities, sales offices and corporate facﬂrtles

* leveraging research and development spend; and. -
. procurement savings. '

We estimate that we will incur total costs in the range of up to $185 million (of which the non-cash
component, including share-based ' compensatlon is expected to be approximately $55 million) in connection
with these cost-rationalization and’ integration initiatives, of which $181.8 million has been incurred as of
December 31, 2011. These costs include: employee termination costs (including related share-based payments)
payable to approxrmately 500 employees of Biovail and Valeant who have been terminated as a result of Merger;
IPR&D termination costs related to the transfer to other parties of product-development programs that did not
align with our research and development model; costs to consolidate or close facilities'and relocate employees,
asset impairment charges to write down property, plant and equrpment to -fair value; and contract termination
and lease cancellation costs. : :

The following table summarizes the ma]or components of costs incurred in connectxon w1th our Merger-
related 1n1t1at1ves through December 31, 2011: ~

Employee Ternlination Costs II;R&D ' TeS::ilxtll::ic;n
Severance and Share-Based  -Termination - Facility Closure . )

. . Related Benefits ~Compensation Costs® and Other Costs Total.
(8 in 000s) v 8 B $ $ $
Balance, January 1, 2010. . . .. R A — K —_— —_ — v —
Costs incurred and charged to expense A 58,727 49,482 13,750 12,862 134,821
Cash payments . . ........... .. R (33,938) —_ (13,750 -~ (8,755) (56,443)
Non-cash adjustments . . ............ — (49,482) - © (2,437 - (51,919)
Balance, December 31, 2010 . ... ...... 24,789 — _ - 1,670 26,459
Costs incurred and charged to expense . - 14,548 3,455 — . 28,938 46,941
Cash payments . . .. .. ... e e e e e (38,168) - - (2,033) — (15,381) (55,582)
Non-cash adjustments.. ............. ‘ 989 . (741) — - (4,913) (4,665)
Balance, December 31,2011 .. ....... 2,158~ 681 — 10,314 13,153

(1) As described below:under e Reseéreh and De'velopyrnent'Pipeline Rationaliiation”.

- We do not record restructuring:costs in-our business segments.
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Employee Termination Costs

. 'We recognized employee termination costs of $14.5 million and $58.7 million in 2011 and 2010, respectively,
for severance and related benefits payable to approximately 500 employees of Biovail and Valeant who have
been terminated as a result of the Merger: These reductions primarily reflect the elimination of redundancies
and consolidation of staff in the research and development, general and administrative and sales and marketing
functions. As of December 31, 2011, $72.1 million of the termination costs had been paid, and we expect that the
remalnmg costs w1ll be paid in the first quarter of 2012. .

In addition, we recognized incremental share-based compensatlon expense of $3.5 million and $49.5 million
in 2011 and 2010, respectively, related to stock options and restncted share units (“RSUs”) held by terminated
employees of Biovail and Valeant. v

Research and Development Pipeline Ratlonahzatwn

Prior to the Merger, our product development and business development efforts were focused on unmet
medical needs in specialty central nervous system (“CNS”) disorders. Since the Merger, we have been employing
a leveraged research and development model that allows us to progress development programs, while
minimizing research and development expense, through partnerships and other means. In consideration of this
‘model, following the Merger, we conducted a strategic and financial review of our product development pipeline
and identified the programs that did not align with our new research and development model. As a resuit, we
recognized IPR&D termination charges of $13.8 million related to negotiated settlements with counterpartles,
which we recognized and paid in the fourth quarter of 2010.

In addltlon to the settlement payments described above, we incurred internal and external costs of
$5.3 million in the fourth quarter of 2010 that were directly associated with the fulfillment of our remaining
contractual obligations under these terminated arrangements which costs have been recognized as restructuring
costs.

Contract Termination, Facility Closure and Other Costs

Facility closure costs incurred in 2011 included a $9.8 million charge for the rémaining operating lease
obligations (net of estimated sublease rentals that could be reasonably obtained) related to our vacated
Mississauga, Ontario corporate office facility and a charge of $1.4 million related to a lease termination payment
on our Aliso Viejo, California. corporate office. facility. We have transitioned a number of our corporate office
functions to Bridgewater, New Jersey. As a result, a portion of the previously vacated space in the Bridgewater
facility have been reoccupied, resulting i ina $2.0 million reversal of a previously recognized restructurlng accrual
related to that space. , :

In addition to costs associated with our Merger-related initiatives, we incurred $50.9 million of integration-
related costs in 2011, of which $37.5 million had been paid as of December 31, 2011. These costs were primarily
related to the integration of operations following the acquisitions of Afexa, PhamaSwiss, Dermik, Ortho
Dermatologics, Sanitas and iNova, the consolidation of our manufacturing facilities in Brazil, and worldwide
systems .integration initiatives. We have identified approximately $200 million, in the aggregate, in expected
annualized cost synergles related to these acquisitions. In 2011, we began 1mplement1ng the actions necessary to
realize these synergies, and we anticipate that the implementation will be completed in 2012.
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Pre-Merger Cost Rationalization Initiatives

In May 2008, we initiated restructuring measures that were intended to rationalize our manufacturing
operations, pharmaceutlcal sciences operations, and general and administrative expenses. The followmg costs
were incurred in connection with these initiatives dunng the three year ended December 31 2011:

Contract

 Asset Impairrnents ‘ ‘1 - Employee ilferntingtio_n Costs FE{;;';:“ éfg;:;’m
Pharmaceutical ' ) Pharmaceutical and Other
_ -+ Manufacturing . Sciences Corporate Manufacturing . Sciences Costs . Total
($m000s) : $ ; $. $ - A $. .8 $
Balance, Januaryl 2009 .. - — — 3,309 — v i3346 6,655
Costs incurred and charged )

toexpense . ......... 7,591 2,784 10,968 L4942 o 1441 e 2,307 .30,033
Cash payments. . . ...... — — — (2,041) (1,278) (1,321) (4,640)
Non-cash adjustments. . . .. .. (7,591). -.: -(2,784) - (10,968) - - e : 71 L= (21,272)
Balance,; December 31, 2009 - : — : ARy - 6,210 <v234 4,332 10,776
Costs incurred and charged =~ ¥ B . ' o K ' )

‘toexpense .. ... ‘400 e TN B 1,330 - 1924 2,365 6,019
Cash payments . ... . ... .. — Bt - Ce— o o (7540) - - (2,057) .. - (3,017) (12,614)
Non-cash adjustments . ..... - (400). L= o — : (o) . | — . (501)
Balance; December 31,2010 D L e e e — G = © 3,680 3,680
Costs incurred and charged : i o . . o

to expense . . .. .. ceee o — — - — — (356) . (356)
Cashi payments . . . . . .. L e = C— e e (1,078) (1,078)
Non-cash adjustments -.". . . — =D — - (2,246) (2,246)

Balence, December 31, 2011 -

Manufacturing Operations

.On January 15, 2010, we completed the sale of our Dorado, Puerto Rico manufacturmg facility for net cash
proceeds of $8.5 million. , .

As of September 30, 2010, we completed the transfer of remaining manufacturing processes from our
Carolina, Puerto Rico manufacturing facility to our plant in Steinbach, Manitoba. Following thé end of
production, we in¢urred internal and external costs of $1.3 million directly associated with the final shutdown of
the Carolina facility, which costs have been recogmzed as restructurmg costs. We also recorded an impairment
charge of $0.4 million in 2010 to write off the remaining carrying value of the Carolina facility after unsuccessful
efforts to locate a buyer for the facility. ' :

‘We incurred employee termination costs of $9.6 million i in total in 2010 for severance and related benefits
payable to the approximately 240 employees terminated as a result of the closure of the Dorado and Carolina
facilities."As these employees were required to provide service during the shutdown period in order to be eligible
for termination beneﬁts we were recogmzmg the cost of those termination benefits ratably over the estlmated
future service-period. :

In 2009, we recorded 1mpa1rment charges of $7.6 million to write down the carrying value of the property,
plant and equipment located in Puerto Rico to its estimated fair value.

Pharmaceutical Sciences Operations

On July 23, 2010, we completed the sale of our contract research division (“CRD”) to Lambda Therapeutic
Research Inc. (“Lambda”) for net cash proceeds of $6.4 million. We no longer considered CRD a strategic fit as
a result of our pre-Merger transition from reformulation programs to the in-licensing, acquisition and
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development of specialty CNS products.. CRD has.not been treated as.a discontinued opération for dccounting
purposes, on the ba81s that its operations were 1mmater1a1 and mcxdental to our core business.

‘The net assets of CRD at the date of disposal comprlsed net current assets and liabilities of $1.6 million and
property, plant and equipment of $4.8 million. We recognized eniployee termination costs of $1.9 million for the
approximately 70 CRD employees not offered employment by Lambda.” -

.‘Prior to 2010, we completed the closure of our research and: development facilities in Mississauga Ontario
and Dublin, Ireland, and the consohdat1on of our previous research and development operations in Chantilly,
Virginia. ,

Corporate Headquarters

In November 2009, we completed: the saleand leaseback of our corporate headquarters in Mississauga,
Ontario for net proceeds of $17.8 million. We recognized a loss on disposal of $11.0 million. In June 2011, we
vacated this facility. Refer above under “Restructuring and Integration — Merger-Related Cost-Rationalization
and Integration Initiatives — Contract Termination, Facility Closure and Other Costs”, for further discussion.

U S. HEALTHCARE REFORM

. In March 2010, the Patient Protection and Affordable Care Act was enacted in the U.S. This healthcare
reform legrslatlon contains several provisions that impact our business. Provisions of the new legislation include:
(i) an increase in the minimum Medicaid rebate to states participating in the Medicaid program from 15.1% to
23.1% on covered drugs; (ii) the extension of the Medicaid rebate to Managed Care Organizations that dispense
drugs to Medicaid beneficiaries; and (iii) the expansion of the 340(B) Public Health Services drug pricing
program, which provides outpatient drugs at reduced rates, to include additional hospltals chnlcs and
healthcare centers.

Commencing ‘in 2011 the new leglslatlon requlres that ‘drug manufacturers pr0v1de a'50% discount to
Medicare beneficiaries whose prescnptron drug costs cause them to be subject to the Medicare Part D coverage
gap. In addition, commencing in 2011, a new:fe¢ has been"assessed on’prescription .drug manufacturers and
importers that sell branded prescription drugs to specified U.S. government programs (e.g., Medicare and
Medicaid). This fee is calculated based upon each entity’s relative share of total applicable branded prescription
drug sales to specified U.S. government ‘programs for the preceding calendar year:: The aggregate-industry wide
fee is expected to total $28.0 billion through 2019, rangmg from $2.5 billion to $4.1 billion annually.

~ This new legislation did not have a material impact on our financial condltlon or results of operations in
2011 or 2010. In 2011, we made a total payment of $0. 6 mllhon related to the annual fee assessed on prescription
drug manufacturers and importers that sell branded prescrlptlon drugs to specnﬁed U.S. government programs
(e.g., Medicare and Medicaid). We have also incurred .a:cost. of $6.0 million. on Medicare Part D utilization
incurred by beneficiaries whose prescription drug costs cause them to be subject to.:the Medicare Part D
coverage gap (i.e., the “donut hole”).

Various legal challenges have been frled agalnst th1s new . legrslatlon, w1th some lorwer courts reaching
conflicting decisions. The Supreme Court has agreed to hear argument on these challenges in March 2012. We
cannot predict at this time what irapact these challenges will have on our business.

SELECTED FINANCIAL INFORMATION : - -

As described above under “Biovail Merger with Valeant”, our results of operatiens, financial condition and
cash flows reflect Biovail’s stand-alone operations as they. existed prior to the completion of the Merger:. The
results of Valeant’s-business have been-included in.our results: of operations, financial condition and cash flows
only for the period subsequent to the completion of the Merger. Therefore, our financial results for 2010 do not
reflect a full year of Valeant’s operations.
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. The followmg table prov1des selected fmanc1a1 1nformat10n for each of the last three years:

Years Ended December 31 Change
2011 2010 2009 ) 2010 to 2011 2009 to 2010
(8 in 000s, except per share data) $ $ -8 $ ' % $ %
Revenues . . ............ 2,463,450 1,181,237 820,430 1,282,213 109 360,807 44
Net income (loss) ... ..... 159,559 (208,193) 176,455 367,752 NM (384,648) NM
Basic earnings (loss) per ; : C . o
share . .............. 0.52 (1.06) 1.11 1.58 NM (2.17) NM
Diluted earnings (loss) per
share ............... 0.49 (1.06) 1.11 1.55 NM (2.17) NM
Cash dividends declared per
share ............... — 1.280 0.645 (1.280) NM 0.635 NM
As of December 31 Change
2011 2010 2009 2010 to 2011 2009 to 2010
$ $ $ $ % $ %
Total assets . .............. 13,141,713 10,795,117 2,059,290 2,346,596 22 8,735,827 424
Long-term debt, including current
S portion . ..........l.... 6,651,011 3,595,277 326,085 3,055,734 85 3,269,192 NM

NM - Not meaningful

Financial Performance

Changes in Revenues

Total revenues increased $1,282.2 million, or 109%, to $2, 463 5 million in 2011, compared with
$1, 181.2 million in 2010, primarily due to:

* incremental revenues from Valeant products and services of $860.1 million in 2011;

e the inclusion of PharmaSwiss revenues from the acqui‘sition date of $199.9 million in 2011;

* the inclusion of Sanitas revenues from the Sanitas Acquisition.Date of $49.6 million in 2011;

* the inclusion of Elidel® and Xerese® revenues of $46.0 million in 2011;

¢ alliance revenue of $40.0 million recognized in the second quarter of 2011, related to the milestone

payment from GSK in connection with the launch of Trobalt™;

.. alliance revenue of $36.0 million recognized in the first quarter of 2011 on the out-license of the
Cloderm® product rights in March 2011; and ~

* the inclusion of Dermik, Ortho Dermatologics and Afexa revenues from the acquisition dates of

$7.6 million, $9.6 million and $12.6 million, respectively, in the fourth quarter of 2011.

Total revenues increased $360 8 million, or 44%, to $1,181.2 million in 2010, cornpared with $820.4 million

in 2009, primarily due to:

* the addition of revenues from Valeant products and services of $274.6 million for the period from the
Merger Date to December 31, 2010;

* an increase of $37.2 million in Xenazine® product sales, reﬂectlng increased patlent enrollment in the

U.S. and the-addition of rest-of-world sales following the tetrabenazine acquisition in June 2009;
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e« an increase of $25.8 million in Wellbutrin XL® product sales, mainly due to incremental revenue
following the acquisition of the full U.S. commercialization rights in May 2009, partially offset by declines
1n prescription volumes due to generic competition; and

* an increase of $20.6 million related to increased demand for our generic Tiazac® product in the U.S,,
attributable to competitors’ manufacturing issues.

Those factors were partiélly offset by:

‘ea dechne in Ultram® ER and Cardrzem® LA product sales of $46.9 million in the aggregate, due to the
impact of generlc competltlon ‘

Change& in Earnings

‘Net income increased $367.8 million to $159.6 million (basic and diluted earnings per share (“EPS”) of
$0.52 and $0.49, respectively) in 2011, compared with net loss of $208.2 million (basic and dﬂuted loss per share
of $1.06) in 2010, reflecting the followmg factors:

* an increased contribution (product sales revenue less cost of goods sold, exclusive of amortization of
intangible assets) of $833.5 million, mainly related to the incremental contribution of Valeant
($549.5 million), PharmaSwiss ($60.0 million), Elidel®/Xerese® ($35.8 million), Sanitas ($27.0 million),
Ortho Dermatologics ($8.3 million), Afexa ($7.6 million), and Dermik ($4.1 million). In addition the
increase was due to-higher volumes and pricing for Xenazine® product and a lower supply price for
Zovirax® inventory purchased from GSK, as a result of the new supply agreement that became effective
with the acquisition of the U.S. rights;

* an increase in the recovery of income taxes of $149.5 million, mainly attributable to significant expenses
in the U.S,; including but not limited to IPR&D charges; amortization, and interest expense. The U.S. has
the highest statutory rate relative to all other tax jurisdictions in which we do business, resulting in an
overall net tax recovery for the worldwrde income tax prov1sron

* an increase in alliance and royalty revenue of $137.4 million, mainly related to the incremental royalty

~ (IDP-111) and service revenue from Valeant of $64.3 million, alliance revenue of $40.0 million in the
second quarter of 2011 related to the milestone payment from GSK in connection with the launch of
Trobalt™ and the alliance revenue of $36.0 million recognized in the first quarter of 2011 on the
out-license of the Cloderm® product rights in March 2011;

* decreases of $43.2 million in restructuring charges and integration costs, as described below under
“Results of Operations — Operating Expenses — Restructuring and Integration Costs”;

~* decreases of $40.8 million in legal settlements, as described below under “Results of Operations —
Operatlng Expenses — Legal Settlements”;

*a $21 3 million net realized gain on the dlsposal of our equlty investment in Cephalon, Inc. (“Cephalon”),
which was realized in the second quarter of 2011 (as described below under “Results of Operations —
Non-Operating Income (Expense) — Gain (Loss) on Investments, Net”); and

* a $19.1 million net gain realized on foreign currency forward contracts entered in connection with the
acquisitions of iNova and PharmaSwiss in 2011, as described below under “Results of Operations —
Non-Operating Income (Expense) — Foreign Exchange and Other”.

Those factors were partially offset by:

* increases of $338.1 million in amortization expense, prlmarrly related to the acquired identifiable
intangible assets of Valeant . ($246.0 mrlhon) Elidel®/Xerese® ($26.4 million), PharmaSwiss
($25.4 ‘million), Zovirax® ($22.6 million), and Sanitas ($11.4 million), the impairment charges of
$7.9 million and $19.8 million related to the write-down of the carrying values of the IDP-111 and 5-FU
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intangible assets, respectively, to their estimated fair values, less costs to sell, as well as an impairment of
intangible assets of $12.8 million related to certain OTC products sold in Brazil;

« an increase of $295.9 million in selling, general and administrative expense, as described below under
“Results of Operations — Operating Expenses — Selling, general and administrative”;

* increases of $248.7 million in interest expense, reflecting $243.4 million related to the legacy Valeant debt
assumed as of the Merger Date (partially reduced by the repayment of the Term Loan A Facility in the
first quarter of 2011) and the post-Merger issuances of senior notes in the fourth quarter of 2010 and first
quarter of 2011, $25.3 million related to the borrowmgs under our senior secured term loan facility in the
third quarter of 2011 and the borrowings under our senior secured credit facilities in the fourth quarter of
2011, partially offset by a decrease of $19.2 million in interest expense related to the repurchases of
5.375% Convertible Notes (as described below under “F1nanc1al Condition, Liquidity and Capital
Resources — Financial Assets (Liabilities)”); and "

* increases of $20.0 million in acquired IPR&D costs. We recognized IPR&D impéirment charges in the
fourth quarter of 2011 of $105.2 million, as described below under “Results of Operations — Operating
Expenses — Acquired IPR&D”.

Net income declined $384.6 million to a net loss of $208.2 million (basic and diluted loss per share of $1.06)
in 2010, compared with net income of $176.5 million (ba51c and diluted EPS of $1.11) in 2009, reflecting the
following factors:

* the inclusion of $134.8 million of Merger—related restructuring charges and $38.3 million of Merger-
related transaction costs in 2010;

* a $115.0 million increase in amortization expense,i primarily related to the identifiable intangible assets of
Valeant ($86.4 million) and the Wellbutrin XL® and tetrabenazine intangible assets (combined
$28.5 million) acquired in May and June 2009, respectively;

¢ a $59.4 million increase in interest expense, reflecting $47.8 million related to the assumed Valeant debt
and the issuance of 6.875% Senior Notes due December 1, 2018 (the “2018 Notes”) by Valeant in
November 2010, and $12.1 million related to the issuance of 5.375% Convertible Notes in June 2009;

* the inclusion of a $52.6 million legal settlement charge in 2010, in ‘connection with agreements or
agreements in principle to settle certain Biovail legacy litigation matters;

* the recognition of a $45.5 million valuation allowance against a portion of U.S. operating loss
carryforwards as of the Merger Date (as described below under “Results of Operations — Income
Taxes”);

e an increase of $42.9 million in non-restructuring-related share-based ' compensation, including
$20.9 million recognized as of the Merger Date for the excess of the fair value of Biovail stock options
and time-based RSUs over the fair value of converted Valeant awards, and approximately $17.0 million
related to the amortization of the fair value increment on Valeant stock optlons and RSUs converted into
Biovail awards;

* a $32.4 million charge on the extinguishment of debt in 2010, mainly related to the repurchase of a
portion of the 5.375% Convertible Notes and the cash settlement of the written call options on our
common shares (as described below under “Results of Operations — Non-Operating: Income
(Expense) — Loss on Extinguishment of Debt”);

* a $29.9 million increase in acquired IPR&D, reflecting a $89.2 million charge in 2010 related to the
istradefylline, Ampakine® and Staccato® loxapine acquisitions and the write-off of the BVF-018 acquired
IPR&D asset, compared with a $59.4 million charge in 2009 related to the acquisitions of the U.S. and
Canadian rights to develop and commercialize fipamezole, pimavanserin and GDNF and the write-off of
the acquired IPR&D asset related to the development of an isomer of tetrabenazine (RUS-350); and

44



MANAGEMENT’S ‘DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

* a decrease of $22.0 million related to a settlement in 2009 in respect of our investment in auction rate
securities (as described below under “Results of Operations — Non-Operating Income (Expense) —
Gain (Loss) on Investments, Net”).

Those factors were partially offset by:

* an increased contribution of $153.1 million, mainly related to the addition of Valeant product sales of
$254.2 million (net of the incremental charge of $53.3 million to cost of goods sold from the sale of
acquired inventory that was written up to fair value), increased Wellbutrin XL.®, Xenazine® and generic
Tiazac® product sales, and reduced costs and’ improved capac1ty utilization of our manufacturing
operations. Those factors were partially offset by the reduction in Ultram® ER and Cardizem® LA
product sales due to generic competition, and an increased supply price for Zovirax® inventory
(as described below under “Results of Operations — Expenses — Cost of Goods Sold”); and

* a $46.9 million reduction in the valuation allowance recorded against Canadian deferred tax assets in
2010 (as described below under “Results of Operations — Income Taxes”).

Cash Dividends .

No dividends were declared or paid in 2011. While our board of directors will review our dividend policy
from time to time, we currently do not intend to pay dividends in the foreseeable future. In addition, the
covenants contained in the Second Amended and Restated Credit and Guaranty Agreement (the “Credit
Agreement”) include restrictions on the payment of dividends. Prior to the Merger, we declared cash dividends
per share of $0.28 in 2010, compared with $0.645 in 2009. Following the Merger, we declared the post-Merger
special dividend of $1.00 per share, which was paid on December 22, 2010 (as described above under “Biovail
Merger with Valeant”).

RESULTS OF OPERATIONS
Business Segments

Effective with the Merger, we operate in the following business segments, based on dlfferences in products
and services and geographical areas of operations:

* US. Neurology and Other consists of sales of pharmaceutical products indicated for the treatment of
neurological and other diseases, as well as alliance revenue from the licensing of various products we
developed or. acquired. In addition, this segment includes revenue from contract research services
provided by CRD prior to its disposal in July 2010.

* U.S. Dermatology consists of pharmaceutical and OTC product sales, and alliance and contract service
‘revenues in the areas of dermatology and topical medication.

* Canada and Australia consists of pharmaceutical and OTC products sold in Canada, Australia and
New Zealand. :

* Branded Generics — Europe consists primarily of branded generic pharmaceutical products, as well as OTC
products and agency/in-licensing arrangements with other research-based pharmaceutical companies
(where we distribute and market branded, patented products under long-term, renewable contracts).
Products are sold primarily in Poland, Serbia, Hungary, Croatia and Russia, .

* Branded Generics — Latin America consists of branded generic pharmaceutical and OTC products sold
primarily in Mexico and Brazil and exports out of Mexico to other Latin American markets.

As described in Item 1 titled “Business” of this Form 10-K, we are planning to change our segment
structure effective in the first quartei of 2012 ‘
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Revenues By Segment

Our primary sources of revenues are the sale of pharmaceut1cal and OTC products; the out-licensing of

products; and contract services. The following table displays revenues by segment for each of the last three years,
the percentage of each segment s revenues compared with total revenues in the respective year, and the dollar
and percentage change in the dollar amount of each segment s revenues. Percentages may not sum due
to roundmg

Years Ended December 31 Change

2011 2010@ 2009 2010 to 2011 2009 to 2010

($ in 000s) : $ % $ % $ % $ %o $ %

U.S. Neurology and Other® . . . . ... .. 829280 34 658312 56 575321 70 170,977 26 82,991 14

U.S. Dermatology® . ............. 568,298 23 219,008 19 146,267 . 18 349,290 159 72,741 50

Canada and Australia® . .. ... ... ... 340,240 14 161,568 14 83,959 10 178,672 111 77,609 92

Branded Generics — Europe® .. ... .. 470,783 19 73,312 6 14,883 2- 397471 542 58429 393

Branded Generics — Latin America . . . . 254,840 10 69,037 6 — — 185,803 NM 69,037 NM

Total revenues . . ... ............. 2,463,450 100 1,181,237 100 820,430 100 1,282,213 109 360,807 44

(1) Reflects revenues from Valeant products and services as follows: U.S. Neurology and Other — $229.5 million; U.S. Dermatology —
$275.0 million; Canada and Australia — $190.1 mllhon, Branded Generics — Europe — $186.3 million; and Branded Generics —
Latin America— $253.8 million.

(2)  Reflects incremental revenues from Va.leant products and services commencing on the Merger Date as follows uUS. Neurology and
Other — $60.8 million; U.S. Dermatology — $57.2 million; Canada and Australia — $47.6 million; Branded Generics — Europe —
$40.0 million; and Branded Generics — Latin America — $69.0 million.

(3) Includes sales of Wellbutrin XL®, Xenazine®, Ultram® ER, Cardizem® LA, Cardizem® CD and Tiazac® products, and bioequivalent
versions of Cardizem® CD, Procardia XL and Adalat CC products.

(4) Includes sales of Zovirax® products.

(5) Includes sales of Wellbutrin® XL, Tiazac® and Glumetza® products. In addition, includes revenues from:Afexa’s product sales

‘of Cold-FX®,
(6) Includes sales of Xenazine® and Wellbutrin XL® products in countries outsule of the U.S. and Canada. . ..

Total revenues increased $1,282.2 million, or 109%, to $2,463.5 million in 2011, compared with

$1,181.2 million in 2010. A substantial portion of the increase in 2011 was due to an increase in incremental
revenues from Valeant of $860.1 million, while the remalmng increase was mainly attributable to the effect of
the following factors: : :

* in the U.S. Neurology and Other segment:

» alliance revenue of $40.0 million in the second quarter of 2011 related to the milestone payment from
GSK in connection with the launch of Trobalt™; and

* an increase in Xenazine® product sales of $33.4 million, or 47%, to $105.2 million in 2011, compared
with $71.8 million in 2010, primarily reflecting year-over-year increases in patient enrollment, as well as
a year-over-year average net price increase of approximately 19%.

Those factors were partially offset by:

o decreases in Wellbutrin XL® U.S. product sales of $28.8 million, or 15%, to $159.2 million in 2011,
compared with $188.0 million in 2010, mainly due to volume declines following the introduction of an
additional generic - competitor in the fourth quarter of 2010, partially offset by the impact of a
year-over-year average net price increase of approximately 5%. We anticipate a continuing decline in
U.S. Wellbutrin XL® product sales due to generic erosion, although we have implemented initiatives to
support the brand. U.S. Wellbutrin XL® product sales, which represented approximately 6% of our

46



MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

- total revenue in 2011, are expected to represent a declining percentage of total revenues primarily due
to anticipated growth in other parts of our business and recent acquisitions.

* in the U.S. Dermatology segment:

* an increase in Zovirax® product sales of $45.3 million, or 28%, to $207.1 million in 2011, compared
with $161.8 million in 2010, reflecting the impact of the new 30g presentation which was launched in
the first quarter of 2011 as well as a year-over-year average net price increase of approximately 3%;

* the inclusion of Elidel® and Xerese® product sales from the acquisition date of $32.7 million in 2011;

* alliance revenue of $36.0 million in the first quarter of 2011 related to the out-license of the Cloderm®
product rights; and

"o the inclusion of Dermik and Ortho Dermatologics revenues from the acquisition date of $7.6 million
and $9.6 million, respectively, in 2011.

* in the Canada and Australia segment:
* the inclusion of Afexa revenues from the acquisition date of $12.6 million in 2011.

* in the Branded Generics — Europe segment:
* the inclusion of PharmaSwiss revenues from the acquisition date of $199.9 million in 2011; and
* the inclusion of Sanitas revenues from the Sanitas Acquisition Date of $49.6 million in 2011.

Total revenues increased $360.8 million, or 44%, to $1,181.2 million in 2010, compared with $820.4 million
in 2009. A substantial portion of the increase in 2010 was due to incremental revenues from Valeant products
and services of $274.6 million, while the remaining year-over-year increase in 2010 was mainly attributable to the
effect of the following factors:

* in the U.S. Neurology and Other segment:

* an increase in Xenazine® product sales of $27.2 million, or 61%, to $71.8 million in 2010, compared
with $44.6 million in 2009, reflecting year-over-year increases in patient enrollment in the U.S,,
following the product’s launch in December 2008; -

* an increase in Wellbutrin XL® product sales of $25.8 million, or 16%, to $188.0 million in 2010,
compared with $162.2 million in 2009, reflecting incremental revenue of approximately $50.0 million in
2010, following the acquisition of the full U.S. commercialization rights in May 2009, and the positive
_effect of subsequent price increases, partially offset by the declines in prescription volumes due to
generic competition; and

-.* an increase in sales of genéric Tiazac® of $20.6 million, or 118%, to $38.0 million in 2010, compared
with $17.4 million in 2009, which was attributable to competitors’ manufacturing issues.

Those factors were partially offset by:

* a decline in Ultram® ER product sales of $28.8 million, or 53%, to $25.2 million in 2010, compared
with $54.0 million in 2009, reflecting the impact on volumes due to the introduction of generic
competition to the 100mg and 200mg dosage strengths in November 2009 (which also had some
negative . impact on sales of the 300mg dosage strength). In addition, upon generic entry, our
contractual supply price for branded 100mg and 200mg Ultram® ER products was reduced by 50%. As
there was no generic equivalent to the 300mg Ultram® ER product in 2010, our supply price for that
dosage strength remained unchanged in 2010. All of those factors were partially offset by revenue
generated through our supply of 100mg and 200mg authorized generic versions of Ultram® ER; and

* a decline in revenue from Sales of Cardizem® LA of $18.1 million, or 43%; to $23.9 million in 2010,
compared with $42.0 million in 2009, reflecting lower volumes as a result of the introduction of a
generic version of Cardizem® LA (in all dosage strengths except 120mg) by a competitor in
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March 2010 We are entitled to a royalty based on net sales of the ‘competitor’s generic version of
Cardizem® LA. o : :

¢ in the U.S. D _matology segment:

* an increase in Zovirax® product sales of $15.5 million, or 11%, to $161.8 million in 2010, compared
with $146.3 million in 2009, reflecting price increases implemented for this product during 2010, which
more than offset lower prescription volumes, due in part to increasing competition from oral therapies.

* in the Canada and Australia segment:

* an increase in combined sales of Wellbutrin® X1, Tiazac® and Glumetza® products in Canada of
$31.9 million, or 49%, to $96.9 million in 2010, compared with $65.0 million in 2009, reflecting
increased prescription volumes for our promoted Wellbutrin® XL and Tiazac® XC brands, as well as
increased demand for our branded Tiazac® product, which was attributable to competitors’
manufacturing issues. In addition, sales of Glumetza® in the 2010 benefited from a delay in the
introduction of a competing generic version of the 500mg dosage strength. = o

* in the Branded Generics — Europe segment:

* incremental tetrabenazine revenues of $13.8 million in 2010, following the acquisition of the worldwide
commercialization and development rights to tetrabenazine in June 2009.

Segment Profit

Segment profit is based on operating income after 'the elimination of intercompany transactions. Certain
costs, such as restructuring and acquisition-related costs and legal settlément and acquired IPR&D charges, aré
not included in the measure of segment profit, as management excludes these items in assessing segment
financial performance. In addition, share-based compensation is not allocated to segmients, since thé amount of
such expense depends on company-wide performance rather than the operating -performance of any
single segment. o )

The following table displays profit (loss) by segment for each of the last three years, the percentage of each
segment’s profit (loss) compared with corresponding segment revenues in the respective year, and the dollar and
percentage change in the dollar amount of each segment’s profit (loss). Percentages may not add due
to rounding. : :

‘Years Ended December 31 ' *Change

20110 2010® 2009 2010 to 2011 2009 to 2010
(% in 000s) $ % $ % $ % ] % $ %
U.S. Neurology and Other . . .. .. e L. 415273 50 - 251,129 38 274,548 48 164,144 ~ 65 - (23,419) 9)
U.S. Dermatology . . . . . . e e 185,129 33 47,7371 22 87,860 60 137,392 288 (40,123) (46)
Canada and Australia . ................. 104,083 31 51,043 32 35,037 42 53,040 104 16,006 46
Branded Generics—Europe. . .. .......... 18,331 4 20,646 28 9,152 61 (2,315) ~(11) 11,494 126
Branded Generics — Latin America . . ....... (2,164) . (1) . (3,889). (6) — — 1,725 NM (3,889) NM

Total segment profit .. ................. ‘ 720,652 29 366,666 2 406,597 50 353,986 - 97  (39,931) (10)

(1) Segment profit (loss) reflects Valeant’s operations; including the impact of acquisition accounting adjustments related to inventory and
" identifiable intangible assets as follows: U.S. Neurology and Other — $42.6 million; U.S. Dermatology — $54.5 million; Canada and
Australia — §32.3 million; Branded Generics — Europe — $30.1 million; and Branded Generics — Latin America — $48.7 million.

(2) Segment profit (loss) reflects addition of Valeant’s operations commencing on the Merger Date, including the impact of acquisition
accounting adjustments related to inventory and identifiable intangible assets as follows: U.S. Neurology and Other — $33.1 million;
U.S. Dermatology%$27.4' million; Canada and Australia — $17.0 million; Branded Generics;Europe~$12.9 million; and
Branded Generics — Latin America — $21.6 million. S o s
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Total segment profit increased: $354.0 million, or 97%, to. $720.7 million in 2011, compared with
$366.7 million in 2010, mainly attributable to the net impact of the factors described in the footnotes under the
Segment Profit table above as well as the following: : :

« in the U.S. Neurology and Other segment: .

* alliance revenue of $40.0 million in the second quarter of 2011 related to the Trobalt milestone
- payment: from GSK; and : ; o . .

s increased contribution from Xenazine® product sales of $38.1 million, reflecting higher volumes and

the positive effect of price increases and lower gross-to-net adjustments. - :
+ in the U.S. Dermatology segment: . .~ * S

« an increased contribution from Zovirax® product sales of $94.0 million, reflecting the supply of the new
30g presentation of the ointment form of the product in the first quarter of 2011, and a lower supply
price for inventory purchased from GSK, as a result of the new supply agreement that became effective
with the acquisition of the U.S. rights, such that we' retarn a greater share of the economic interest in
the brand; and . R : o .

« an increased contribution from Elrdel®/Xerese® product sales of $33.0 million.

G

¢ in the Canada and Austraha ‘segment:

« the inclusion of Afexa segment profit from the acqursrtlon date of $3.4 million in 2011, including the
impact of acquisition accounting adjustments related to inventory and identifiable intangible assets of
$3.7 million; and

* increased contribution from Cesamet® and Wellbutr1n® XL product sales of $8.9 million and
$7.6 million, respectively, in Canada due to volume increases for Cesamet® and hrgher sales of
Wellbutrin® XL reflecting reposrtlonrng of product promotion.

* in the Branded Generics —Furope segment:

* the 1nclu81on of PharmaSwiss segment loss from the acquisition date of $16.2 million in 2011 1ncludmg
the impact of acquisition accounting adjustments related to inventory and identifiable intangible assets
of $41.6 million, partially offset by the inclusion of Sanitas segment profit from the Sanitas Acquisition
Date of $1.4 million in 2011, including the impact of acquisition accounting adjustments related to
inventory and identifiable intangible assets of $16.3 million.

Total segment profit declined $39.9 million, or 10%, to $366.7 million in 2010, compared with $406 6 mlllron
in 2009, mainly attributable to the net effect of the following factors:

. m the U.S. Neurology and Other segment:

. reduced revenues and contrrbutron from Ultram® ER and Cardrzem® LA product sales due to generic
competition; and ' . .
* a lower contribution from our portfolio of broequrvalent products due to higher rebates in the amount
of $19.1 million in 2010. o :
“Those factors were- partrally offset byt I AN

« increased revenucs and contrlbutron from sales of Wellbutrin XLe (reﬂectrng the incremental revenue
following the acqursrtron of the full U.S. commercialization rrghts in May 2009) and Xenazme®
(reflecting the increase in patient enroliment in the U.S.).

* in the U.S. Dermatology segment:

* a reduced contribution from Zovirax® product sales due to an increased supply price for inventory
purchased from GSK, as a result of the conclusion of a price allowance that had entitled us to purchase
a pre-determined quantity of Zovirax® inventory at reduced prices; however, following the closing of
the acquisition of all U.S. rights to non-ophthalmic topical formulations of Zovirax® in 2011
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(as described above under “Acqulsltlons——Zowrax®) we retain a greater share of the economic
interest in this brand.

¢ in the Canada and Australia segment:

* increased revenues and contribution from Wellbutrin® XL and Tiazac® product sales in Canada
reflecting increased prescription volumes for our promoted Wellbutrin® XL and Tiazac® XC brands, as
well as increased demand for our branded Tiazac® product, which was attributable to competitors’
manufacturing issues.

* in the Branded Generics — Europe segment:

* increased revenues and contribution from tetrabenazine product sales, following the acquisition of the
worldwide commercialization and development rights to tetrabenazine in June 2009.

Operating Expenses

The following table displays the dollar amount of each ‘operating expense category for each of the last three
years, the percentage of each category compared with total revenues in the respective year, and the dollar and
percentage changes in the dollar amount of each category. Percentages may not sum due to rounding.

Years Ended December 31 Change
2011 2010 2009 2010 to 2011 2009 to 2010
(8 in 000s) ‘ $ % . $ % $ % $ %o $ %

|

Cost of goods sold (exclusive of amortization

of intangible assets shown separately below) 683,750 28 395,595 33 204,309 25 288,155 73 191,286 94
Cost of alliance and service revenues . . . . . . 43,082 2 10,155 1 13,849 2. - 32927 324 . (3,694) (27)
Selling, general and administrative .. ... .. 572,472 23 276,546 23 167,633 20 . 295,926 - 107 108,913 65
Research and development . ........... 65,687 3 - 68311 6 47581 6 (2,624) (4 20,730 44
Amortization of intangible assets .. ...... 557,814 23 219,758 19 104,730 13 338,056 154 115,028 110
Restructuring and integration costs . ... ... 97,667 4 140,840 12 30,033 4 (43,173) (31) 110,807 369
Acquired IPR&D .. ................ 109,200 4 89,245 8 59354 7 19,955 22 29891 50
Acquxsltlon-related costs . . . . : e 32,964 1 -+ 38,262 3 . 559 1 (5:298) ~(14) 32,666 584
Legal settlements . ... ... .coonunn... 11,841 — 52,610 4 6,191 1 (40,769) (77) 46,419 750
Acquisition-related contingent consideration . (10,986) — — — — . — _ (10,986) NM — NM
Total operating expenses . . . .. .......:. 2,163,491 88 ©.1,291,322 109 639,276 . 78 872,169 68 652,046 102

NM — Not meaningful ,

Cost of Goods Sold

Cost of goods sold includes: manufacturing and packaging; the cost of products we purchase from third
parties; royalty payments we make to third parties; depreciation of manufacturing facilities and equipment; and
lower of cost or market adjustments to inventories. Cost of goods sold excludes the amortization of intangible
assets described separately below under “— Amortization of Intangible Assets”. :

Cost of goods sold increased $288.2 million, or 73%, to $683.8 million in 2011, compared with
$395.6 million in 2010. The cost of goods sold as a percentage of total revenue decreased from 33% in 2010 to
28% in 2011, primarily due to the effect of a lower supply price for Zovirax® inventory purchased from GSK, as
a result of a new supply agreement that became effective with the acquisition of the U S. commercialization
rights, which favorably impacted cost of goods sold by $48.7 million in 2011.
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Cost of. goods sold increased $191.3 million, or 94%, to $395.6. million in 2010, compared with
$204.3 million in 2009. The percentage increase in cost of goods sold was higher than the corresponding 44%
increase in total product sales in 2010, primarily due to:

~-» the addition of the cost of Valeant’s product sales of $138 1 mrlhon including the impact of the

acquisition accounting adjustment of $53.3 million to Valeant inventory that was subsequently sold in the
fourth quarter of 2010;

* the increased supply price for Zovrrax® 1nventory purchased from GSK, as a result of the conclusion of
the price allowance in 2010;

* the impact of higher rebates ($19.1 mllhon) on our portfoho of bloequrvalent product in 2010
* the increase in Xenazrne® product sales, a lower-margrn product

o the negatrve 1mpact on Ultram® ER product sales of the reduction in our contractual supply price for the
100mg and 200mg dosage strengths and

'

* the negative impact on labor and overhead costs at our Canadian manufacturmg fac1l1t1es asa result of
the strengthening of the Canadian dollar relative to the U. S dollar.

Those factors were partially offset by

* lower labor and overhead costs at our Puerto R1co manufactunng facilities and higher absorption at our
~ Steinbach, Manitoba facility, each of. which was a result of the transfer of manufacturing activities from
A the Puerto Rico facilities to the Steinbach facility;

* an increased contribution from higher margin Wellbutrin XL® product sales following the acquisitiorr of
the full U.S. commercialization rights in May 2009;

‘e a higher cost basis related to the $10.5 million of Wellbutrin XL® inventory reacquired from GSK in
connection with the acquisition of the full U.S. commercialization rights, and sold to our wholesale
customers in the second quarter of 2009; and '

* the positive impact of price increases implemented durlng 2010.

Cost of Alliance and Service Revenues

Cost of alliance and services revenues reflects the costs associated with providing contract services to, and
generating alliance revenue from, external customers.

Cost of alliance and service revenues increased $32.9 million to $43.1 million in 2011, compared with
$10.2 million in 2010, primarily due to-the inclusion of the $30.7 million carrying amount of the Cloderm®
intangible asset, which was expensed on the out:-license of the product rights in the first quarter of 2011.

Cost of alliance and service revenues declined $3.7 million, or 27%, t0.$10.2 million in 2010, compared with
$13.8 million in 2009, primarily due to:

* a-decline in activity levels at CRD prior to its drsposal in July 2010, and lower labor costs-as a result of
headcount reductions at CRD in the second quarter of 2009.

That factor was partlally offset by:

* the inclusion of the cost of Valeant’s contract service operations of $29 million in the areas of
dermatology and toprcal medrcatron from the Merger Date. :

Selling, General and Administrative Expenses

Selling, general and administrative expenses include: employee compensation costs associated with sales
and marketing, finance, legal, information technology, human resources, and other administrative functions;
outside legal fees and consultancy costs; product promotion .expenses; overhead and occupancy costs;
depreciation of corporate facilities and equipment; and other general and administrative costs.
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Selling, general and administrative expenses increased $295.9 million, or 107%, to $572 5 million in 2011,
compared with $276.5 million in 2010, primarily due to:

* the addition of Valeant’s selling, general and administrative expenses, including incremental advertising
- costs of $64.4 million, partially offset by the realization of operating synergies and'cost sav1ngs from
the Merger;

« the addition of selling, general and administrative expenses relating to PharmaSwiss ($60.8 million),
Sanitas ($13.4 million), Elidel®/Xerese® ($2.5 million) and Afexa ($2.4 million); and -

* increases of $45.6 million in share-based compensation expense charged to selling, general and
administrative expenses in 2011, including an increase of approximately $21.5 million related to the
amortization of the fair value increment on Valeant stock options and RSUs converted into the Company
awards and the equitable adjustment to certain vested stock option awards, in connection with the
post-Merger special dividend of $1.00 per common share declared and paid in the fourth quarter of 2010.

Selling, general and administrative expenses increased $108.9 million, or 65%; to $276 5 million in 2010,
compared with $167.6 million in 2009, primarily due to:

* the addition of Valeant’s selling, general and administrative expenses of $74.1 million;

» ‘the inclusion of $20.1 million of share-based compensation expense as of the Merger Date, related to
vested and- partially vested Valeant stock options and RSUs converted into Biovail awards, and the

'~ addition of approximately $17.0 million of incremental share-based compensation expense, related to the
amortization of the fair value increment on Valeant stock options and RSUs converted into
Biovail awards;

* an increase in compensation expense related to deferred share units (“DSUs”) granted to directors of
$6.0 million, which reflected the impact of year-over-year increases in the underlying trading price of our
common shares; and : :

* the negative impact of the strengthening of the Canadian dollar relative to the U. S dollar.
Those factors were partially offset by:

* a decrease of $17.7 million in indemnification obligations to, and costs incurred by, certain former
officers and directors of Biovail, in connection with regulatory proceedings involving these individuals.

Research and Development Expenses

Expenses related to research and development programs include: employee compensation costs; overhead
and occupancy costs; depreciation of research and development facilities and equipment; clinical trial costs;
clinical manufacturing and scale-up costs; and other third-party development costs.

Research and development expenses declined $2.6 million, or 4%, to $65.7 million in 2011, compared with
$68.3 million in 2010, which was attributable to the net effect of the termination of certain of our specialty CNS
drug development programs in the fourth quarter of 2010 partlally offset by the addition of a full year of
Valéant’s research and development expenses in 2011. -

Research and development expenses increased $20.7 million, or 44%, to $68.3 million in 2010, compared
with $47.6 million in 2009, reflecting the addition of Valeant’s operating costs of $13.0 million and higher direct
project spending on our specialty CNS drug-development programs prior to the Merger. As described above
under “Restructuring and Integration — Merger-Related Cost-Rationalization and Integration Initiatives —
Research and Development Pipeline Rationalization”, we assessed our product development pipeline and
decided not to continue a number of these specialty CNS programs. In addition, prior to the Merger, we
cancelled the Phase 3 clinical trials that were underway in Europe for BVF-324 (the use of non-commercially
available doses of tramadol for the treatment of premature ejaculation), due to slower-than-anticipated
enrollment and a lack of commercial interest in the product and recognized the contractual obligations related
to the termination of these studies.
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Amortization of Intangible Assets

Amortization expense increased : $338.1 million, or 154%, to $5578 million in 2011, compared with
$219.8 million in 2010, primarily due to: . ‘ 4

* the amortization of the: Valeant, PharmaSw1ss Elidel®/Xerese®, Zovirax®, and Sanitas 1dent1f1ab1e
intangible assets of $331.8 million ini 2011; and

* $7.9 million and $19.8 million of impairment charges related to the write-down of the carrying values of
the IDP-111 and 5-FU intangible assets, respectively, to their estimated fair values, less costs to sell.

Amortization expense increased $115.0 million, or 110%, to $219.8 million in 2010, compared with
$104.7 million in 2009, due to the inclusion of amortization of the Valeant identifiable intangible assets
($86.4 million), as well as the Wellbutrin XL® trademark intangible asset acquired in- May 2009 and the product
rights intangible assets arising from the tetrabenazine acquisition in June 2009.

Restructuring and Integration Costs

As described above under “Restructuring and Integration — Merger-Related Cost-Rationalization and
Integration Initiatives and — Pre-Merger Cost-Rationalization Initiatives”, we recognized primarily Merger-
related restructuring charges and other integration costs of $97.7 million in 2011, compared with restructuring
charges of $140.8 million and $30.0 million in-2010 and 2009, respectlvely

Acquired IPR&D

Acquired JPR&D represents compounds, new indications, or line extensions under development that have
not received regulatory approval for marketing at the time of acquisition. IPR&D acquired through an asset
acquisition is written-off at the acquisition date if the assets have no alternative future use. IPR&D acquired in a
business combination is capitalized as indefinite-lived intangible assets (irrespective of whether these assets have -
an alternative future use) until completion or abandonment of the related research and development activities.
Costs associated with the development of acquired IPR&D assets are expensed as incurred. -

In 2011, we recorded charges of $109.2 million related to the impairment of acqulred IPR&D assets relating
to the A002, A004, and A006 programs acquired as part of the Aton acquisition in 2010, as well as the IDP-109
and IDP-115 dermatology programs ($105.2 million). The impairment charges were triggered in the fourth
quarter of 2011 due to unfavorable study results, feedback received from thé FDA which would result in the
incurrence of higher costs to perform additional studies, reassessment of risk and the probability of success,
and/or pipeline prioritization decisions resultmg in the re-allocation of our resources to-other research and
development (“R&D”) programs. In addition in 2011, we recorded a charge of $4.0 million related to the
acquisition of the Canadian rights to Lodahs ; , which was accounted for as a purchase of IPR&D assets w1th no
alternative future use.

In 2010 we recorded a charge of $89.2 m11110n related to the 1stradefy111ne Ampaklne® and Staccato®
loxaprne acquisitions ($61.2 million) and the write-off of the BVF-018 acquired IPR&D asset ($28 0 million). In
2009, we recorded a $59.4 million charge related to the acquisitions of the various rights to pimavanserin,
fipamezole and GDNF, as well as the write-off of the $8.0 m11110n acquired IPR&D asset related to
RUS-350 upon termination of this project.

Acquisition-Related Costs

Acquisition-related costs declined $5.3 million, or 14%, to $33.0 mllhon in 2011, compared to $38.3 million
in 2010, reflecting lower Merger-related expenses incurred in 2011, partially offset by acquisition-related
expenses for PharmaSwiss, Sanitas, Dermik, Ortho Dermatologlcs Afexa and 1Nova In 2009, we incurred costs
of $5.6 mllhon in connection with the tetrabenazine acqu1s1t10n
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Legal Settlements

In 2011, we recorded legal settlement charges of $11.8 million primarily due to the settlement of litigation
and disputes related to revenue-sharing arrangements with, or other payment obligations to, third parties.

In 2010 and 2009, we recorded legal settlement charges of $52.6 million and $6.2 million, respectively, in
connection with agreements or agreements in principle to settle certain Biovail legacy litigation and regulatory
matters.

Non-Operatlng Income Gﬂxpense)

The following table displays each non-operating income or expense category for each of the last three years,
and the dollar and percentage changes in the dollar amount of each category

Years Ended December 31 Change
2011 2010 2009 2010 to 2011 2009 to 2010

($ in 000s; Income (Expense)) _ $ $ $ $ % % A
Interest income .. ...... [P 4,084 1,294 1,118 2,790 216 176 16
Interest expense . . . . . R e (333 041) (84,307) (24,881) (248,734) 295 - (59,426) 239
Write-down of deferred financing ' D s

charges............ ... ..... VU (1,485 (5,774) (537) 4,289 (74) (5237) NM
Loss on extinguishment of debt . . . . ... (36,844) (32,413) — (4431) 14 (32413) NM
Foreign exchange and other ......... 26,551 574 507 25977 NM 67 13
Gain (loss) on investments, net ..~ .... . 22,776 (5,552) 17,594 . 28328 NM (23,146) (132)
Total non-operating expense ......... (317,959) (126,178) (6,199) (191,781) 152 (119,979) NM

NM — Not meaningful

Interest Expense

Interest expense increased $248.7 million, or 295%, to $333.0 million in 2011, compared with $84.3 million
in 2010, reflecting $243.4 million related to the legacy Valeant debt assumed as of the Merger Date (partially
reduced by the repayment of the Term Loan A Facility in the first quarter of 2011) and the post-Merger
issuances of senior notes in the fourth quarter of 2010 and first quarter of 2011, $25.3 million related to the
borrowings under our senior secured térm loan facility in the third quarter of 2011 and the borrowings under our
senior secured credit facilities in the fourth quarter of 2011, partially offset by a decrease of $19.2 million in
interest expense related to the repurchases of 5.375% Convertible Notes (as described below under “Financial
Condition, Liquidity and Capltal Resources — Financial Assets (L1ab111t1es) ’). Interest expense in 2011 includes
non-cash amortization of debt discounts and deferred financing costs of $25.6 million, in the aggregate.

Interest expense incréased $59.4 million, or 239%, to $84.3 million i in 2010, compared with $24.9 million in
2009, reﬂectmg $47.8 million related to the assumed Valeant debt and the 2018 Notes issued in November 2010,
and $12.1 million related to the issuance of the 5.375% Convertible Notes in June 2009. Interest expense in 2010
includes non-cash amortization of debt discounts and deferred financing costs of $21.5 million, in the aggregate.

Write-Down of Deferred Financing Charges

In 2011, we recorded $1.5 million of charges primarily due to a write-off of $1 0 million of deferred
financing costs as a result of the amendment and restatement of the credit agreement on October 20, 2011. For
more information regarding the credit agreement, see below “Financial Condition, Liquidity and Capital
Resources — Financial Assets (L1ab111t1es)

In 2010, we recorded a writé-off of $5.8 million of deferred ﬁnancmg costs as a result of the termination of
the Biovail secured revolving credit facility as of the Merger Date.
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Loss on Extmgmshment of Debt

In 2011, we recognized losses. of $36 8 mllhon prlmarlly related to the re_purchase of a portlon of the
5.375% Convertible Notes ($31.6 million) (as described below under “Financial Condition, Liquidity and Capital
Resources — Securities Repurchase Program and New Securities Repurchase Program”) and the share
settlement of .the 4.0% Convertible Notes ($4.7 million) (as described below under “Fmanc1al Condition,
Liquidity and Capital Resources.— Financial Assets (Liabilities)”). . : :

- In 2010, we recognized losses of $32:4 million, primarily related to the repurchase of a portion of the
5.375% Convertible Notes ($20.7 million) (as described below under “Financial Condition, Liquidity and Capital
Resources — Securities Repurchase Program ’) and on the cash settlement of the written call options on our
common shares (310. 1 million). ‘ : ) :

Foreign Exchange and Other-

Foreign exchange and other increased $26.0 million to $26.6 million in 2011, compared with $0.6 million in
2010, primarily due to the $16.4 million and $2.7 million net gain realized on foreign currency forward contracts
entered in connection with the acquisitions of iNova and PharmaSwiss, respectively, in 2011.

Gain (Loss) on Investments, Net.

In March 2011, in connection with an offer to acquire Cephalon, we mvested $6O 0 million to acquire shares
of common stock of Cephalon. On May 2, 2011, Cephalon announced that it had agreed to be acquired by Teva
Pharmaceutical Industries Inc. and, consequently, we disposed of our entire equity investment in Cephalon for
net proceeds of $81.3 million, which resulted in a net realized gain of $21.3 million that was recognized in
earnings in the second quarter of 2011.

In August 2010, we disposed of our entire portfdlio of auction rate securities for cash proceeds of
$1.4 million and recorded a loss related to an other-than-temporary decline in the estimated fair value these
securities of $5.6 million in 2010, compared with $5.2 million in 2009. In addition, in May 2009, we received
$22.0 million to settle an arbitration with the investment bank that invested our assets in auction rate securities.

Income Taxes

The following table displays the dollar amount of the current and deferred provisions for income taxes for
each of the last three years, and the dollar and percentage changes in the dollar amount of each provision.
Percentages may not sum due to rounding.

Years Ended December 31 Change

2011 2010 2009 2010 to 2011 2009 to 2010
(8 in 000s; Income (Expense)) ) % % BN S $ i $ . %
Current income tax expense . .. ... L0000 (39,891) (27,333) (14,500)  (12,558) ¢ 46 (12,833) 89
Deferred income tax benefit .. ........... 217,450 55,403 16,000 162,047 NM- 39403 NM
Total recovery of income taxes ........... 177,559 - 28,070 ~ 1,500 149,489 _I}IL/I 126,570 NM

NM — Not meaningful

In 2011, our effective tax rate was impacted by (i) the release of valuation allowance against a portion of the
deferred tax assets in respect of our Canadian tax attributes recognized to the extent of deferred tax liabilities
from acquisition; (ii) the release of liabilities for uncertain tax positions; (iii) changes in enacted state tax law for
the U.S.; (iv) non-deductible stock based compensation and realized foreign exchange gains where a full
valuation allowance is recorded against tax loss carryforwards; (v) income earned in jurisdictions with a lower
statutory rate than in Canada and (vi) losses in a jurisdiction with a higher statutory tax rate than in Canada.
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v

In each of the fourth quarters of 2010 and 2009, we assessed the realizability of a portion of our deferred tax
assets related to operating loss carryforwards in the-U.S. Biovail’s U.S. group had generated positive earnings in
each fiscal year commencing with 2006, reflecting a reduction in the overall cost structure, including the
elimination of Biovail’s U.S. sales force, through restructuring measures implemented in 2006 and 2005. As a
result, we reduced the valuation allowance recorded against available U.S. operating loss -carryforwards by
$26.0 million in the fourth quarter of 2009, with a corresponding increase to net income. In 2010, the Merger
resulted in U.S. federal and state tax loss carryforwards becoming subject to the ownership change limitations of
the U.S. Internal Revenue Code and similar state legislation. As a result, we increased the valuation allowance
by $45.4 million in the fourth quarter of 2010, with a corresponding decrease to net income. In Canada, due to
deferred tax liabilities arising from the Merger, we reduced valuation allowance by $46.9 million in the fourth
quarter of 2010, with a corresponding increase to net income. In determining the amount of the valuation
allowance that was,necessary, we considered the amount of U.S. tax loss carryforwards, Canadian tax loss
carryforwards, scientific research and experimental development pool, and investment tax credits that we would
more likely than not be able to utilize based on future sources of income.

SUMMARY OF QUARTERLY RESULTS (UNAUDITED)

The following table presents a summary of our unaudited quartérly results of operations and operating cash
flows in 2011 and 2010: , :

2011 » 2010

. | Q. @ 0 o @ o
(8 in 000s) $ $ $ $ $ $ $ $
Revenue . .............. Y 565,026 609,387 600,584 688,453 219,635 238,771 208,267 514,564
Expenses. . ........0..........% . . 490,283 490,921 488,226 694,061 203,268 189,959 334,579 563,516
Opéfating vincome (oss) ..o i, e 74,743 118,466 112,358 (5,608) 16,367 48,812 (126,312) (48,952)
Net income (I0SS) . v i e e 6,482 56,360 40,862 55,855  (3,150) 33,969 (207,882) (31,130)
Basic earnings (loss) per share . . . . .. ’ e 0.02 0.19 0.13 018 (0.02) 021 (1.27)  (0.10)
Diluted earnings (loss) pershare. . . ................ 0.02 0.17 0.13 018 (0.02) 021 127y (0.10)
Net cash provided by (used in) operating activities .. ... .. 86,330 226,656 173,707 189,780 44,753 108,913 110,924 - (1,399)

Fourth Quarter of 2011 Compared to Fourth Quarter of 2010
Results of Operatmns

Total revenues increased $173.9 million, or 34%, to $688.5 million in the fourth quarter of 2011, compared
with $514.6 million in the fourth quarter of 2010, reflecting the following factors:

* the inclusion of revenues from PharmaSwiss, Sanitas, Elidel®/Xerese®, Dermik, Ortho Dermatologics
and Afexa of $58.6 million, $32 6 million, $19.2 million, $7.6 million, $9.6 million and $12.6 million,
respectively; and

* growth of key dermatology brands (Zovirax®, Atralin® and Acanya®).
Those factors were partially offset by:

* anegative forelgn currency exchange impact of $14.6 mllhon and’

* a decline in Wellbrutrin XL sales in the U.S. of $9.3 million.
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Net income increased $87.0 million to $55.9 million in the fourth quarter of 2011, compared with net loss of
$31.1 million in the fourth quarter of 2010, reflecting the following factors:

an increased contribution from product sales of $194.1 million, mainly related to the addition of
PharmaSwiss’, Sanitas’, Dermik’s, Ortho Dermatologics’ and Afexa’s product sales (net of the impact of
the acquisition accountmg ad]ustment of $10.3 million to inventory that was subsequently sold in the
fourth quarter of 2011); ‘

-an increase in the recovery of income taxes of $30.0 million, mainly attributable to significant expenses in

the U.S., including but not limited to IPR&D charges, amortization, and interest expense. The U.S. has
the highest statutory rate relative to all other tax jurisdictions in which we do business, resulting in an
overall net tax recovery for the worldwide income tax provision;

a decrease of $28.9 million in loss on extinguishment of debt, related to the repurchase of a portion of the
5.375% Convertible Notes and the cash settlement of the written call options on our common shares in
the fourth quarter of 2010; :

a $20.0 million net gain from changes in the fair value of acquisition -related contingent consideration
primarily related to the probability assessment of potential future payments related to the PharmaSwiss,
Aton and Elidel®/Xerese® acquisitions; and o

a $16.4 million gain realized on a foreign currency forward contract entered into in connectlon with the
iNova acquisition.

Those factors were partrally offset by:

an increase of $77 2 million in acqurred IPR&D expenses malnly due to the write-off of the $105.2 million
of acquired IPR&D assets relating to the A002, A004, and A006 programs acquired as part of the Aton
acquisition in 2010, as well as the IDP-109 and IDP-115 dermatology programs. The impairment charges
were triggered in the fourth quarter of 2011 due to unfavorable study results, feedback received from the
FDA which would result in the incurrence of higher costs to perform additional studies, reassessment of
risk and the probability of success, and/or pipeline prioritization decisions resulting in the re-allocation of
our resources to other R&D programs; ‘

an increase in amortization expense of $75.1 million, primarily related to the identifiable intangible assets
of Elidel®/Xerese® ($13.2 million), Sanitas ($7.7 million) Zovirax® ($6.8 million) and PharmaSwiss
($4.9 million) and $7.9 million and $19.8 million of impairment charges related to the write-down of the
carrying values of the IDP-111 and 5-FU 1ntang1b1e assets, respectlvely, to the1r estimated fair values, less
costs to sell; and

an increase of $40.4 million in interest expense,; mainly related to the issuances of senior notes in the first
quarter of 2011 and the borrowings under our senior secured credit facilities, partially reduced by the
repayment of the Term Loan A Facility in the first quarter of 2011 (as described below under “Financial
Condition, Liquidity and Capital Resources — Financial Assets (Liabilities)”).

Cash Flows From Operations

Net cash pro