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Gathering Momentum

As each year passes
we gain momentum.
Valeant continues

to leverage its core
strengths with creativity,
speed, resourcefulness
and entrepreneurship
in order to deliver
high value to our
shareholders.
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Gathering Momentum

Over the Counter 13%

Branded Generics 22%

Prescription Brands 65%

Revenue Diversity

At Valeant, we strive to achieve a balanced and diversified portfolio of prescription
brands, branded generics and over-the-counter (OTC) products in niche categories
and making them available to patients across an array of geographies including the
U.S., Canada, Central and Eastern Europe, Latin America, South East Asia and South
Africa. We continue to seek high-growth opportunities where we believe we will have a
competitive advantage, while avoiding markets where growth and profitability is limited.

Our success is measured through the returns on investments we deliver to our shareholders.



Gathering Momentum

South East Asia / South Africa 9%

Latin America 31%

Central and Eastern Europe 60%

Emerging Markets

Although our operating philosophy is purposefully international, it is not global. Our
Emerging Markets segment includes our historical businesses in Central and Eastern
Europé and Latin America, primarily in Mexico and Brazil, with new marketing
opportunities recently acquired in South East Asia, South Africa and Russia. Traditionally,
most of the larger pharmaceutical companies do not focus on these regions, but at
Valeant we believe our investments in these territories will continue to yield high growth

through the application of our successful business model.



Our progress
takes us

into select
emerging
markets
throughout
the world.



Letter To Shareholders

Dear Shareholder;

Thank you for your investment in Valeant Pharmaceuticals
International, Inc. We continue to believe that Valeant is a unique
pharmaceutical company and we are excited that you have taken
the step to better understand our company. Valeant’s primary
strategy is to leverage our speed, scale, financial strength and
disciplined approach to business development, coupled with our
focus on organic growth 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 market-
place. Our dual engines of growth will be superior execution of
well-thought-through business plans and continued new growth
opportunities via disciplined acquisitions. We do “more with less”
than our competitors.

2012 — A Year in Review

We began 2012 with ambitious objectives to significantly grow
our company’s top and bottom line as we march towards our overall
objective of being the #1 specialty pharmaceutical company in
the world. For 2012, we aimed to:

¢ Continue to grow our base business with tuck-in acquisitions in
Latin America as we target total sales of greater than $500
million in 2013

* Clearly establish Valeant Dermatology as the pre-eminent U.S.
Dermatology company

» Add products and expand our presence in the dermatology
aesthetics space

¢ Continue to license in and acquire products in Canada to build
a leadership presence in our home market

« Build our Central and Eastern European business as we target
sales of >$1 billion in 2013

« Fully integrate our Australian business under the iNova banner
and deliver both strong organic growth and improved margins

« Begin to build out our two new emerging market geographies —
South East Asia and South Africa

+ Complete discussions with the Food and Drug Administration
(FDA) regarding a potential New Drug Application submission
of IDP-108 (efinaconazole) in 2012, with the goal of being a
key contributor to the dermatology franchise in the future

We continue to build on these aspirations and expect to continue
our success in the months and years to come.

From a top line perspective, we added over $1 billion in revenue
in 2012 as compared to 2011, an increase in total revenue of more
than 40 percent. This increase is on top of overcoming approxi-
mately $200 million in revenue decline during the year due to the
genericization and continued erosion of four products — Cesamet®
in Canada and Cardizem® CD, Ultram® ER and Wellbutrin® XL
in the U.S. On the bottom line, we delivered Cash EPS growth
of 54 percent as compared to 2011, demonstrating once again the
sustainability of our business model. Our businesses continued to
deliver strong organic growth in 2012 and we reported same store
sales organic growth of approximately 8 percent and pro forma
organic growth of approximately 10 percent for the year.

We were also very busy on business development activities as we
completed over 25 transactions in 2012 and, as in previous years,
we had a mix of small tuck-in acquisitions, mid-size transactions, as
well as a more significant acquisition of Medicis Pharmaceutical
Corporation that closed in December.

Valeant’s Acquisition of Medicis Pharmaceutical Corporation
In December 2012, Valeant announced the completion of its
acquisition of Medicis Pharmaceutical Corporation. Soon after the
close of the transaction, Valeant’s combined commercial dermatology
operations were relocated to Scottsdale, Arizona and now operate
under the name Medicis, a division of Valeant.

The acquisition of Medicis represents a major step in Valeant’s
goal of becoming the leader in dermatology while enhancing its
presence in aesthetic dermatology. Medicis’ highly complemen-
tary portfolio of leading branded products and promising pipeline
is a solid strategic fit with Valeant’s existing portfolio, and we
look forward to leveraging Medicis’ well-known and respected
name in dermatology to drive long-term growth.

Medicis has an established track record of success with leading
products such as SOLODYN®, RESTYLANE®, ZIANA®,
and DYSPORT®. Additionally, Medicis recently acquired
ZYCLARA®, a product to treat actinic keratosis, one of the
fastest growing diagnoses within dermatology. The combination
of our two highly complementary product portfolios will allow
us to accelerate our efforts to drive sales, establish best-in-class
commercial and research and development operations, and serve
the consumers and patients who use our products as well as the
physicians who recommend, administer, and prescribe them.

I am also pleased that we greatly enhanced our management team
at Valeant, with the addition of several new executives following a
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Gathering Momentum

strategic plan review conducted in 2012. Following this process,
we determined that it is essential to preserve our decentralized
model as we aspire to grow from a $3-4 billion revenue company
to a $10-20 billion company in the foreseeable future. Unlike
most traditional pharmaceutical companies that organize centrally
by function coupled with regional commercial operations, we created
the role of Company Group Chairman, each of whom will have
a set of distinct but disparate set of businesses and functions
reporting to them. This new structure allows me to focus on
helping to troubleshoot problem businesses and to focus on the
larger business development opportunities around the world. We
welcomed Laizer Kornwasser, Ryan Weldon and Jason Hanson to
our executive team in these new roles, in addition to expanding
the number of General Managers throughout our operations.

Research and Development

2012 was also a very strong year in the area of Research and
Development. We have continued our unique approach to traditional
R&D in that we don’t bet purely on science for our future growth.
We like to buy in-line products that we believe we can grow and
take the development risk out of the equation. We prefer to access
our innovation through acquiring companies and products. And
when we do invest in R&D, it is primarily focused on dermatology,
ophthalmology, branded generics, and OTC products, 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 with our peers.

Under this philosophy, several new submissions were filed in
2012; IDP-108 (efinaconazole) in the United States (U.S.) and
Xerese™ in Canada by Valeant, and luliconazole for athletes’ foot
in the U.S. by the Medicis group. We were also very productive
in the branded generics area where we launched over 300 products
in our Emerging Markets geographies.

Furthermore, we were encouraged over the continued development
of our topical compound efinaconazole for the treatment of
onychomycosis, a nail fungus infection that affects one in 10
Americans and can ultimately result in nail destruction and
deformity. In Fall 2012, the Journal of the American Academy of
Dermatology published the positive results from two Phase III
studies Valeant conducted in over 1,600 patients with onychomy-
cosis, with the primary endpoint or goal of complete cure after 52
weeks. In Study 1, 17.8% of subjects treated with efinaconazole
were completely cured, as compared to 3.3% of patients treated with
placebo. In Study 2, 15.2% of subjects treated with efinaconazole
were completely cured, as compared to 5.5% of placebo. Adverse
events that were reported were generally considered mild. We are
hopeful this data will increase the likelihood of IDP-108 being
approved by the FDA in Spring 2013.

Finally, we also launched several patented and OTC products
this year, with Valeant’s introduction of Regederm in Brazil,
Potiga™ inthe U.S., through our partner GlaxoSmithKline, Sublinox®
and Lodalis in Canada, and many OTC line extensions, such
as the CeraVe® family of products. CeraVe continues to be the

fastest growing moisturizer in the U.S. and Canada. In addition,
Medicis launched the Zyclara® Pump in September in the U.S.,
and achieved regulatory approval for Dysport® in Canada and a lip
indication for Restylane® with lidocaine in the U.S.

U.S. Dermatology and Aesthetics

Valeant’s U.S. dermatology business continues to be a key strength
and our growth further solidifies our position 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 company like Valeant. Our dermatology products
help patients who are suffering from actinic keratoses, acne, cold
sores and psoriasis, to name just a few.

For those patients who are looking for a reduction in the appearance
of scars, skin-aging and apparent pigmentation, we entered the
U.S. aesthetics market in a big way in 2012. Our entry into the
aesthetics market began with our acquisition of Dermik in late
2011 which brought the addition of Sculptra® to our product
portfolio. We believe the U.S. aesthetic dynamics are attractive
with a $12-billion-dollar-plus market that is fragmented among
several small players and has minimal participation from large
pharmaceutical companies. And with a focused target list of
prescribers, it is a relationship-oriented and industry-friendly
environment, with a fairly low level of government reimbursement
for these products and a growing self-pay component. Finally,
innovation is the key in these markets, predominantly through
formulation improvement, which provides excellent low-risk
R&D opportunities for Valeant.

Oral Health

In 2012, Valeant entered into a new and attractive market segment
focused on the dental community when we acquired OraPharma,
a specialty company that develops and commercializes products
that improve and maintain oral health. OraPharma’s lead product,
Arestin, is a locally administered antibiotic for the treatment of
periodontitis that utilizes an advanced controlled-release delivery
system and is indicated for use in conjunction with scaling and
root planing for the treatment of adult periodontitis. OraPharma
currently has the largest specialized pharmaceutical sales force
in the dental industry, and we believe this segment has similar
characteristics to the other sectors we market to and should offer us
the opportunity to cross-sell a variety of our current products. We
also made several small acquisitions for additional products, including
a teeth whitening product that can be sold through this channel.

Podiatry

We are excited about our entry into the podiatry market in 2012,
which has comparable characteristics to the dermatology market.
Expanding into this area with the acquisition of Pedinol Pharmacal,
Inc., a company that has over 85 years of experience in podia-
try and a highly regarded national field sales organization which
will be a crucial advantage as we prepare for broader expansion
into this market. We expect Pedinol’s established presence in the
podiatry market to be a valuable asset for Valeant as we are hopeful
for FDA approval of our New Drug Applications for both efinaconazole
(onychomycosis) and luliconazole (athlete’s foot) in 2013.



Neurology and Other

Our comprehensive U.S. portfolio of well-established specialty
pharmaceuticals, including products such as Wellbutrin® and
Xenazine®, target neurological diseases such as epilepsy, migraines,
depression, chronic pain, Huntington’s disease, Parkinson’s disease
and orphan diseases. 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 2013 and beyond.

Emerging Markets

Our Emerging Markets segment includes our historical business
units in Latin America, Central and Eastern Europe and newly
established growth platforms in South East Asia, South Africa
and Russia through several strategic transactions completed in
the past eighteen months. We view our entry into these markets
as exciting new growth platforms and we are eager to expand our
presence in these areas.

Our footprint is purposefully international, yet not global. We
intentionally do not operate in a number of international 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-
growth opportunities through the successful application of our
business model. Pursuing these opportunities in the select regions
that larger pharmaceutical companies are not focusing on is another
key element of our operating philosophy.

In Central and Eastern Europe, Valeant generates revenues in
over 20 countries including Poland, Serbia, Russia, Hungary,
and Croatia from branded generic pharmaceutical products, OTC
products and from partnerships with other research-based phar-
maceutical companies.

Valeant’s Latin American 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. Our branded generic products in Mexico are
primarily marketed in this region to physicians and pharmacies
through approximately 500 sales professionals under the Valeant,
Grossman and Tecnofarma brands.

In Brazil, we manufacture and market branded generic products,
as well as marketing a line of OTC sports nutrition products and
other food supplements. Probiotica Laboratorios Ltda., a leader
in sports nutrition and food supplements in Brazil. Probidtica
is highlighted as a Latin American pioneer in the production of
food supplements focused on the area of sports nutrition, and is a
sponsor of bodybuilding contests around the world. Our branded
generic products in Brazil are primarily marketed to pharmacies
and wholesalers through approximately 200 sales professionals.

Canada/Australasia

Valeant Canada is a specialty pharmaceutical company and a regional
subsidiary of Valeant Pharmaceuticals International, Inc. Valeant
Canada manufactures markets and/or distributes pharmaceutical
products to both primary care and specialist physicians in Canada.
The company focuses its efforts primarily in the areas of Pain
Management, Cardiovascular Disease, Neurology and Dermatology.
Valeant Canada’s commercial operations are based in Montreal,
Quebec, and our strong commercial infrastructure has made us a
logical partner for other companies looking for innovative ways
to enter the Canadian market, without the risk and expense of
building their own operational organization from scratch.

In addition to our strong prescription product portfolio, Valeant
Canada has established a strong presence with non-prescription
retail brands, including Dr. Renaud, COLD-FX® and Swiss
Herbal. Valeant Canada features an R&D center of excellence for
consumer dermatology in Laval, Quebec and recently launched
Dysport®, a prescription injection for temporary improvement in
the look of moderate to severe frown lines between the eyebrows
(glabellar lines) in adults less than 65 years of age.

In Australia, we continue to build our presence in the OTC
market. Through our acquisition of iNova Pharmaceuticals in
2011, we have an ever-increasing range of known and trusted
brands in several categories including consumer skincare &
cosmetics, dermatology and cough and cold market segments. In
addition, Valeant has a core and growing ethical pharmaceutical
business in Australia.

Looking Forward

Following the conclusion of our strategic plan review last summer and
the implementation of our new organizational structure, I believe
that Valeant is poised to capitalize on the many opportunities that
lie ahead. With the traditional pharmaceutical industry facing
unique challenges, I believe that Valeant, through our diversified
and decentralized business units, our commitment to our important
stakeholders and our focus on outperformance, will continue to
be a driver of change within the industry. As I look back over the
past five years, ] am pleased with what we have achieved together,
but will not be satisfied until we join the ranks of the true industry
leaders. Our goal is to continue to build on our past successes
and look forward to new opportunities emerging for Valeant in
2013 and beyond.

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

q./u%w

J. Michael Pearson
Chairman and Chief Executive Officer
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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- acqu151t10n 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
operatlons 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 subsidiaries, taken together. In this Form 10-K, references to “$” and “US$” are to
United States dollars, references to “C$” are to Canadian dollars, references to “€” are to Euros, references to
“AUDS$” are to Australian dollars, references to “R$” are to Brazilian real, references to “MXNS$” are to
Mexican peso and references to “PLN” ‘are to Polish zloty. Unless otherwise indicated, the statistical and

financial data contained in this Form 10-K are presented as of December 31, 2012.

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®, . ACNEFREE™, AMBI®, ANDOLEX®, ANTI-ANGIN &,
ANTIGRIPPIN™, APLENZIN®, ARESTIN®, ATRALIN®, BEDOYECTA®, BENZACLIN®, BIAFINE®,
BIOVAIL®, BISOCARD™, CALADRYL®, CARAC?, CARDIOPIRIN™, CARDIZEM®, CERAVE?,
CESAMET®, CLQODERM®, COLD-FX®, - COLDSORE-FX®,:& CORN HUSKERS ¢, CORTAID®,
DERMAGLOW®, DERMAVEEN®, DERMIK®, DIASTAT®, DIFFLAM®, DUROMINE®, DURO-TUSS®,
EFUDEX®, EMERVEL®, ERTACZO®, EUCALYPTUS MA™, GLUMETZA®, LACRISERT®, LODALIS™,
MACUGEN®, MELLERIL®, METERMINE®, M.VI.?, NITOMAN®, NORGESIC®, OCEAN®, ORTHO
DERMATOLOGICS®, PERLANE®, PERLANE-L®, PHOLTEX® POTIGA™, PURPOSE® RENOVAS,
RESTYLANE®, RESTYLANE-L®, RETIN-A MICRO®, RIKODEINE®, SAGE™, SCULPTRA®, SHOWER
TO SHOWER @, SOLODYN®, TAMBOCOR®, TANDENE®, TARGRETIN®, THROMBO AS™, TIAZACS,
TIMOPTIC®, TROBALT®, VALEANT®, VALEANT V & DESIGN®, VALEANT PHARMACEUTICALS &
DESIGN®, VANOS®, XENAZINE®, XENAZINA® ZIANA®, and ZYCLARA®.

WELLBUTRIN®, WELLBUTRIN® XL, WELLBUTRIN XL® and ZOVIRAX® are trademarks of The
GlaxoSmithKline Group of Companies and are used by us under license. ULTRAMS® 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. 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.
VISUDYNE® is a registered trademark of Novartis Pharma AG and is used by us under license. DYSPORT® is
a registered trademark of Ipsen Biopharm Limited and is used by us under license. MONOPRIL®, CEFZIL®,
DURACEF® and MEGACE® are registered trademarks of Brrstol Myers Squibb Company and are used by us
under license.

In addition, we have filed trademark appllcatloﬁs for many of our other trademarks in the U.S., Canada and
in other jurisdictions and have 1mplemented on an ongoing basis, a trademark protection program for
new trademarks. ' :



Forward-Looking Statements

Caution regarding forward-looking information and statements and “Safe-Harbor” statements under .the
U.S. Private Securities Litigation Reform Act of 1995:

To the extent any statements made in this Annual Report on Form 10-K contain information 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 meaning defined under applicable Canadian securities' legislation (collectively,
“forward-looking statements”).- :

These forward- Yookmg statemqms relate to, among other’ thmgs the expected beneﬁts of our acquisitions
(mcludmg the Medicis acqutsmon) 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 regardmg -our financial performance,
including revenues, expenses, gross margins, liquidity and income taxes. :
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Forward-looking statements can generally be identified by the use of words such as “believe”, “anticipate”,
“expect”, “intend”, “estimate”, “plan”, “contmue”, “will”, “may”, “could”, “would”, “target”, “potentzal” and other
similar expressions. In addition, any statements that refer to expectations, pro;ecttons 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 unicertainties, 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 assuntptions regarding the items outlined above. Actual results may differ materially from those expressed
or implied in such statementst: Important factors that could cause actual results to dtjfer matenally from these
expectatzons mclude, among other thmgs, the followmg

. our ability to compete against companies that are larger and have greater ﬁnancml technical and human
resources than we do, as well as pther competitive factors, such as technological advances achieved, patents
obtained and new products introduced by our competitors;

the introduction of generic competitors of our brand products;

the introduction of products that com})ete ngainst our products that do not have patent or data exclusivity
rights, which products represent a significant portion of our revenues;

the challenges and difficulties associated with managing the rapid growth of our Company and a large,
complex busmess,

our ability to identify, acquire, close and mtegrate acquzsmon targets successﬁdly and on a timely basis;

our ability to secure and maintain thlrd-pa_rty research, deyelopment, manufactunng, marketing or distribution
arrangements; ) ) '

* factors relating to the integration of the companies, businesses and products acquired by the Company
(including the integration relating to our recent acquisition of Medicis), such as the time and resources
required to integrate such companies, businesses and products, the difficulties associated with such
integrations, and the achievement of the anttczpated 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 certain of our subsidiaries;

our substantial debt and debt service obligations and their impact on our financial condition and results
of operations;
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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;

interest rate risks associated with our floating debt borrowings;

the risks associated with the international scope of our operations, mcludmg our presence in emergmg markets
and the challenges we face when entering new geographic’ markets;

adverse global economic conditions and credit market and foreign currency exchange uncertainty in Central
and Eastern European and other countnes in whtch we do business;

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

the outcome of legal proceedmgs, mvestlgatzons and regulatory proceedings;

the risk that our products could cause, or be alleged to cause, personal injury, leadmg to potential lawsults
andor withdrawals of products from 'the market;

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, Health Canada and European, Asian,
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 infringement or alleged infringement of the intellectual property of others;

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

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;

the availability and extent to which our products are reimbursed by government authorities and other third
party payors, as well as the impact of obtaining or maintaining such reimbursement on the price of
our products;

the inclusion of our products on formularies or our ability to achieve favorable formulary status, as well as the
impact on the price of our products in connection therewith;

the impact of price control restrictions on our products, including the risk of mandated price reductions;
our ability to retain, motivate and recruit executives and other key employees;

the success of preclinical and clinical trials for our drug development pipeline or delays in clinical trials that
adversely impact the timely commercialization of our pipeline products, as well as factors impacting the
commercial success of our currently marketed products, which could lead to material impairment charges;

the results of management reviews of our research and development portfolio, conducted periodically and in
connection with certain acquisitions, the decisions from which could result in terminations of specific projects
which, in tum, could lead to material impairment charges;

our ability to obtain components, raw materials or finished products supplied by third parties and other
manufacturing and supply difficulties and delays;

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

declines in the pricing and sales volume of certain of our products that are distributed by third parties, over
which we have no or limited control;

the seasonality of sales of certain of our products;

compliance with, or the failure to comply with, health care “fraud and abuse” laws and other extensive
regulation of our marketing, promotional and pricing practices, worldwide anti-bribery laws (including the
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U.S. Foreign Corrupt Practices Act), worldwide environmental laws and. regulation. and. privacy and security
regulations; \ . :

* the impacts of the Patient Protection and Affordable Care Act and other legislative and regulatory ‘healthcare
reforms in the countries in which we operate; and : oo .

o 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.

Addmonal znformatzon about these factors and about the material factors or assumptions underlymg such
forward-looking statements may be found elsewhere in this Form 10-K, under Item 14. “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
futiiie results is not exhaustive. When relying on our forward-looking statements 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 1
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.
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Unless the context indicates otherwise, when we tefer to “we”, “us”, “our” or the “Company” in this
Annual Report on Form 10-K (“Form 10-K”), we are referring to Valeant Pharmaceutlcals International, Inc.
and its subsidiaries on a consolidated basis.

Introductlon

We are a multinational, specialty pharmaceut1cal company that develops, manufactures and markets a
broad range of pharmaceutical products and medical devices. Our specialty pharmaceutical and
over-the-counter (“OTC”) products are marketed under brand names and are sold in the United States
(“US.”), 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
Central and Eastern Europe, Latin America, Southeast Asia and South Africa.

Business Strategy

Our strategy is 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, debt repurchases and repayments, and share buybacks. We believe this
strategy will allow us to improve both the growth rate and profitability of the Company and to enhance
shareholder value.

Our low risk research and development model is one key element to this business strategy. It will allow us to
progress certain development programs to drive future commerc1al growth, while minimizing our research and
development expense. This w1ll be achieved in four ways:

* focusing our efforts on niche therapeutic areas’ such as dermatology, podiatry, ophthalmology and
life-cycle management programs for currently marketed products,

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

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

* structuring partnerships and collaborations so that our partners share development costs.

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 relatively small on an individual basis (\5vith the exception of Solodyn® and Zovirax®), and
therefore not the focus of larger pharmaceutical companies;

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

» marked by a higher self-pay component than other therapeutic areas, so that they are not as dependent
on increasing reimbursement pressures.

Acquisitions and Dispositions

We have completed several transactions to expand our product portfolio including, among others, the
following acquisitions of businesses and product rights in 2012: Medicis Pharmaceutical Corporation
(“Medicis”), OraPharma Topco Holdings, Inc. (“OraPharma”), certain assets from Johnson & Johnson
Consumer Companies, Inc. (“J&J North America” and “J&J ROW?), certain assets from QLT Inc. and QLT
Ophthalmics, Inc. (collectively “QLT”), certain assets from University Medical Pharmaceuticals Corp.
(“University Medical”), certain assets from Atlantis Pharma (“Atlantis”), certain assets from Gerot Lannach,
and Probiotica Laboratorios Ltda. (“Probiotica”). In addition, in February 2013, we acquired Natur Produkt
International, JSC (“Natur Produkt™), as well as certain assets from Eisai Inc. (“Eisai”).

In connection with the acquisition of Dermik in December 2011, we were required by the Federal Trade
Commission (“FTC”) to divest 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 dispositions, see note 3, note 4 and nete 27 of notes to
consolidated financial statements in Item 15 of this Form 10-K.

Segment Information

As a result of the acquisition of iNova in December 2011, we began operating in five new territories:
Malaysia, Philippines, Singapore, Hong Kong and South Africa, with a distribution business in Thailand, Taiwan
and some sub-Saharan Africa markets. iNova also distributes through partners in China, Korea and Japan.
Consequently, our Chief Executive Officer (“CEO”), who is our Chief Operating Decision Maker (“CODM”),
began to manage the business differently, which necessitated a realignment of the segment structure, effective in
the first quarter of 2012. Pursuant to this change, we now have four reportable segments: (i) U.S. Dermatology,
(ii) U.S. Neurology and Other, (iii) Canada and Australia and (iv) Emerging Markets. Accordingly, the
Company has restated prior period segment information to conform to the current period presentation.
Comparative segment information for 2012, 2011 and 2010 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 1,100 products, with approximately 7,300 stock
keeping units (“SKﬂ's‘”). In 2012, 2011 and 2010, global Wellbutrin XL® represented 7%, 9% and 21%,
respectively, and Zovirax® represented 7%, 8% and 14%, respectively, of our consolidated revenues. We
anticipate a continuing decline in Wellbutrin XL.® product sales due to generic erosion. However, the rate of
decline is expected to decrease in the future, and this brand is expected to represent a declining percentage of
total revenues primarily due to anticipated growth in other parts of our busiriess 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, In addition, in the U.S., Zovirax® does not currently have generic
competition, but is not protected by patent or regulatory exclusivity.




U.S. Dermatology

The U.S. Dermatology segment generates revenues from pharmaceutical and OTC products, and alliance
and contract service revenues, in the areas of dermatology and topical medication, aesthetics (including medical
devices), dentistry, ophthalmology and podiatry. These pharmaceutical products are marketed and sold
primarily through wholesalers and to a lesser extent through retail and direct-to-physician channels.

Dermatology Products — Our principal dermatology 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 entered into a new supply
agreement and trademark license with GSK for the U.S in 2011.

« 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.

* 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.

« 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.

e Carac® (fluorouracil cream) Cream, 0.5%, is a once daily formulation of fluorouracil cream which is
indicated for the topical treatment of multiple actinic or solar keratoses of the face and anterior scalp, a
type of precancerous lesion.

* 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.

* Sculptra® and Sculptra® Aesthetic is 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.



* 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.

As part -of the acquisition of Medicis in December 2012, we now market the following dermatology
products:

* Solodyn® is a prescription oral antibiotic (minocycline) approved to treat only the red, pus-filled pimples
~ of moderate to severe acne in patients 12 years of age and older.

¢ Zyclara® is a prescription medication (imiquimod) cream for use on the skin (topical) to treat actinic
keratosis (AK) of the full face or balding scalp in adults with normal immune function.

e Ziana® is a lincosamide antibiotic and ietmmd combination product indicated for the topical treatment
of acne vulgaris in patlents 12 years of age or older.

. Vanos® is a prescription corticosteroid (ﬂuocmomde) cream for the relief-of the 1nﬂammatory and
pruritic manifestations of corticosteroid responsive dermatoses in patients 12 years of age or older.

* Restylane® family of products (Restylane®/Restylane-L®/Perlane®/Perlane-L®) is a range of hyaluronic
acid-based injectable implant dermal fillers. These products can be used individually to add volume and
fullness to the skin to correct moderate to severe facial wrinkles and folds, such as nasolabial folds.
Restylane® is also FDA-approved for lip enhancement in patients over 21 years of age, and is uniquely

- formulated to provide fullness and definition to the lips.

* Dysport® is a prescription injection neurotoxin (abobotulinumtoxinA) for temporary 1mprovement in the
look of moderate to severe glabellar lines in adults less than 65 years of age.

OTC Products — our principal OTC products are:

* CeraVe® is a range of OTC products with essential ceramides and other skin- nourlshlng and
skin- mmstunzmg 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
COl’ldlthIlS

. AcneFree is a range of OTC. cleansers and acne treatments -containing benzoyl peioxide and
salicylic acid.

Dentistry Products (oral health) — Our principal dentistry products are:

* Arestin® (minocycline hydrochloride) was acquired in June 2012 as part of our acquisition of OraPharma.
Arestin® is a subgingival sustained-release product containing the antibiotic minocycline hydrochloride
incorporated into a bioresorbable polymer. Arestin® is indicated as an adjunct to scaling and root planing
(SRP) procedures for reduction.of pocket depth in patients with adult periodontitis. Arestin® may be
used as part of a periodontal maintenance program, which. includes good oral hygiene and SRP.

* In November, 2012, we acquired from KLOX Technologies (“KLOX”) the global rlghts to KLOX’s
in-office Teeth Whitening System, as well as an at-home use Teeth Whitening Pen. The in-office system,
to be called EZ White™ Pro is a professional in-office teeth whitening system. The at-home whitening
pen, to be called EZ White™ Pen, is designed to be utilized for independent use or as supplemental to
the in-office whitening system. for teeth whitening maintenance requirements.

Ophthalmology Products — Our principal ophthalmology products are:

*» Timoptic® (timolol maleate ophthalmic solution) is a prescription product that comes in several forms
and strengths-and is indicated for the treatement of elevated intraocular pressure in patients with ocular
hypertension or open-angle glaucoma.




o Lacrisert® (hydroxypropyl cellulose ophthalmic insert) is a prescription product indicated for the
treatment of moderate to severe dry eye. '

» Macugen® (pegaptanib sodium injection) is a prescription product indicated for the treatement of wet
age-related macular degeneration. We acquired this product through the acquisition of Eyetech; Inc. in
2012. Macugen® is dosed via intraocular injection.

« Visudyne® (verteporfin for injection) is a prescription product indicated for the treatment of patients
with predominantly classic subfoveal choroidal neovascularization due to age-related macular
degeneration, pathologic myopia or presumed ocular histoplasmosis. We acquired-this product from QLT
in September 2012. Visudyne® is dosed via intravenous infusion and is activated with a laser
(photodynamic therapy) operated by an ophthalmologist.

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.

U.S. Neurology and Other

The U.S. Neurology and Other segment generates revenues from 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. These pharmaceutical products are marketed and sold primarily through wholesalers.

Neurology and Other Products — our principal 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 XL® from GSK.

+' Xenazine® is indicated for the treatment of chorea associated with Huntington’s disease. In the us,
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. ' ‘ : ‘
Canada and Australia

The Canada and Australia segment generates product revenues from pharmaceutical and OTC products
sold in Canada, Australia, and New Zealand. 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:

* Tiazac® XC is a célcium channel blocker (“CCB”) used in the t_reatménf of,hypértenSion_ 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 proyides_spécific 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.

* a dermatology and aesthetics portfolio, which includes Zovirax®, Benzaclin®, and Penlac®.
OTC Products — our principal OTC product in Canada is:

* 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
polysaccharides that has been shown in laboratory and clinical studies to strengthen the immune system.

Australia — our principal products sold in the Australian market are:

* Duromine®/Metermine® are prescription weight loss drugs that act through appetite suppression.
Duromine®Metermine® contain the active ingredient, phentermine, in a once daily formulation.

* Cough and Cold OTC product ranges — we market a range of OTC products in the Australian market
that relieve painful conditions of the mouth and throat and also a range of products that provide relief of
dry cough and chest congestion sold under the brand names Difflam®, Duro-Tuss® and Rikodeine®,
respectively.

* Difflam® is a market leading product range of lozenges, sprays and gargles for the treatment of sore
throats and other painful mouth conditions.

* Duro-Tuss® and Rikodeine® are market leading products consisting of lozenges and syrups for the
treatment of dry cough and chest congestion.

OTC Skin Products — our principal OTC skin products in Australia include Dermaveen®, a therapeutic
skincare range for dry, itchy or sensitive skin using colloidal oatmeal.

Emerging Markets

The Emerging Markets segment generates product revenues from 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 Europe, Latin America, South Africa and Asia.

Europe — The Emerging Markets segment generates revenues in more than 20 countries in Central and
Eastern Europe. Products are sold primarily in Poland, Serbia, and Russia. Our strategy is to develop and
commercialize modern, high value-added branded 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 (Poland), PharmaSwiss
(Serbia), Sanitas (Lithuania) and Jelfa (Poland and Russia).

In March 2012, we acquired certain assets from Gerot Lannach, a branded generics pharmaceutical
company based in Austria. Approximately 90% of sales relating to the acquired assets are in Russia, with sales
also made in certain Commonwealth of Independent States (“CIS”) countries, including Kazakhstan and
Uzbekistan. Gerot Lannach'’s largest product is acetylsalicylic acid, a low dose aspirin. In the second half of 2012,
we also acquired several well-developed OTC products for the Polish market.

Our combined European branded generics business now covers a broad range of treatments, including
antibiotics, treatments for cardiovascular and neurological diseases, dermatological products and diabetic
therapies among many others, a3 well as a broad range of various OTC products. We have significantly
strengthened our presence in OTC markets and from a geographical footprint perspective in Russia and CIS
countries. Our largest products are Bisocard™, a Beta-blocker that is indicated to treat hypertension and angina
pectoris, Thrombo AS™ and Cardiopirin™ (low dose aspirin) and Monopril® (fosinopril).




Latin America — The Emerging Markets 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.
Our branded generic and generic products in Mexico and Brazil 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 sales professionals under the Grossman,
Valéant, 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. In May 2012, we acquired
certain assets from Atlantis, including products in gastro, analgesics and: anti-inflammatory therapeutic
categories. :

Our portfolio in Mexico and Brazil covers a broad range of therapeutic classes including vitamin deficiency,
antibacterials and dermatology. In Mexico, our largest product 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 chtonic diseases, and as mervous 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 pharmaceutical products include a generic product which contains Isotretinoine Soft
Capsules used in treating iacne, Melleril®, an anti-psychotic product used in treating anxiety, depression, and
other related disorders, and Tandene®, which contains acetaminophen used in treating fever, headaches, and
other minor aches and pains. Our branded generic products in Brazil are primarily marketed to pharmacies and
wholesalers. In addition, in February 2012, we acquired Probiotica, a company that markets a line of OTC sports
nutrition products and other food supplements in Brazil. Probiotica’s primary brands include Monster Extreme
Black™, containing amino acids, proteins, minerals, carbohydrates and caffeine, providing energy and muscle
strength, and 100% Pure Whey™, containing concentrated whey protein, amino acids and prebiotic formula,
recommended to build and recover muscles.

S‘butli'Africa — our ﬁrincipal products sold in South Africa are:

« Duromine® is a prescription weight loss drug that act through appetite suppression. Duromine® contains
the active ingredient, phentermine, in a once daily formulation.

* Cough and Cold OTC product ranges — we market a range of OTC products that relieve painful
conditions of the mouth and throat and also a range of products that provide relief of coughs sold under
the brand names Andolex® and Pholtex®, respectively.

; :
. » Andolex® is a market leading product range of lozenges, sprays and gargles for the treatment of sore
throats and other painful mouth conditions.

« Pholtex® is a market leading products consisting of syrups for the treatment of dry and chesty cough.
Asia — our principal products sold in Asia are:

¢ Cough and Cold OTC product ranges —we market a range of prescription and OTC products that
relieve painful conditions of the mouth and throat and also a range of products that provide relief of
coughs sold under the brand names Difflam® and Duro-Tuss®, respectively.

« Difflam® is a product range of lozenges, sprays and gargles for the treatment of sore throats and other
painful mouth conditions. ‘ '

. Du'ro-Tuss[® is a product range consisting of syrups for the treatment of dry cough and chest congestion.

* Tambocor® is a prescription medicine indicated for life-threatening ventricular tachycardia or ventricular
 fibrillation, and for the treatment of refractory supraventricular tachycardia. Tambocor® contains the
active ingredient flecainide acetate. ‘

» Norgesic® is a prescription medicine for the treatment of muscle spasms and tension headaches. It
contains the active ingredient orphenadrine and paracetamol. :



Planned Change in Segment Structure

- With the acquisition of Medicis in December 2012, we will ‘manage our business differently beginning in
2013. As a result, effective in 2013, we will have two operating segments: Developed Markets and Emerging
Markets. Developed Markets will include our U.S. promoted and neurology/other businesses, as well as our
Canada and Australia businesses. Emergmg Markets will include our Latin America, Central and Eastern
Europe, and Southeast Asxa/South Africa businesses.

For detailed information regarding the revenues, operatmg 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 Agreements

See note 5 of notes to consolidated financial statements in Item 15 of this Form 10-K for detailed
information regarding our License and Collaboration Agreement with GSK, joint ventures with Meda AB,
collaboration and option agreements with Bristol-Myers Squibb Company and collaboration agreements
assumed in connection with the Medicis acquisition.

Research and Development

Our research and development organization focuses on the development of preducts through clinical trials.
We currently have (or had during 2012) a number of compounds in clinical development including:
ezogabine/retigabine, Luliconazole; Metronidazole 1.3%, IDP-108, IDP-118 and certain life-cycle management
projects. Our research and ‘development expenses for the years ended December 31, 2012, 2011 and 2010 were
$79.1 million, $65.7 million and $68.3 million, respectively, excluding impairment charges.

As of December 31, 2012, approximately 400 employees (including regulatory affairs and quality assurance
employees) were mvolved in our research and development efforts.

For more information regarding our products in clinical development, see Item 7 titled “Management’s
Discussion and Analysis of Financial Condition and Results of Operation — Products in Development” of this
Form 10-K.

Trademarks, Patents and Proprietary Rights
Trademarks

We believe that trademark protection is an important part of establishing product and brand recognition.
We own a number of registered trademarks and trademark applications. U.S. federal registrations for
trademarks remain in force for 10 years and may be renewed every 10 years after issuance, provided the mark is
still being used in commerce.

Data and Patent Exclusivity

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

A patent is the grant of a property right which allows its holder to exclude others from, among other things,
selling the subject invention in, or importing such invention into, the jurisdiction that granted the patent. In the
U.S., Canada and the European Union, patents expire 20 years from the date of application. Weé have obtained,
acquired or in-licensed a number of patents and patent applications covering key aspects of our, principal
products. However, we do not consider any single patent material to our business as a whole.

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.




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.

Under the Orphan Drug Act, the FDA may designate a product as an orphan drug if it is a drug intended to
treat a disease or condition that affects populations of fewer than 200,000 individuals in the U.S. or a disease
whose incidence rates number more than 200,000 where the sponsor establishes that it does not realistically
anticipate that its product sales will be sufficient to recover its costs. The sponsor that obtains the first marketing
approval for a designated orphan drug for a given rare disease is eligible to receive marketing exclusivity for use
of that drug for the orphan indication for a period of seven years.

Proprietary Know-How

We also rely upon unpatented proprietary know-how and technological innovation in the development and
manufacture of many of our principal products.

Government Regulations

Government authorities in the U.S., at the federal, state and local level, in Canada and in other countries
éxtensively 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 and medical devices. The process of obtaining regulatory
approvals and the subsequent compliance with applicable 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 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 or medical devices for use by
humans. Regulation by other federal agencies, such as the Drug Enforcement Administration (“DEA”), and
state and local authorities in the United States; and by comparable agencies in cértain foreign countries, is also
required. The FTC, the FDA and state and local -authorities regulate the advertising of medical devices,
prescription drugs, over-the-counter- drugs and cosmetics. The Federal Food, Drug and Cosmetic Act, as
amended: (“FDCA”) and the regulations promulgated thereunder, and other federal and state statutes and
regulations, govern, among other things, the testing, manufacture, safety, effectiveness, labeling, storage, record
keeping, approval, sale, distribution, advertising and promotion of our products.-The FDA requires a Boxed
Warning (sometimes referred to as a “Black Box” Warning) for products that have shown a significant risk of
severe or life-threatening adverse events and similar warnings are also required to be displayed on the product in
certain other jurisdictions. ' '

Manufacturers of drug products and medical devices are required to comply with manufacturing
regulations, including current good manufacturing regulations enforced by the FDA and Health Canada and
similar regulations enforced by regulatory agencies outside the U.S. and Canada. In addition, we are subject 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,: Federal and Provincial marketing regulation in Canada and
similar regulations in 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 Medicaid programs and the ¢urtailment or restructuring of our operations. - '
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Environmental Regulation

We are subject to national, state and local environmental laws and regulations, including those governing
the handling and disposal of hazardous wastes, wastewater, solid waste and other environmiental matters. Our
development and manufacturmg activities mvolve the controlled use of hazardous matetials.

Marketing and Customers
Our four major geographic markets by country are: the us, Canada,ﬂPoland‘ and Australia.

The following table identifies external customers that accounted for 10% or more of our total revenue
during the year ended December 31, 2012: e f :

Percentage of

Total Revenue
2012
McKesson Corporation . ... ..........iiuttitutn et - 20%
Cardinal Health, Inc.... ~ .. .. ... .. e e e e e i bt e 20%

No other customer generated over 10% of our total revenues.

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 periodicals, exhibit products at medical conventions and sponsor medical
education symposia. SR

Competition
Competitive Landscape for Products and Products in Development

Our competitors include spemalty and large: pharmaceutical companies, blotechnology companies, OTC
companies and generic manwfacturers, both in the U.S., Canada and abroad. The dermatology competmve
landscape is highly fragmented, with a large number of mid-size and smaller companies competlng in both the
prescription sector and the OTC and casmeceutical sectors. Our competitors are.pursuing the development
and/or acqu1s1t10n of pharmaceuticals and OTG products. that target the same diseases and conditions that we
are targeting in dermatology, neurology and other therapeutic areas. Academic and other research and
development institutions may also develop products or technologies that compete with our products which
technologies and products may be acquired or licensed by our competitors.

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

Generic Competition -

We face increased competmon from manufacturers of generic ‘pharmaceutical products when patents
covering certain of our currently marketed products expire or are successfully challenged. Generic versions are
generally mgmﬁcantly 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. If 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. Mast 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 pharmaceuticals typically invest far less in research and development
than research-based pharmaceutical companijes 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
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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.

A number of our products already face generic competition, including Wellbutrin XL®, Ultram® ER and
Diastat®, all of which had generic competitors during 2012. In March 2012, a generic version of Cesamet® was
introduced by a competitor in Canada.

With the expiration of the last patent covering the Cardizem® CD 360mg SKU, we anticipate increased
generic competition for this dosage strength of this product, which currently only has one approved generic
competitor.

In the U.S., Zovirax® does not currently have generic competition, but is rot protected by patent or
regulatory exclusivity. Given the FDA’s draft guidance on acyclovir ointment, which would permit the approval
by the FDA of an ANDA for acyclovir ointment referencing Zovirax® ointment on the basis of in vitro studies
only, and the FDAs denial of our Citizen’s Petition with respect thereto, we anticipate that we may face
increased generic competition for this product. '

In addition, for a number of our products, we have commenced infringement proceedings against potential
generic competitors in the U.S. and Canada. If we are not successful in theée. proceedings, we may face increased
generic competition for these products. See note 24 of notes to consolidated financial statements in Item 15 of
this Form 10-K for additional details regarding such potential infringement proceedings.

Manufacturing

We currently operate 16 manufacturing plants worldwide. All of our manufacturing facilities that require
certification from the FDA, Health Canada or foreign agencies have obtained such approval.

We also subcontract the manufacturing of certain of our products, including products manufactured under
the rigpts acquired from other pharmaceutical companies. Generally, acquired products continue 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.

Products representing the majority of our product sales are produced by third party manufacturers under
toll manufacturing arrangements. o ;

In some cases, the principal raw materials, including active pharmaceutical ingredient, used by us (or our
third party manufacturers) for our various products are purchased in the open market or are otherwise available
from several sources. However, some of the active pharmaceutical ingredient and other raw materials are
currently available from a single source and others may in the future become available from only one source. In
addition, in some cases, only a single source of such active pharﬁ'l?iceutical ingredient is identified in filings with
regulatory agencies, including the FDA, and cannot be changed without prior regulatory approval. Any
disruption in the supply of any such active pharmaceutical ingredient or other raw material or an increase in the
cost of such material could adversely impact our ability to manufacture such products, the ability of our third
party manufacturers to supply us with such products, or our profitability. We attempt to manage the risks
associated with reliance on single sources of active pharmaceutical ingredient or other raw materials by carrying

additional inventories or, where possible, developing second sources of supply.

Employees

As of December 31, 2012, we had approximately 7,000 employees. These employees included approximately
3,300 in production, 2,700 in sales and marketing, 400 in research and development and 600 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 materially impeded our business operations.

Product Liability Insurance

We have product liability insurance to cover damages resulting from the use of our products. We have in
place clinical trial insurance in the major markets where we conduct clinical trials.
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Seasonality of Business

Historically, revenues from our business tend to be weighted slightly toward the second half of the year.
This trend is driven by ‘the third quarter “back to school” period which impacts ‘demand for certain of our
dermatology products. Further, sales in the fourth quarter tend to be higher based on the purchasing patterns of
our customer base. However, as we continue our strategy of selective acquisitions to expand our product
portfolio, there are no assurances that these historical trends will continue in the future.

Geographic Areas

A significant portion of our revenues is generated from operations or otherwise earned outside the U.S. and
Canada. All of our foreign operations are subject 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 Bermuda, Ireland, Luxembourg and
Switzerland, which 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. o '

Our filings may also be read and copied at the SEC’s Public Reference Room at 100 F. 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 investment 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 our securities.

Competitive Risks

We operate in an extremely éompetitive: industry. If comﬁetitor.sf develop or acquire moré effective or less costly drugs for
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 decline.

Many of our competitors, particularly large pharmaceutical companies, have substantially 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 relationships with our competitors. '

We have faced generic competition in the past and expect to face additional generic competition in the future. Generic
competition of our products 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.

Upon the expiration or loss of patent protection for our products, or upon the “at-risk” launch (despite
pending patent infringement litigation against the generic product) by a generic competitor of a generic version
of our products, we can lose a significant portion of sales of that product in a very short period, 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. S

Products representing a significant amount of our.revenue are not protected by patent or data exclusivity rights or are
nearing the end of their exclusivity period. ' : ;

A significant number of the products we sell have no meaningful exclusivity protection via patent or data
exclusivity rights or are protected by patents that will be expiring in the near future. 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 market value of our common
stock to decline. ' ' )

Acquisition-related Risks

We have grown at a very rapid pace. Our inability to properly manage or support this growth 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. o : : ‘ ' Lo :

i P

We have grown very rapidly 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.

t
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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..management and other
employee time, as well as substantial aut-of-pocket costs. In addition, there are a numher 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 result in a
negative perception by the market of us generally a‘nd a decline in the market price of our common shares; and
(ii) many costs relating to' the such transactions ’;ﬁay’ﬁ'g{ payable by us’ whether or not such transactions
are completed. ' R e e : "

If an acquisition is consummated (such as our recent acquisition of Medicis), the integration of the acquired
business, product or other assets into our ‘company may also be' complex and time-consuming and, if such
businesses, products and assets dre not successfully integrated, we may not achiéve the anticipated benefits,
cost-savings or growth opportunities. Potential’difficulties that may be ericountered fn the ifitegration process
include the following: = o A ’

* integrating personnel, operations and systems; while maiﬂiaining focus on selling and promoting existing
and newly-acquired products; co ‘ s
. * coordinating geographically dispersed organizations;
o distracting managemeént "aﬁd"gmploy§e§ ‘from operations;”
AT i Iy N PRI
* retaining existing customers and attracting new customers; and
* managing inefficiencies associated with integrating the aperations of the.Company. .
Furthermore, these acquisitions 4 d otBiet 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 artangement. 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. .. .

Tax-related Risks " C "

PEYT]

Our effective tax rates may increase. . M

We have operations in various countriés- that have differing tax laws and rates. Our tax reporting is
supported by current domestic tax laws in the ¢Ountries 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 incorie ezfrﬁéd“éffnodg the
different jurisdietions in which.we operate; changes.in. tax laws.inithese jurisdictionsi.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 amiunt of net income earned in our various operating
jurisdictions, the availability: of -benefits unden tax treaties; and. the rates of taxes payable in respect of that
income. We enter into many transactions and rarrangements in. the ordinary.course of business in respect, of
which the tax treatment is not -entirely: certain.' We. theérefore 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
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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.

Debt-related Risks

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 acquisitions (including our
acquisition of Medicis). 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 on favorable terms or at all;

e 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;

« the allocation of a substantial portion of our cash flow from operations to service our debt, thus reducing
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 additional capital
resources; and

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

In January 2012, Moody’s Investor 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). On September 5, 2012, following the announcement of our planned acquisition of
Medicis, Standard & Poor’s reaffirmed our Corporate Family rating (BB) and our senior unsecured debt rating
(BB—). On September 13, 2012, 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
would increase our cost of borrowing and may negatively affect our ability to raise additional debt capital.

To service our debt, we will be required to generate a significant amount of cash. Our ability to generate cash depends on
many factors beyond our control, and any failure to meet our debt service obligations could harm our business, financial
condition and results of operations.

We have a significant amount of indebtedness. Our ability to satisfy our debt obligations will depend
principally upon our future operating performance. As a result, prevailing economic conditions and financial,
business and other factors, many of which are beyond our control, will affect our ability to make payments on
our debt. If we do not generate sufficient cash flow to satisfy our debt service obligations, we may have to
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undertake alternative financing plans, such as refinancing or restructuring our debt, selling assets, reducing or
delaying capital investments or seeking to raise additional capital. Qur ability to restructure or refinance our
debt will depend on the capital markets-and our financial condition at such time. Any refinancing of our debt
could be at higher interest rates and may require us to comply with more onerous covenants, which could further
restrict our business operations. Our inability to generate sufficient cash flow to satisfy our debt service
obligations or to refinance our obligations on commercially reasonable terms, would have an adverse effect,
which could be material, on our busmess financial posrtlon results of operations and cash flows.

Repayment of our indebtedness.is dependent on the generation of cash flow by our subsidiaries and their
ability to make such cash available to us, by dividend, debt repayment or otherwise. Our subsidiaries may not be:
able to, or may not be permitted to, make distributions to enable us to make payments in respect of our
indebtedness. Each subsidiary is a distinct legal entity and, under certain circumstances, legal and contractual
restrictions may limit our ability to obtain cash from our subsidiaries. Certain non-guarantor subsidiaries include
non-U.S. subsidiaries that may be prohibited by law or other regulations from distributing funds to us and/or we
may be subject to payment of repatnatron taxes and withholdings. In the event that we do not receive
distributions from our subsidiaries or receive cash via cash repatriation strategles for services rendered and
intellectual property, we may be unable to make requlred principal and interest payménts on our 1ndebtedness

We are exposed to risks related to interest rates.

Our Credit Facility bears interest based on U. S dollar London Interbank Offenng Rates or U.S. Prime
Rate, or Federal Funds effective rate. Thus, a change in the short-term interest rate environment 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, 2012, we do not have any outstanding interest rate
swap contracts. ‘

Risks related to the International Scope of our Business

Our business, financial condltwn and results of operations are subject to risks ansmg Jrom the international : scope of
our operations. - :

We conduct a significant portion of our business outside the U.S. and Canada and, in light 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, among other things:

* difficulties in coordinating and managing foreign operations, including ensurmg that foreign operations
- comply with foreign laws as well as U.S. laws applicable to U.S. companies with foreign operations, such
as export laws and the U.S. Foreign Corrupt Practices Act, or FCPA,

* price and currency exchange controls;

* credit market uncertainty;

* political and-economic instability;

* compliance with multiple regulatory regimes;

* differing de'gr'ees of protection for intellectual property;

* unexpected changes in foreign regulatory requirements, mcludmg quality standards and other
certification requirements;

i 'new export llcense requlrembents ‘
* adverse changes in tariff and trade protectlon measures;
= differing labor regulations;
e potentially negative 'conseq'u'ences from changes in or interpretations of tax laws;

* restrictive governmental actions;
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* possible nationalization or expropriation;

e restrictions on the repatriation of funds; .

« difficulties with licensees, contract counterparties, or other commercial partners; and
« differing local product preferences and product requirements.

Any of these factors, or any other international factors, 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.

Due to the large portion of our business conducted in currency other than U.S. dollars, we have significant foreign
currency risk. : ‘ : 5

We face foreign currency exposure on the tramslation into U.S. dollars of the financial results of our
operations in Poland and other Eastern European countries, Canada, Australia, Latin America and Southeast
Asia. 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. In addition, the repurchase of principal under our U.S. dollar denominated debt
may result in foreign exchange gains or losses for Canadian income tax purposes. One half of any foreign
exchange gains or losses will be included in our Canadian taxable income. Any foreign exchange gain will result
in a corresponding reduction in our available Canadian Non-Capital Losses, Scientific Research and
Experimental Development Pool, and/or Investment Tax Credit carryforward balances.

The general business and economic conditions in the U.S., Canada, Central and Eastern Europe, Australia, Latin
America and other countries in which we conduct business could have a material adverse impact on our liquidity and
capital resources, revenues and operating results, which could cause the market value of our common stock to decline.

We may be impacted by general economic conditions 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 to decline, which would 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 operations and could cause the market value of our common
stock to decline. : : . :

Employment-related Risks

We must continue to retain, motivate and recruit executives and other key employees, and failure to do so 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 must continue to retain, motivate and recruit executives, including our Chief Executive Officer, J.
Michael Pearson, and other key employees. A failure by us to retain 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.

Risks related to Legal Proceedings

We may become inyqued in infringement actions which are uncertain, costly and time-consuming and 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.

The pharmaceutical industry historically 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
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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 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 actions are costly and divert technical and management personnel from their normal
responsibilities.

If our products cause, or are alleged to cause, serious or widespread personal injury, we may have to withdraw those
products from the market and/or incur significant costs, including payment of substantial sums in damages, and we 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 complaints and/or incurring significant costs, including the
requirement 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 operations and could cause the market value of
our common stock to decline. Our product liability insurance coverage may not be sufficient to cover our clalms
and we may not be able to obtain sufficient coverage at a reasonable cost in the future.

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 proceedings. Defending against claims and any unfavorable legal decisions,
settlements or orders 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.

Regulatory Risks -

Obtaining necessary government approvals is time consuming and not assured.

The FDA and Health Canada 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, Health Canada 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 which we can market a product,
or require onerous risk management programs.

Our markéted drugs will be sﬂbject 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 Health-Canada 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 products 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 Heaith Canada may require a company to conduct additional clinical trials,
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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 marketing, promotional and pricing practices, as well as the manner in which sales forces interact with purchasers,
prescribers and patients, are subject to extensive regulation and any material failure to comply could result in significant
sanctions against us. . : - : Vo

The marketing, 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
and Medicis, have been the subject of claims related to these practices asserted by federal authorities. These
claims have resulted in fines and other consequences. We ar¢ 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.

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, Health Canada 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 administrative remedies as well as criminal sanctions. In addition,
management’s attention could be diverted from our business operations and our reputation could be damaged.

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

We and our development partners, as applicable, conduct extensive preclinical studies 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 pipeling products. Preclinical studies and clinical trials are expensive, can take many years and
have uncertain outcomes. e ; e :

For certain of our products, we depend on '(jeimbursement from third party payors and a reduction in the extent of
reimbursement could reduce our product sales and revenue. B ' '

Sales of certain of our products are dependent, in part, on the availability and extent of reimbursement
from government health administration authorities, private health insurers and other organizations and our
continued participation in such prog;amé. Changes in government regulations or private third-party payors’
reimbursement policies may reduce r'e\imbursement for our products and adversely affect our future results.

Failure to be included in formularies developed by managed care organizations and other organizations may negatively
impact the utilization of our products, which could harm our market share and negatively impact our business, financial
condition and results of operations. ' o '

Managed care organizations and other third-party payors try to negotiate the pricing of medical services
and products to control their costs. Managed care organizations and pharmacy benefit mahagers typically

develop formularies to teduce their cost for medications. Fotmalaries can be based on the prices and therapeutic
benefits of the available products. Due to theif lower costs, generic products are often favored. The breadth of
the products covered by formularies. varies considerably from one managed care organization to another, and
many formularies include alternative and competitive products for treatment of particular medical conditions.
Failure to be included in such formularies or to achieve favorable formulary status may. negatively impact the
utilization of our products. If our products are not included within an adequate number of formularies or
adequate reimbursement levels. are not provided, or if those policies increasingly favor generic products, our
market share and gross margins could be harmed, as could our business, financial condition, results of
operations and cash flows. :
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Manufacturing and Supply: Risks

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 and supply difficulties or delays may also adversely
affect our business, financial condition and results of operations 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, récall 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 equlpment 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 urtil 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
business, financial condition and results of operations and could cause the market value of our common stock
to decline.

~ 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 tlmely 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.

The supply of our products to our customers is subject to and dependent upon the use of transportatlon
services. Disruption of transportation services 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.

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 tmpeded 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 humber 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 condition and results of operations and could cause the market value of our common
stock to decline.
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Commercialization and Distribution Risks

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

Even if we are able to obtain and maintaint‘regulatory approvals for our new pharmaceutical products,
generic or branded, the success of these products is dependent upon achieving and maintaining market
acceptance. Commercializing products is time consuming, expensive 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
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 effectively at the retail level or in the appropriate setting of care.

‘Further, the discovery of significant 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 about our products, or products similar to our products, could negatively impact
demand for our products due to:real or perceived side effects or uncertainty regarding efﬁcacy and, in some
cases, could result in product withdrawal. :

Our business may be impacted by seasonality, which may cause orcr operating results and financial condition to fluctuate.

Demand for certain of our products may be impacted by seasonality. In particular, demand for certain of
our dermatology products tends to increase during the third quarter “back to school” period. In addition, sales
in the fourth quarter tend to be higher based on the purchasing patterns of our customer base. This seasonality
may cause our operating results to fluctuate. Furthermore, there are no assurances that these historical trends
will continue in the future. ' '

We have entered into distribution agreements with other companies to distribute certain of our products at supply prices
based on net sales. Declines in the pricing and/or 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
operanons and could cause the market value of our common stock to decline.

Certain of our generic products and certarn 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 ata
supply price typically based on net sales. Our ability to control prlcmg 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 condition and results of operations and could cause the market
value of our common stock to decline.
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Risks related to Specific Legislation and Regulations .

We are subject to various laws and regulations, including ‘fraud and abuse” laws, anti-bribery laws, environmental laws
and privacy and security regulations, and a failure to comply with such laws and regulations or prevail in any litigation
related to noncompliance could have a material adverse impact on our busmess, financial condmon and results of
operations and coald cause the market value of our common stock to decline.

Pharmaceutrca} and. brotechnology compames have faced lawsuits and mvestrganons pertaining to vrolatlons
of health care “fraud and abuse” laws, such as the federal False Claims Act, the federal Anti-Kickback:Statute,
the U.S. Foreign Corrupt Practices Act (“FGPA”) 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
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 compames to have
comprehenswe compliance programs and to disclose certain payments made to healthcare providers or funds
spent on marketing and promotion of drug products. While we have developed corporate compliance programs
based on what we believe to be current best practices, we cannot assure you that we or our employees or agents
are or will be in compliance with all applicable federal, state or foreign regulations and laws. 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,
including 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 pendlties 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.

We are subject to laws and regulatlons concernmg the environment, safety matters, regulation of chemicals
and product safety in the countries where we manufacture and sell our products or otherwise operate opur
business. These requirements include regulation 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 environsiental 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 regulatlon related to occupational safety and health, product
registration and environmental protection. Such leglslatlon and regulations are complex and constantly
changing, and future changes in laws or regulatrons may require us to install additional controls for certain of
our emission sources, to unidertake changes in our manufacturing processes o or to remediate soil or groundwater
contamination at facilities'where 'such cleanup is not currently required.

We are also subject to various privacy and security regulations, including but not limited to the Health
Insurance Portability and Accountability Act of 1996, as amended by the Health Information Technology for
Economic and Clinical Health Act of 2009 (as amended, “HIPAA”). HIPAA mandates, among other things, the
adoption of uniform standards for the electronic exchange of information in common health care transactions
(e.g., health care claims information and plan eligibility, referral certification and authorization, claims status,
plan enrollment, coordination of benefits and related information), as well as standards relating to the privacy
and security of individually identifiable health information, which require the adoption of administrative,
physical and technical safeguards to protect such information. In addition, many states have enacted comparable
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laws addressing the privacy and security of health information, some of which are more stringent than HIPAA.
Failure to comply with these laws can result in the imposition of significant civil and criminal penalties. The costs
of compliance with these laws and the potential liability associated with the failure to comply with these laws
could adversely affect our financial condition, results of operations and cash flows.

Legislative 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.
The Patient Protection and Affordable Care Act, as amended by the Health Care and Education Reconciliation
Act. of 2010 (the “Health Care Reform-Act”) may affect the operational results of companies in the
pharmaceutical industry, including the Company and other healthcare related industries, by imposing on them
additional costs. Effective January 1, 2010, the Health Care Reform Act 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 has the potential to affect the amount of our Medicaid drug
rebates to states. Beginning in 2011, the law imposed a significant annual fee on companies that manufacture or
import branded prescription drug products.

The Health Care Reform Act also added substantial new provisions affecting compliance, some of which
may require us to modify our business practices with health care practitioners. Pharmaceutical manufacturers
are required in 2013 to comply with the federal Physician Payments Sunshine Act, which was passed as part of
the Act and requires pharmaceutical companies to monitor and report payments, gifts, the provision of samples
and other remuneration made to physicians and other health care professionals and health care organizations.

We are unable to predict the future course of federal or state health care legislation. A variety of federal
and state agencies are in the process of implementing the Health Care Reform Act, including through the
issuance of rules, regulations or guidance that materially affect our business. The risk of our being found in
violation of these rules and regulations is increased by the fact that many of them have not been fully interpreted
by applicable regulatory authorities or the courts, and their provisions are open to a variety of interpretations.
The Health Care Reform Act and further changes to health care laws or regulatory framework that reduce our
revenues or increase our costs could also have a material adverse effect on our business, financial condition and
results of operations and cash flows, and could cause the market value of our common stock to decline.
Other Risks
Our operating results and financial condition may fluctuate.

Our operating results and financial condition may fluctuate from quarter to quarter for a number of
reasons. The following events or occurrences, among others, could cause fluctuations in our financial
performance from period to period:

* development and launch of new competitive products;

* the timing and receipt of FDA approvals or lack of approvals;
* costs related to business development transactions;

* changes in the amount we spend to promote our products;

« delays between our expenditures to acquire new products, technologies or businesses and the generation
of revenues from those acquired products, technologies or businesses;

* changes in treatment practices of physicians that currently prescribe certain of our products;
* increases in the cost of raw materials used to manufacture our products;
* manufacturing and supply interruptions;

* our responses to price competition;
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* expenditures as a result of legal actions, including the defense of our' patents and other mtelléctﬁal
property; ‘ ‘
* market acceptance of our products; . ‘ . B K

* the timing of wholesaler and distributor purchases;

Ty oo

* increases in insurance rates for existing products and the cost of insurance for new products; -
* general economic and industry cornditions; and > '
‘e changes in seasonality of demand for certain of our products.

As a result, we believe that quarter-to-quarter comparisons of results from operations or any other $imilar
period-to-period comparisons, should not-be construed as reliable indicators of our: future performance. Fhe
above factors may cause our operating results to fluctuate and adversely affect our financial condition and
results of operations. In any quarterly period, our results may be below the expectations of market analysts and
investors, which would likely cause the trading price of our ¢common stock to decrease

Item 1B. Unresolved Staff Comments ‘ : B ¢

None.
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Item 2. Properties

We believe that we have sufficient facilities to conduct our operations during 2013. The following table lists
the location, use, size and ownership interest of our principal properties:

Owned Approximate

or Square

Location Purpose Leased Footage

Montreal, Quebec, Canada .......... Corporate Headquarters Leased 79,000

Bridgewater, New Jersey ............ Administration Leased 110,000

Christ Church, Barbados® . . ......... Commercial, IP and strategic planning Owned 23,000

U.S. Dermatology and U.S. Neurology and

Other

Petaluma, California ............... Offices and laboratories Leased 50,000

Scottsdale, Arizona . ............... Offices Leased 150,000

Horsham, Pensylvania .............. Office Leased 19,000

Canada and Australia

Richmond Hill, Ontario, Canada . ..... Offices, manufacturing and warehouse Leased 72,000
facility

Montreal, Quebec, Canada .......... Offices, manufacturing and warehouse Owned 94,000
facility

Steinbach, Manitoba, Canada . .. ... ... Offices, manufacturing and warehouse Owned 250,000
facility

Laval, Quebec, Canada ............. Offices, manufacturing and distribution Owned 337,000
facility

Chatswood, Sydney, Australia......... Offices Leased 7,000

Emerging Markets

Mexico City, Mexico . .............. Offices and manufacturing facility Owned 98,000

Mexico City, Mexico ............... Offices and manufacturing facility Owned 161,000

Estado de Mexico, Mexico . .......... Distribution facility Leased 117,000

San Juan del Rio, Mexico ........... Manufacturing facility Owned 144,000

Indaiatuba, Brazil ................. Manufacturing facility Owned 178,000

Sao Paulo, Brazil . . ................ Manufacturing facility Owned 45,000

Embu,Brazil..................... Offices, manufacturing and distribution Leased 68,000
facility

Jelenia Gora, Poland . .............. Offices, laboratories and manufacturing Owned 452,000
and warehouse facility

Rzeszow, Poland . ................. Offices, laboratories and manufacturing Owned 407,000
facility

Ksawerow, Poland . . ............... Offices and manufacturing facility Owned 66,000

Kaunas, Lithuania .. ............... Offices and manufacturing facility Owned 86,000

Belgrade, Serbia .................. Offices and manufacturing facility Owned 163,000

Belgrade, Serbia .................. Offices, manufacturing and warehouse Leased 154,000
facility

(1) In January 2013, this facility was sold.
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.
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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. , : 1 : . ; :

Item 4. Mine Safety Disclosures
* Not applicable.
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PART 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities
Market Information
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
$ $ C$ C$
2012
First QUArter. . . . o oottt ittt it 55.80 45.52 5524 4532
Second QUATTET . . . .. vt i ittt e 59.94 4247 5898 43.99
Third qUArter . . ... ..ot e 61.11 4401 59.88 45.07
Fourth quarter .. ....... ... ittt 61.10 5250 60.73 52.29
2011
First QUATtEr. . . . ..ottt e 51.13 28.06 49.62 28.82
SECONd QUATTET . . . oottt e e 55.00 47.28 53.38 45.05
Third quUarter . ... ... ot e e 5724 3412 5428 3527
FOUrth QUATLET . . . oot ittt et aeas 4758 32.05 4829 3391

Source: NYSEnet, TSX Historical Data Access

Market Price Volatility of Common Shares

Market prices for the securities of pharmaceutical and biotechnology companies, including 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 approximate number of holders of record of our common shares as of February 22, 2013 is 2,447.

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 8-stock Custom Composite Index for the
five years ended December 31, 2012, in all cases, assuming reinvestment of dividends. T he Custom Composite
Index consists of Allergan, Inc.; Endo Pharmaceuticals Holdings Inc.; Forest Laboratories, Inc.; Gilead
Sciences, Inc.; Mylan Inc; Perrigop Company; Shire Pharmaceuticals Group plc and Watson
Pharmaceuticals, Inc.
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No dividends were declared or paid in 2012 and 2011. During 2010, we declared and paid dividends per

common share as follows:

Date Declared Dividend per share Payment Date
February 25,2010. . . ... ...t it e e e $ 0.09 April 5, 2010

May 6,2010.......... e e e e e $0.095 July 5, 2010
August 5,2010 . . . .. oo e $0.095 October 4, 2010
November 4, 2010 . ... ... it it i e e $ 1.00 December 22, 2010
L 1 - $1.280

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,
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 dividend 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 Third Amended
and Restated Credit and Guaranty Agreement include restrictions on the payment of dividends.

See Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operation —
Selected Financial Information — Cash Dividends”, for additional details about our dividend payments.
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Restrictions on Share Ownership by Non-Canadians

" There are no limitations under the laws of Canada or in our organizational documents on the right of
foreigners to hold or vote securities of our Company, except that the Investment Canada Act (Canada)
(the “Investment Canada Act”) may require review and approval by the Minister of Industry (Canada) of certain
acquisitions of “control” of our Company by a “non-Canadian”. ’

Investment Canada Act

» An acquisition of control of a Canadian business by a non-Canadian is either reviewable (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 prescribed 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
undertakings that may have been given by the non-Canadian acquirer.

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 grounds 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 binding undertakings to remove the national security concern.

Competition Act

Part IX of the Competition Act (Canada) (the “Competition 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 Commissioner before the transaction can
be completed.

All mergers, regardiess 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 Commissioner may not make an application to the
Competition Tribunal under Section 92 of the Competition Act more than one year after the merger has been
substantially completed.

Exchange Controls

Canada has no system of exchange controls. There are no Canadian restrictions 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 securities, except as discussed in “Taxation” below.

Taxation
Canadian Federal Income Taxation

The following discussion is a summary of the principal Canadian federal income 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,

29



resident in Canada and is eligible for benefits under the U.S. Treaty (a “U.S. Holder”). Special 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 legislation 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 consuit their own tax advisors wnth respect to
their own particular circumstances.

Gains on Disposition of Common Shares

In general, a U.S. Holder will not be subject to tax under the Canadian Tax Act on capital gains arising on
the disposition of such holder’s common shares unless the common shares are “taxable Canadian property” to
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 Canadian 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.

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 paid or credited on the co