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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

R QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended March 25, 2005

OR

£ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

COMMISSION FILE NUMBER 1-10269
ALLERGAN, INC.

(Exact name of Registrant as Specified in its Charter)

DELAWARE 95-1622442
(State or Other Jurisdiction of (IR.S. Employer
Incorporation or Organization) Identification No.)
2525 DUPONT DRIVE, IRVINE, CALIFORNIA 92612
(Address of Principal Executive Offices) (Zip Code)

(714) 246-4500
(Registrant s Telephone Number,
Including Area Code)

Indicate by a check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes R No £

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act).
Yes R No £

As of April 20, 2005 there were 134,254,772 shares of common stock outstanding (including 3,822,742 shares held in
treasury).
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PARTI FINANCIAL INFORMATION
Item 1. Financial Statements

Allergan, Inc.

Unaudited Condensed Consolidated Statements of Earnings

(in millions, except per share amounts)

Product Sales
Net sales
Cost of sales

Product gross margin
Operating costs and expenses
Selling, general and administrative

Research and development
Restructuring charge

Operating income

Non-operating income (expense)

Interest income

Interest expense

Unrealized gain (loss) on derivative instruments, net
Other, net

Earnings before income taxes and minority interest
Provision for income taxes
Minority interest (income) expense

Net earnings

Earnings per share:

Table of Contents

Three months ended

March
25,
2005

$ 527.2
94.1

433.1
210.3

82.0
274

113.4

5.5
4.5)
0.1
4.5
5.6
119.0
39.2
0.1)

$ 799

March 26,
2004

$ 4724
87.6

384.8

180.6
86.1

118.1

2.0
3.7
0.1)
0.1)
(1.9)

116.2
35.1
0.3

$ 80.8



Edgar Filing: ALLERGAN INC - Form 10-Q
Basic $ 061 $ 0.62

Diluted $ 0.60 $ 0.60

See accompanying notes to unaudited condensed consolidated financial statements.
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Allergan, Inc.

Unaudited Condensed Consolidated Balance Sheets
(in millions, except share data)

ASSETS
Current assets:
Cash and equivalents
Trade receivables, net
Inventories
Other current assets

Total current assets

Investments and other assets
Deferred tax assets

Property, plant and equipment, net
Goodwill

Intangibles, net

Total assets

LIABILITIES AND STOCKHOLDERS
Current liabilities:
Notes payable
Accounts payable
Accrued expenses
Income taxes

Total current liabilities

Long-term debt

Long-term convertible notes, net of discount
Other liabilities

Commitments and contingencies

Minority interest

Stockholders equity:

Preferred stock, $.01 par value; authorized 5,000,000 shares; none issued
Common stock, $.01 par value; authorized 300,000,000 shares; issued 134,255,000

shares

Additional paid-in capital
Accumulated other comprehensive loss
Retained earnings

Table of Contents

EQUITY

March 25,

$

$

$

2005

864.5
267.5

98.2
144.5

1,374.7
236.7
113.9
458.7

8.5
56.1

2,248.6

8.1
111.1
2727

71.8

463.7

56.8
515.2
1154

24

1.3

385.1
(49.2)

1,045.1

$

$

$

December
31,
2004

894.8
243.5

89.9
147.8

1,376.0
230.0
115.7
468.5

8.7
58.1

2,257.0

13.1
97.9
255.6
93.0

459.6

56.5
513.6
108.6

2.5

1.3
387.1
45.7)
982.5
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1,382.3 1,325.2
Less treasury stock, at cost
(3,847,000 and 2,838,000 shares) (287.2) (209.0)
Total stockholders equity 1,095.1 1,116.2
Total liabilities and stockholders equity $ 2,248.6 $ 2,257.0

See accompanying notes to unaudited condensed consolidated financial statements.
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Allergan, Inc.

Unaudited Condensed Consolidated Statements of Cash Flows

(in millions)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net earnings

Non-cash items included in earnings:

Depreciation and amortization

Amortization of original issue discount and debt issuance costs

Deferred income taxes

Loss on investments and disposal of fixed assets
Unrealized (gain) loss on derivative instruments
Expense of compensation plans

Minority interest (income) expense
Restructuring charge

Changes in assets and liabilities:

Trade receivables

Inventories

Other current assets

Accounts payable

Accrued expenses

Other liabilities

Income taxes

Other non-current assets

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Additions to property, plant and equipment
Proceeds from sale of property, plant and equipment
Additions to capitalized software

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Dividends to stockholders

Net repayments under commercial paper obligations
Net (repayments) borrowings of notes payable

Table of Contents

Three months ended

March
25,
2005

$ 799

17.0
24
1.6

0.1
3.7
0.1
274

(27.3)

9.0
29
14.0

9.2)
6.9

(19.1)
0.1

90.9

(11.5)

(3.3)

(13.9)

(13.1)

(4.6)

March 26,
2004

80.8

16.7
1.8

0.6
0.1
32
0.3

(61.5)
(6.6)
0.4)
(7.2)

8.3

8.0
10.2
(6.4)

47.9
1s.1)
(3.0)

(18.1)

(11.8)
(10.4)
4.0
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Sale of stock to employees 3.9 49.8
Payments to acquire treasury stock (94.3) (1.7)
Net cash (used in) provided by financing activities (108.1) 29.9
Effect of exchange rate changes on cash and equivalents 0.8 1.0
Net (decrease) increase in cash and equivalents (30.3) 60.7
Cash and equivalents at beginning of period 894.8 507.6
Cash and equivalents at end of period $ 864.5 $ 5683

Supplemental disclosure of cash flow information

Cash paid for:
Interest (net of capitalization) $ 3.1 $ 1.3
Income taxes, net of refunds $ 553 $ 26.5

See accompanying notes to unaudited condensed consolidated financial statements.
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Allergan, Inc.

Notes to Unaudited Condensed Consolidated Financial Statements

1. In the opinion of management, the accompanying unaudited condensed consolidated financial statements
contain all adjustments necessary (consisting only of normal recurring accruals) to present fairly the financial
information contained therein. These statements do not include all disclosures required by accounting principles
generally accepted in the United States of America (GAAP) for annual periods and should be read in conjunction with
the Company s audited consolidated financial statements and related notes for the year ended December 31, 2004. The
Company prepared the condensed consolidated financial statements following the requirements of the Securities and
Exchange Commission for interim reporting. As permitted under those rules, certain footnotes or other financial
information that are normally required by GAAP can be condensed or omitted. The results of operations for the three
months ended March 25, 2005 are not necessarily indicative of the results to be expected for the year ending

December 31, 2005 or any other period(s).

Reclassifications
Certain reclassifications of prior year amounts have been made to conform with the current year presentation.
Stock-Based Compensation

As allowed by Statement of Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation, the
Company has elected to continue to apply the intrinsic-value-based method of accounting. Under this method, the
Company measures stock-based compensation for option grants to employees assuming that options granted at market
price at the date of grant have no intrinsic value. The Company s contributions of common stock related to the
Company s savings and investment plans are measured at market price at the date of contribution. Restricted stock
awards, including restricted stock units, are valued based on the market price of a share of nonrestricted stock on the
grant date. No compensation expense has been recognized for stock-based incentive compensation plans other than for
the contributions of common stock to the Company s savings and investment plans and the restricted stock awards
under both the incentive compensation plan and the non-employee director equity incentive plan. Had compensation
expense for the Company s stock options under the incentive compensation plan and the non-employee director equity
incentive plan been recognized based upon the fair value of awards granted, the Company s net earnings would have
been reduced to the following pro forma amounts:

Table of Contents 10
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Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

Three months ended

March

25, March 26,
(in millions, except per share amounts) 2005 2004
Net earnings, as reported $ 799 $ 80.8
Add stock-based compensation expense included in reported net earnings, net of tax 2.2 2.0
Deduct stock-based compensation expense determined under fair value based method, net
of tax (10.5) (10.9)
Pro forma net earnings $ 71.6 $ 71.9
Earnings per share:
As reported basic $ 0.61 $ 0.62
As reported diluted $ 0.60 $ 0.60
Pro forma basic $ 055 $ 0.55
Pro forma diluted $ 054 $ 0.54

These pro forma effects are not indicative of future amounts. The Company expects to grant additional awards in
future years. (See New Accounting Standards Not Yet Adopted in Note 2 below for a discussion of Statement of
Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment).

2. Recently Adopted Accounting Standards

In December 2004, Financial Accounting Standards Board Position 109-2 (FASB Staff Position 109-2) was
issued and is effective upon issuance. FASB Staff Position 109-2 establishes standards for how an issuer accounts for
a special one-time dividends received deduction on the repatriation of certain foreign earnings to a U.S. taxpayer
pursuant to the American Jobs Creation Act of 2004 (the Act). The Financial Accounting Standards Board
(FASB) staff believes that the lack of clarification of certain provisions within the Act and the timing of the enactment
necessitate a practical exception to the Statement of Financial Accounting Standards No. 109, Accounting for Income
Taxes (SFAS No. 109), requirement to reflect in the period of enactment the effect of a new tax law. Accordingly, an
enterprise is allowed time beyond the financial reporting period of enactment to evaluate the effect of the Act on its
plan for reinvestment or repatriation of foreign earnings for purposes of applying SFAS No. 109. The Company
currently has no plans to change its policy regarding indefinite reinvestment of unremitted earnings in the Company s
foreign operations. However, the Company is evaluating the Act s provisions relating to incentives to reinvest foreign
earnings in the United States, which require a domestic reinvestment plan to be created and approved by the
Company s board of directors before executing any repatriation activities. At this time, the Company has not
completed its evaluation. The Company expects to complete its evaluation by the end of the Company s third fiscal
quarter of 2005. The range of reasonably possible amounts of unremitted foreign earnings that may be considered for
repatriation under the provisions of the Act is currently between zero and $674 million. The

7
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Allergan, Inc.

Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

related range of estimated income tax effects on such repatriation is currently between zero and $60 million.

In October 2004, the FASB ratified the consensuses reached by the Emerging Issues Task Force (EITF) in EITF Issue
No. 04-8, The Effect of Contingently Convertible Instruments on Diluted Earnings per Share (EITF 04-8), which
became effective for reporting periods ending after December 15, 2004. EITF No. 04-8 requires all instruments that
have embedded conversion features, including contingently convertible debt, that are contingent on market conditions
indexed to an issuer s share price to be included in diluted earnings per share computations, if dilutive, regardless of
whether the market conditions have been met. The Company adopted the provisions of EITF No. 04-8 in its fourth
fiscal quarter of 2004. All prior period diluted earnings per share amounts have been restated to conform to the
guidance in EITF No. 04-8.

In December 2004, Financial Accounting Standards Board Position 109-1, or FASB Staff Position 109-1, was issued
and is effective upon issuance. FASB Staff Position 109-1 requires the Company to treat the effect of a newly enacted
U.S. tax deduction, beginning in 2005, for income attributable to United States production activities as a special
deduction, and not a tax rate reduction, in accordance with SFAS No. 109. The Company adopted the provisions of
FASB Staff Position 109-1 in its first fiscal quarter of 2005. The adoption did not have a material effect on the
Company s unaudited condensed consolidated financial statements.

New Accounting Standards Not Yet Adopted

In December 2004, Statement of Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment
(SFAS No. 123R), was issued. SFAS No. 123R is effective for entities that do not file as small business issuers as of
the beginning of the first fiscal year that begins after June 15, 2005, which is the Company s first fiscal quarter of
2006. SFAS No. 123R requires companies to recognize in the income statement the grant-date fair value of stock
options and other equity-based compensation issued to employees. SFAS No. 123R sets accounting requirements for
measuring, recognizing and reporting share-based compensation, including income tax considerations. In general,
SFAS No. 123R does not express a preference for a type of valuation model for measuring the grant date fair value,
generally requires equity- and liability-classified awards to be recognized in earnings over the requisite service period,
generally the vesting period for service condition awards, allows for a one-time policy election regarding one of two
alternatives for recognizing compensation cost for grant awards with graded vesting, and requires the use of the
estimated forfeitures method. Upon adoption of SFAS No. 123R, the Company will begin recognizing the cost of
stock options using the modified prospective application method whereby the cost of new awards and awards
modified, repurchased or cancelled after the required effective date and the portion of awards for which the requisite
service has not been rendered (unvested awards) that are outstanding as of the required effective date shall be

8
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Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

recognized as the requisite service is rendered on or after the required effective date. Because the Company
historically accounted for share-based payment arrangements under the intrinsic value method of accounting, the
Company will continue to provide the disclosures required by Statement of Financial Accounting Standards No. 123
until the effective date of SFAS No. 123R, regarding pro forma net earnings and basic and diluted earnings per share,
had compensation expense for the Company s stock options been recognized based upon the fair value for awards
granted.

3. Restructuring Charges and Transition/Duplicate Operating Expenses

Restructuring and Streamlining of European Operations

Effective January 2005, the Company s Board of Directors approved the initiation and implementation of a
restructuring of certain activities related to the Company s European operations. The restructuring seeks to optimize
operations, improve resource allocation and create a scalable, lower cost and more efficient operating model for the
Company s European research and development (R&D) and commercial activities. Specifically, the restructuring
anticipates moving key European R&D and select commercial functions from the Company s Mougins, France and
other European locations to the Company s Irvine, California, High Wycombe, U.K. and Dublin, Ireland facilities and
streamlining functions in the Company s European management services group.

Under applicable law, the proposed restructuring requires consultations and, in certain cases, negotiations with
European and national works councils, other management/labor organizations and local authorities. The restructuring
steps to be implemented and their ultimate cost will depend in part on the outcome of such consultations and
negotiations.

The Company anticipates incurring restructuring charges and charges relating to severance, relocation and one-time
termination benefits, payments to public employment and training programs, implementation, transition, capital and
other asset-related expenses, duplicate operating expenses and contract termination costs in connection with the
restructuring. The Company currently estimates that the pre-tax charges resulting from the restructuring, including
transition and duplicate operating expenses, will be between $40 million and $53 million and capital expenditures will
be between $5 million and $7 million. The Company began to incur these amounts beginning in the first quarter of
2005 and expects to continue to incur them up through and including the second quarter of 2006. Of the total amount
of pre-tax charges and capital expenditures, approximately $45 million to $58 million are expected to be cash
expenditures.

The foregoing estimates are based on assumptions relating to, among other things, a reduction of approximately 160
positions, principally R&D and selling, general and administrative positions in the affected European locations. These
workforce reduction activities began in the first quarter

Table of Contents 13
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Allergan, Inc.
Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

of 2005 and are expected to be substantially completed by the close of the second quarter of 2006. Charges associated
with the workforce reduction, including severance, relocation and one-time termination benefits, and payments to
public employment and training programs, are currently expected to total approximately $28 million to $33 million.
The Company began to incur these charges in the first quarter of 2005 and expects to continue to incur them up
through and including the second quarter of 2006. Certain severance costs included in the estimates totaling
approximately $3 million to $4 million for a limited number of personnel are dependent upon the employees future
decision to continue employment after specific contractual work assignments end between 2006 and 2007. These
contingent contractual severance costs will be recorded in the period when the Company determines that they become
probable.

Estimated costs also include approximately $2 million to $7 million for contract and lease termination costs and asset
write-offs (primarily for accelerated amortization related to leasehold improvements in facilities to be exited). These
costs are currently expected to be recorded beginning in the second quarter of 2005 and to be completed by the close
of the second quarter of 2006.

Estimated implementation and transition related expenses include, among other things, legal, consulting, recruiting,
information system implementation costs and taxes. These costs are currently expected to total approximately

$9 million to $11 million, began to be recorded in the first quarter of 2005 and are expected to continue up through
and including the second quarter of 2006. The Company also expects to incur duplicate operating expenses during the
transition period to ensure that job knowledge and skills are properly transferred to new employees. These duplicate
operating expenses are currently expected to total between $1 million and $2 million, began to be recorded in the first
quarter of 2005 and are expected to continue up through and including the first quarter of 2006.

The Company also expects to incur additional capital expenditures for leasehold improvements (primarily at the
Company s High Wycombe, U.K. facility or a new facility in the U.K. to accommodate increased headcount). These
capital expenditures are currently estimated to be between approximately $5 million and $7 million, and are currently
expected to be recorded beginning in the second quarter of 2005 and continuing up through and including the first
quarter of 2006.

During the first quarter of 2005, the Company recorded pre-tax restructuring charges of $20.7 million related to the
restructuring of the Company s European operations. The restructuring charges primarily consist of employee
severance, employee relocation and other costs. The following

10
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Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

table presents the cumulative restructuring activities through March 25, 2005:

Employee Other

Severance Costs Total
Net charge during 2005 $ 20.5 $ 02 $ 20.7
Spending (0.8) 0.2) (1.0)
Balance at March 25, 2005 $ 19.7 $ $ 19.7

Employee severance in the preceding table relates to 153 employees, of which five were severed as of March 25,
2005. Employee severance charges were based on social plans in France and Italy, and the Company s severance
practices for employees in the other affected European countries. During the first quarter of 2005, the Company also
recorded $0.3 million of transition/duplicate operating expenses associated with the European restructuring activities.
Transition/duplicate operating expenses consisted primarily of salaries, travel, communications and consulting costs.
Transition/duplicate operating expenses have been included in the normal operating expense classifications to which
they relate on the unaudited condensed consolidated statements of earnings.

Termination of Manufacturing and Supply Agreement with Advanced Medical Optics

In October 2004, the Company s board of directors approved certain restructuring activities related to the scheduled
termination of the Company s manufacturing and supply agreement with Advanced Medical Optics, Inc. (AMO) a
former subsidiary that was spun-off from the Company in June 2002. Under the manufacturing and supply agreement,
which was entered into in connection with the AMO spin-off, the Company agreed to manufacture certain contact lens
care products and VITRAX, a surgical viscoelastic, for AMO for a period of up to three years ending in June 2005. As
part of the termination of the manufacturing and supply agreement, the Company plans to eliminate certain
manufacturing positions at the Company s Westport, Ireland; Waco, Texas; and Guarulhos, Brazil manufacturing
facilities.

The Company currently anticipates that the pre-tax restructuring charges to be incurred in connection with the
termination of the manufacturing and supply agreement will total between approximately $24 million and $28 million.
The Company began recording these charges in the fourth quarter of 2004 and expects to continue recording them up
through and including the fourth quarter of 2005. The pre-tax charges are net of expected tax credits available under
qualifying government-sponsored employment programs. Approximately $24 million of the restructuring charges are
expected to be cash charges. The restructuring charges are expected to include approximately $20 million to

$22 million associated with the reduction in the Company s workforce of approximately 350 individuals. The
workforce reduction will impact personnel in Europe, the United States and Latin America. The workforce reduction
began in the fourth quarter of 2004 and is expected to be completed by the end of the second quarter of 2005.

11
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Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

The restructuring costs are also expected to include approximately $4 million to $6 million of other costs associated
with the termination of the manufacturing and supply agreement.

As of March 25, 2005, the Company recorded cumulative pre-tax restructuring charges of $13.8 million related to the
termination of the manufacturing and supply agreement. These charges primarily include accruals for net statutory
severance costs and the ratable recognition of termination benefits to be earned by employees who are required to
render service until they are terminated in order to receive the termination benefits.

The following table presents the cumulative restructuring activities through March 25, 2005 resulting from the
scheduled termination of the manufacturing and supply agreement in June 2005:

Charges for
Employees
Involuntarily and
Voluntarily
Terminated
(in millions)
Net charge during 2004 $ 7.1
Spending 0.1
Balance at December 31, 2004 7.0
Net charge during 2005 6.7
Spending (1.2)
Balance at March 25, 2005 $ 12.5

The remaining balance at March 25, 2005 is comprised of accrued statutory severance and one-time termination
benefits of $15.5 million, less expected employment program tax credits of $3.0 million.

4. Intangibles and Goodwill

At March 25, 2005 and December 31, 2004, the components of amortizable and unamortizable intangibles
and goodwill and certain other related information were as follows:

Intangibles March 25, 2005 December 31, 2004
Weighted Weighted
Average Average
Amortization Amortization
Gross  Accumulated Period Gross  Accumulated Period
Amount Amortization (in years) = Amount Amortization  (in years)
(in millions) (in millions)

Table of Contents 16



Amortizable Intangible Assets:
Licensing

Trademarks

Core Technology

Other

Unamortizable Intangible Assets:

Foreign business license
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$ 385
3.6
29.6
1.0
72.7
0.9

$ 73.6

$

(12.0)
2.1
2.7
(0.7)

(17.5)

(17.5)

12

7.9
15.0
15.0

5.0

$ 385
35
29.6
1.0
72.6
0.9

$ 735

$

$

(10.6)
(1.9)
(2.2)
0.7)

(15.4)

(15.4)

7.9
15.0
15.0

5.0
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Notes to Unaudited Condensed Consolidated Financial Statements (Continued)
Licensing assets consist primarily of capitalized payments to third party licensors related to the achievement of
regulatory approvals to commercialize products in specified markets and up-front payments associated with royalty
obligations for products that have achieved regulatory approval for marketing. The core technology consists of a drug

delivery technology acquired in connection with the acquisition of Oculex Pharmaceuticals, Inc. in 2003.

Aggregate amortization expense for amortizable intangible assets was $2.0 million for each of the quarters ended
March 25, 2005 and March 26, 2004.

Estimated amortization expense is $8.2 million for 2005, $7.9 million for 2006, $6.8 million for 2007, $5.0 million for
2008, $4.4 million for 2009 and $4.3 million for 2010.

Goodwill
March December
(in millions) 25, 31,
2005 2004

Goodwill:
United States $ 4.6 $ 4.6
Latin America 3.1 3.2
Europe and Other 0.8 0.9

$ 8.5 $ 8.7

There was no activity related to goodwill during the quarter ended March 25, 2005. The changes in goodwill balances
are the result of foreign currency translation.

5. Inventories

Components of inventories were:

March December
25, 31,
(in millions) 2005 2004
Finished goods $ 567 % 50.5
Work in process 21.8 23.2
Raw materials 19.7 16.2
Total $ 982 § 89.9
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6. Income Taxes

Income taxes are determined using an estimated annual effective tax rate, which is generally less than the
U.S. Federal statutory rate,
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primarily because of lower tax rates in certain non-U.S. jurisdictions and research and development (R&D) tax credits
available in the United States. The Company recognizes deferred tax assets and liabilities for temporary differences
between the financial reporting basis and the tax basis of the Company s assets and liabilities, along with net operating
loss and credit carryforwards. The Company records a valuation allowance against its deferred tax assets to reduce the
net carrying value to an amount that it believes is more likely than not to be realized. When the Company establishes
or reduces the valuation allowance against its deferred tax assets, its income tax expense will increase or decrease,
respectively, in the period such determination is made.

Valuation allowances against the Company s deferred tax assets were $51.9 million at both March 25, 2005 and
December 31, 2004. Material differences may result in an increase or decrease in the provision for income taxes if the
actual amounts for valuation allowances required against deferred tax assets differ from the amounts estimated by
management.

The Company has not provided for withholding and U.S. taxes for the unremitted earnings of certain non-U.S.
subsidiaries because the Company has reinvested or expects to reinvest these earnings permanently in such operations.
At December 31, 2004, the Company had approximately $1,011 million in unremitted earnings outside the United
States for which withholding and U.S. taxes were not provided. Tax expense would be incurred if these funds were
remitted to the United States. It is not practicable to estimate the amount of the deferred tax liability on the total
amount of such unremitted earnings. Upon remittance, certain foreign countries impose withholding taxes that are
then available, subject to certain limitations, for use as credits against the Company s U.S. tax liability, if any. The
Company annually updates its estimate of unremitted earnings outside the United States after the completion of each
fiscal year.

On October 22, 2004, the American Jobs Creation Act of 2004 (the Act) was enacted in the United States. The
Company is currently evaluating the impact of the Act on its operations and effective tax rate. In particular, the
Company is evaluating the Act s provisions relating to incentives to reinvest foreign earnings in the United States,
which require a domestic reinvestment plan to be created and approved by the Company s board of directors before
executing any repatriation activities. At this time, the Company has not completed its evaluation. The Company
expects to complete its evaluation by the end of the Company s third fiscal quarter of 2005. The range of reasonably
possible amounts of unremitted foreign earnings that may be considered for repatriation under the provisions of the
Act is currently between zero and $674 million. The related range of estimated income tax effects on such repatriation
is currently between zero and $60 million.
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7. Employee Retirement and Other Benefit Plans
The Company sponsors various qualified defined benefit pension plans covering a substantial portion of its
employees. In addition, the Company sponsors two supplemental nonqualified plans covering certain management
employees and officers and one retiree health plan covering United States retirees and dependents.
Components of net periodic benefit cost for the three month periods ended March 25, 2005 and March 26, 2004,

respectively, were as follows:

Three months ended

Other
Postretirement
(in millions) Pension Benefits Benefits
March March March March
25, 26, 25, 26,
2005 2004 2005 2004

Service cost $ 45 $ 36 $ 05 $ 0.6
Interest cost 6.3 5.0 0.3 0.3
Expected return on plan assets (6.9) (6.0)
Amortization of prior service cost 0.1 0.1
Recognized net actuarial loss 24 1.4
Net periodic benefit cost $ 63 $ 40 $ 07 % 0.8

In 2005, the Company currently expects to pay contributions of between $14.3 million and $16.3 million to its U.S.
and non-U.S. pension plans and between $0.6 million and $0.7 million to its other postretirement plan.

8. Litigation

The Company is involved in various lawsuits and claims arising in the ordinary course of business. The Company
follows the provisions of Statement of Financial Accounting Standard No. 5 Accounting for Contingencies (SFAS
No. 5). SFAS No. 5 requires that an estimated loss from a loss contingency should be accrued for by a charge to
income if it is both probable that an asset has been impaired or that a liability has been incurred and the amount of the
loss can be reasonably estimated.

On June 6, 2001, after receiving paragraph 4 invalidity and noninfringement Hatch-Waxman Act certifications from
Apotex indicating that Apotex had filed an Abbreviated New Drug Application with the FDA for a generic form of
Acular®, the Company and Syntex, the holder of the Acular® patent, filed a lawsuit entitled Syntex (U.S.A.) LLC and
Allergan, Inc. v. Apotex, Inc., et al. in the United States District Court for the Northern District of California.
Following a trial, the court entered final judgment in the Company s favor on January 27, 2004, holding that the patent
at issue is valid, enforceable and infringed by Apotex s proposed generic drug. On February 17, 2004, Apotex filed a
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Court of Appeals for the Federal Circuit. Oral argument on the appeal took place on November 1, 2004 and the
Company is currently awaiting the Court of Appeals ruling. If the Court of Appeals reverses the prior judgment in the
Company s favor, Acular® could face immediate generic competition. On June 29, 2001, the Company filed a separate
lawsuit in Canada against Apotex similarly relating to a generic version of Acular®. A mediation in the Canadian
lawsuit was held on January 4, 2005 and a settlement conference previously scheduled for April 6, 2005 has been
continued to summer 2005.

On January 23, 2003, a complaint entitled Irena Medavoy and Morris Mike Medavoy v. Arnold W. Klein, M.D., et al.
and Allergan, Inc. was filed in the Superior Court of the State of California for the County of Los Angeles. The
complaint contained, among other things, allegations against the Company of negligence, unfair business practices,
product liability, intentional misconduct, fraud, negligent misrepresentation, strict liability in tort, improper off-label
promotion and loss of consortium. The complaint also contained separate allegations against the other defendants. On
April 10, 2003, Morris Mike Medavoy voluntarily served on the Company a Request for Dismissal Without Prejudice
for the only two causes of action he asserted in the complaint. The causes of action asserted by Irena Medavoy against
us were not affected by this Request for Dismissal. On July 8, 2003, Irena Medavoy filed a First Amended Complaint,
adding allegations against the Company of false and/or misleading advertising and unjust enrichment, as well as false
and/or misleading advertising and unfair competition. A jury trial in the matter began on August 31, 2004. On October
8, 2004, the jury ruled in favor of the Company and Dr. Klein. Also on October 8, 2004, the court dismissed the unfair
business practices claims against the Company and Dr. Klein. On November 29, 2004, Irena Medavoy filed a Motion
for New Trial. On December 16, 2004, the court denied Irena Medavoy s Motion for a New Trial. On January 13,
2005, Irena Medavoy filed a Notice of Appeal with the Clerk of Court of the Superior Court of the State of California
for the County of Los Angeles and her opening appellate brief is due on May 31, 2005.

On June 2, 2003, a complaint entitled Klein-Becker usa, LLC v. Allergan, Inc. was filed in the United Stated District
Court for the District of Utah  Central Division. The complaint, as later amended, contained claims against the
Company for declaratory relief, intentional interference with contractual and economic relations, unfair competition
under federal and Utah law, and injunctive relief, based on allegations that the Company interfered with

Klein-Becker s contractual and economic relations by dissuading certain magazines from running Klein-Becker s
advertisements for its anti-wrinkle cream. On July 30, 2003, the Company filed a reply and counterclaims against
Klein-Becker, asserting, as later amended, claims for false advertising, unfair competition under federal and Utah law,
trade libel, declaratory relief, and trademark infringement and dilution, and alleging that Klein-Becker s
advertisements for its anti-wrinkle cream that use the heading Better than BOTOX®? are false and misleading. On
July 31, 2003, the court denied Klein-Becker s application for a temporary restraining order to restrain the Company
from, among other things,
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contacting magazines regarding Klein-Becker s advertisements. On October 7, 2003, the court granted in part and
denied in part the Company s motion to dismiss Klein-Becker s complaint, dismissing Klein-Becker s claims for unfair
competition under federal and Utah law and injunctive relief. On August 14, 2004, the court denied in its entirety
Klein-Becker s motion to dismiss the Company s claims. From July 2004 through December 2004, the case was
voluntarily stayed while the parties explored settlement through mediation. The voluntary stay ended December 29,
2004, without the parties reaching settlement. On March 2, 2005, Klein-Becker filed a motion to amend the

scheduling order and a motion for leave to amend the first amended complaint. The court has not set a hearing date for
either motion. Trial is scheduled for August 1, 2005.

On July 13, 2004, the Company received a paragraph 4 Hatch-Waxman Act certification from Alcon, Inc. indicating
that Alcon had filed a New Drug Application under section 505(b)(2) of the Federal Food, Drug, and Cosmetic Act for
a drug containing brimonidine tartrate ophthalmic solution in a 0.15% concentration. In the certification, Alcon
contends that U.S. Patent Nos. 5,424,078; 6,562,873; 6,627,210; 6,641,834; and 6,673,337, all of which are assigned
to the Company or its wholly-owned subsidiary, Allergan Sales, LLC, and are listed in the Orange Book under
Alphagan® P, are invalid and/or not infringed by the proposed Alcon product. On August 24, 2004, the Company
filed a complaint, entitled Allergan, Inc., Allergan Sales, LL.C v. Alcon, Inc., Alcon Laboratories, Inc., and Alcon
Research, Ltd. , against Alcon for patent infringement in the United States District Court for the District of Delaware.
On September 3, 2004, Alcon filed an answer to the complaint and a counterclaim against the Company. On
September 23, 2004, the Company filed a reply to Alcon s counterclaim. A claim construction hearing is scheduled for
June 7, 2005. Trial is scheduled for March 6, 2006. Pursuant to the Hatch-Waxman Act, approval of Alcon s generic
New Drug Application is stayed until the earlier of (1) 30 months from the date of the paragraph 4 certification, or

(2) aruling in the patent infringement litigation in Alcon s favor.

On August 26, 2004, a complaint entitled Clayworth, et al. v. Allergan, Inc., et al. was filed in the Superior Court of
the State of California for the County of Alameda. The complaint, which names the Company and 12 other
defendants, alleges unfair business practices based upon a price fixing conspiracy in connection with the reimportation
of pharmaceuticals from Canada. On September 3, 2004, the plaintiffs filed a first amended complaint, making

various modifications to the original complaint. On November 22, 2004, the pharmaceutical defendants jointly filed a
demurrer to the first amended complaint. On February 4, 2005, the court issued an order sustaining the pharmaceutical
defendants demurrer and granting plaintiffs leave to further amend the first amended complaint. On February 22,
2005, the plaintiffs filed a second amended complaint to which the defendants again filed a demurrer. The hearing on
the demurrer to the second amended complaint was held on April 8, 2005 and the court took the matter under
submission.
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The Company is involved in various other lawsuits and claims arising in the ordinary course of business. These other
matters are, in the opinion of management, immaterial both individually and in the aggregate with respect to the
Company s consolidated financial position, liquidity or results of operations.

Because of the uncertainties related to the incurrence, amount and range of loss on any pending litigation,
investigation or claim, management is currently unable to predict the ultimate outcome of any litigation, investigation
or claim, determine whether a liability has been incurred or make a reasonable estimate of the liability that could
result from an unfavorable outcome. The Company believes, however, that the liability, if any, resulting from the
aggregate amount of uninsured damages for any outstanding litigation, investigation or claim will not have a material
adverse effect on the Company s consolidated financial position, liquidity or results of operations. However, an
adverse ruling in a patent infringement lawsuit involving the Company could materially affect the Company s ability to
sell one or more of its products or could result in additional competition. In view of the unpredictable nature of such
matters, the Company cannot provide any assurances regarding the outcome of any litigation, investigation or claim to
which the Company is a party or the impact on the Company of an adverse ruling in such matters. As additional
information becomes available, the Company will assess its potential liability and revise its estimates.

9. Guarantees

The Company s Certificate of Incorporation, as amended, provides that the Company will indemnify, to the
fullest extent permitted by the Delaware General Corporation Law, each person that is involved in or is, or is
threatened to be, made a party to any action, suit or proceeding by reason of the fact that he or she, or a person of
whom he or she is the legal representative, is or was a director or officer of the Company or was serving at the request
of the Company as a director, officer, employee or agent of another corporation or of a partnership, joint venture, trust
or other enterprise. The Company has also entered into contractual indemnity agreements with each of its directors
and executive officers, pursuant to which the Company has agreed to indemnify such directors and executive officers
against any payments they are required to make as a result of a claim brought against such executive officer or director
in such capacity, excluding claims (i) relating to the action or inaction of a director or executive officer that resulted in
such director or executive officer gaining personal profit or advantage, (ii) for an accounting of profits made from the
purchase or sale of securities of the Company within the meaning of Section 16(b) of the Securities Exchange Act of
1934 or similar provisions of any state law or (iii) that are based upon or arise out of such director s or executive
officer s knowingly fraudulent, deliberately dishonest or willful misconduct. The maximum potential amount of future
payments that the Company could be required to make under these indemnification provisions is unlimited. However,
the Company has purchased directors and officers liability insurance policies intended to
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reduce the Company s monetary exposure and to enable the Company to recover a portion of any future amounts paid.
The Company has not previously paid any material amounts to defend lawsuits or settle claims as a result of these
indemnification provisions. As a result, the Company believes the estimated fair value of these indemnification
arrangements is minimal.

The Company customarily agrees in the ordinary course of its business to indemnification provisions in agreements
with clinical trials investigators in its drug development programs, in sponsored research agreements with academic
and not-for-profit institutions, in various comparable agreements involving parties performing services for the
Company in the ordinary course of business, and in its real estate leases. The Company also customarily agrees to
certain indemnification provisions in its drug discovery and development collaboration agreements. With respect to
the Company s clinical trials and sponsored research agreements, these indemnification provisions typically apply to
any claim asserted against the investigator or the investigator s institution relating to personal injury or property
damage, violations of law or certain breaches of the Company s contractual obligations arising out of the research or
clinical testing of the Company s compounds or drug candidates. With respect to real estate lease agreements, the
indemnification provisions typically apply to claims asserted against the landlord relating to personal injury or
property damage caused by the Company, to violations of law by the Company or to certain breaches of the
Company s contractual obligations. The indemnification provisions appearing in the Company s collaboration
agreements are similar, but in addition provide some limited indemnification for the collaborator in the event of third
party claims alleging infringement of intellectual property rights. In each of the above cases, the term of these
indemnification provisions generally survives the termination of the agreement. The maximum potential amount of
future payments that the Company could be required to make under these provisions is generally unlimited. The
Company has purchased insurance policies covering personal injury, property damage and general liability intended to
reduce the Company s exposure for indemnification and to enable the Company to recover a portion of any future
amounts paid. The Company has not previously paid any material amounts to defend lawsuits or settle claims as a
result of these indemnification provisions. As a result, the Company believes the estimated fair value of these
indemnification arrangements is minimal.

19

Table of Contents 26



Edgar Filing: ALLERGAN INC - Form 10-Q

Table of Contents

Allergan, Inc.

Notes to Unaudited Condensed Consolidated Financial Statements (Continued)
10. Earnings Per Share

The table below presents the computation of basic and diluted earnings per share:

Three months ended

March

25, March 26,
(in millions, except per share amounts) 2005 2004
Net earnings $ 799 $ 80.8
Weighted average number of shares issued 131.1 130.8
Net shares assumed issued using the treasury stock method for options and non-vested
equity shares and share units outstanding during each period based on average market
price 1.0 2.2
Dilutive effect of assumed conversion of convertible notes outstanding 0.5 1.3
Diluted shares 132.6 134.3
Earnings per share:
Basic $ 0.61 $ 062
Diluted $ 0.60 $ 0.60

For the three month period ended March 25, 2005, options to purchase 5.4 million shares of common stock at exercise
prices ranging from $76.15 to $127.51 were outstanding, but were not included in the computation of diluted earnings
per share because the options exercise prices were greater than the average market price of common shares and,
therefore, the effect would be anti-dilutive. For the three month period ended March 26, 2004, options to purchase

2.0 million shares of common stock at exercise prices ranging from $88.55 to $127.51 were outstanding, but were not
included in the computation of diluted earnings per share because the options exercise prices were greater than the
average market price of common shares and, therefore, the effect would be anti-dilutive.
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11. Comprehensive Income
The following table summarizes components of comprehensive income for the three month periods ended

March 25, 2005, and March 26, 2004:

Three months ended

(in millions) March 25, 2005 March 26, 2004
Tax Tax
Before-tax (expense) Net-of-tax Before-tax (expense) Net-of-tax
or or
amount benefit amount amount benefit amount

Foreign currency translation adjustments $ (3.3) $ $ 33 $ 15 $ $ (1.5)
Unrealized holding gains/(losses) arising
during period (0.3) 0.1 0.2) 0.2 0.1 0.1
Other comprehensive earnings (loss) $ 36 $ 0.1 35 $ 13 $ (©.D (1.4
Net earnings 79.9 80.8
Total comprehensive income $ 764 $ 794
12. Business Segment Information

The Company operates its business on the basis of a single reportable segment specialty pharmaceuticals.
The Company produces a broad range of ophthalmic products for glaucoma therapy, ocular inflammation, infection,
allergy and dry eye; skin care products for acne, psoriasis and other prescription and over-the-counter dermatological
products; and Botox® for certain therapeutic and cosmetic indications. The Company provides global marketing
strategy teams to ensure development and execution of a consistent marketing strategy for its products in all
geographic regions that share similar distribution channels and customers.

Management evaluates its various global product portfolios on a revenue basis, which is presented below. The
Company s principal markets are the United States, Europe, Latin America and Asia Pacific. The United States
information is presented separately as it is the Company s headquarters country, and U.S. sales, including
manufacturing operations, represented 66.9% and 70.5% of the Company s total consolidated product net sales for the
quarters ended March 25, 2005 and March 26, 2004, respectively.

Sales to McKesson Drug Company for the three month periods ended March 25, 2005 and March 26, 2004 were
14.4% and 14.0%, respectively, of the Company s total consolidated product net sales. Sales to Cardinal Healthcare for

Table of Contents 28



Edgar Filing: ALLERGAN INC - Form 10-Q
the three month periods ended March 25, 2005 and March 26,

21

Table of Contents

29



Edgar Filing: ALLERGAN INC - Form 10-Q

Table of Contents

Allergan, Inc.

Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

2004 were 13.4% and 16.7%, respectively, of the Company s total consolidated product net sales. No other country or
single customer generates over 10% of total product net sales. Other product net sales and net sales for manufacturing
operations primarily represent sales to AMO pursuant to the manufacturing and supply agreement entered into as part
of the 2002 AMO spin-off. Net sales for the Europe region also include sales to customers in Africa and the Middle

East, and net sales in the Asia Pacific region also include sales to customers in Australia and New Zealand.

Long-lived assets are assigned to geographic regions based upon management responsibility for such items.

Net Sales by Product Line

(in millions) Three months ended
March
25, March 26,
2005 2004

Specialty Pharmaceuticals:

Eye Care Pharmaceuticals $ 298.0 $ 2721
Botox®/Neuromodulators 176.3 150.7
Skin Care 29.8 24.7

504.1 447.5
Other 23.1 24.9
Net sales $527.2 $ 4724

Geographic Information

Net Sales
(in millions) Three months ended
March
25, March 26,
2005 2004
United States $ 331.7 $ 309.8
Europe 96.9 73.2
Latin America 26.2 21.7
Asia Pacific 32.6 28.7
Other 18.8 15.9
506.2 449.3
Manufacturing operations 21.0 23.1
Net sales $ 5272 $ 4724
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United States
Europe

Latin America
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March 25,

$

2005

160.3
349
20.8
15.5

0.7

232.2
263.4
378.3

873.9

$

December
31,
2004

162.6
37.2
22.1
17.3

0.7

239.9
266.0
375.1

881.0
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13. Sales Tax Contingency

In accordance with the Company s interpretation of current law, the Company generally does not collect or
pay sales or other tax on sales of Botox® or Botox® Cosmetic in the United States. However, the Company believes
that one or more states may seek to impose sales or other tax collection or payment obligations on the Company s sales
of Botox® or Botox® Cosmetic to physicians and other customers. If it is determined that the Company should collect
or pay sales or other tax in one or more states, the imposition and collection of sales or other tax on Bofox® or Botox®
Cosmetic could result in a substantial tax liability, and potential penalties and interest, for prior taxable periods. The
imposition and collection of sales or other tax on Botox® or Botox® Cosmetic could also adversely affect the
Company s sales or its product margins on Botox® or Bofox® Cosmetic due to the increased cost associated with those
products.

The Company is not currently aware of any asserted claims for sales or other tax liabilities for prior taxable periods.
The Company intends to work with state taxing authorities in the normal course of business to ensure the proper
interpretation and administration of sales and other tax regulations on sales of Bofox® and Botox® Cosmetic. The
Company has not recorded any accrued costs for potential unasserted claims for unpaid sales or other tax. The
Company does not currently believe that any individual claim or aggregate claims that might arise will ultimately have
a material effect on its consolidated results of operations, financial position or cash flows.

14. Subsequent Event

Effective April 19, 2005, the Company entered into a royalty buy-out agreement with Novartis
Pharmaceuticals Corporation and Novartis Pharma AG (collectively, Novartis ). Under the royalty buy-out agreement,
Novartis will assign to the Company all of its rights and obligations worldwide, excluding Japan, associated with an
exclusive license agreement between Novartis and the University of Georgia Research Foundation for technology,
patents and products relating to the topical ophthalmic use of cyclosporine A. Cyclosporine A is the active ingredient
in Restasis®, the Company s drug for the treatment of chronic dry eye disease. The Company and Novartis also agreed
to terminate their exclusive sublicense agreement related to the same technology, patents and products such that the
Company will no longer be required to make royalty payments to Novartis in connection with the Company s sales of
Restasis®. In full consid