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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-Q

S\lgigl({)};gRLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
FOR THE QUARTERLY PERIOD ENDED SEPTEMBER 30, 2012.

S}}ZR?:ZNSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
FOR THE TRANSITION PERIOD FROM TO

Commission file number: 001-15989

ENDO HEALTH SOLUTIONS INC.
(Exact Name of Registrant as Specified in Its Charter)

Delaware 13-4022871

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)
100 Endo Boulevard Chadds Ford, Pennsylvania 19317

(Address of Principal Executive Offices) (Zip Code)

(610) 558-9800

(Registrant’s Telephone Number, Including Area Code)

Not applicable

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check whether the registrant: (1) has filed all reports required to be filed by Sections 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. Yesx No
0

Indicate by check whether the registrant has submitted electronically and posted on its corporate Web site, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of
this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files). Yesx No o

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

Large accelerated filer X Accelerated filer 0

o (Do not check if a smaller reporting

Non-accelerated filer
company)

Smaller reporting company 0



Edgar Filing: ENDO HEALTH SOLUTIONS INC. - Form 10-Q

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the

Act). YES o NO x

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practical
date.

Common Stock, $0.01 par value Shares outstanding as of October 30, 2012 : 114,095,441
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FORWARD-LOOKING STATEMENTS

Statements contained or incorporated by reference in this document contain information that includes or is based on
“forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, or the
Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange Act. These
statements, including estimates of future revenues, future expenses, future net income and future net income per share,
contained in the section titled “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” which is included in this document, are subject to risks and uncertainties. Forward-looking statements
include the information concerning our possible or assumed results of operations. We have tried, whenever possible,
to identify such statements by words such as “believes,” “expects,” “anticipates,” “intends,” “estimates,” “plan,” “projected,”
“forecast,” “will,” “may” or similar expressions. We have based these forward-looking statements on our current
expectations and projections about the growth of our business, our financial performance and the development of our
industry. Because these statements reflect our current views concerning future events, these forward-looking
statements involve risks and uncertainties. Investors should note that many factors, as more fully described under the
caption “Risk Factors” in Item 1A of this document and in Item 1A under the caption “Risk Factors” of our Annual Report
on Form 10-K for the year ended December 31, 2011, supplement and as otherwise enumerated herein, could affect
our future financial results and could cause our actual results to differ materially from those expressed in
forward-looking statements contained or incorporated by reference in this document.

We do not undertake any obligation to update our forward-looking statements after the date of this document for any
reason, even if new information becomes available or other events occur in the future. You are advised to consult any
further disclosures we make on related subjects in our reports filed with the Securities and Exchange Commission
(SEC). Also note that, in Item 1A of this document and in Item 1A under the caption “Risk Factors” of our Annual
Report on Form 10-K for the year ended December 31, 2011, we provide a cautionary discussion of the risks,
uncertainties and possibly inaccurate assumptions relevant to our business. These are factors that, individually or in
the aggregate, we think could cause our actual results to differ materially from expected and historical results. We note
these factors for investors as permitted by Section 27A of the Securities Act and Section 21E of the Exchange Act.
You should understand that it is not possible to predict or identify all such factors. Consequently, you should not
consider this to be a complete discussion of all potential risks or uncertainties.

29 ¢ 99 ¢ LT3 9 ¢
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

ENDO HEALTH SOLUTIONS INC.

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(In thousands, except share and per share data)

ASSETS

CURRENT ASSETS:

Cash and cash equivalents

Accounts receivable, net

Inventories, net

Prepaid expenses and other current assets

Income taxes receivable

Deferred income taxes

Total current assets

MARKETABLE SECURITIES

PROPERTY, PLANT AND EQUIPMENT, NET
GOODWILL

OTHER INTANGIBLES, NET

OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:

Accounts payable

Accrued expenses

Current portion of long-term debt

Acquisition-related contingent consideration

Income taxes payable

Total current liabilities

DEFERRED INCOME TAXES
ACQUISITION-RELATED CONTINGENT CONSIDERATION
LONG-TERM DEBT, LESS CURRENT PORTION, NET
OTHER LIABILITIES

COMMITMENTS AND CONTINGENCIES (NOTE 12)
STOCKHOLDERS’ EQUITY:

Preferred stock, $0.01 par value; 40,000,000 shares authorized; none issued

Common stock, $0.01 par value; 350,000,000 shares authorized; 139,673,311 and

138,337,002 shares issued; 113,991,489 and 117,158,880 shares outstanding at
September 30, 2012 and December 31, 2011, respectively

Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss

Treasury stock, 25,681,822 and 21,178,122 shares at September 30, 2012 and
December 31, 2011, respectively

Total Endo Health Solutions Inc. stockholders’ equity

Noncontrolling interests

Total stockholders’ equity

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

September 30, December 31,

2012

$256,917
759,594
363,747
28,155
39,178
264,908
$1,712,499
2,631
333,119
2,569,288
2,285,187
118,067
$7,020,791

$258,960
965,698
124,947
6,027
$1,355,632
581,975
2,688
3,069,518
80,461

1,397

1,016,353
1,527,839
(7,504

(669,885

$1,868,200
62,317

$1,930,517
$7,020,791

2011

$547,620
733,222
262,419
29,732
215,103
$1,788,096
19,105
297,731
2,558,041
2,504,124
125,486
$7,292,583

$260,385
732,831
88,265
4,925
35,372
$1,121,778
617,677
3,762
3,424,329
85,446

1,383

952,325
1,551,910
(9,436 )

(518,492 )

$1,977,690
61,901

$2,039,591
$7,292,583
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ENDO HEALTH SOLUTIONS INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

(In thousands, except per share data)

Three Months Ended

September 30,

2012 2011
REVENUES:
Net pharmaceutical product sales $578,780 $569,657
Devices revenues 113,304 131,519
Service and other revenues 58,398 57,902
TOTAL REVENUES $750,482 $759,078
COSTS AND EXPENSES:
Cost of revenues 294,267 302,172
Selling, general and administrative 210,446 244,359
Research and development 48,952 43,884
Patent litigation settlement, net (46,238 ) —
Litigation-related contingencies 82,600 —
Asset impairment charges 11,163 22,691
Acquisition-related and integration items, net 5,776 5,818
OPERATING INCOME $143,516 $140,154
INTEREST EXPENSE, NET 45,505 52,792
NET LOSS ON EXTINGUISHMENT OF DEBT 1,789 —
OTHER (INCOME) EXPENSE, NET (250 ) (3,000
INCOME BEFORE INCOME TAX $96,472 $90,362
INCOME TAX 28,287 34,057
CONSOLIDATED NET INCOME $68,185 $56,305
Less: Net income attributable to noncontrolling interests 14,376 15,656
NET INCOME (LOSS) ATTRIBUTABLE TO ENDO
HEALTH SOLUTIONS INC. $53,809 $40,649
NET INCOME (LOSS) PER SHARE
ATTRIBUTABLE TO ENDO HEALTH SOLUTIONS
INC.
Basic $0.46 $0.35
Diluted $0.45 $0.34
WEIGHTED AVERAGE SHARES:
Basic 116,022 116,816
Diluted 119,579 120,847

See Notes to Condensed Consolidated Financial Statements.

2

Nine Months Ended
September 30,
2012 2011
$1,681,441 $1,603,004
371,601 158,331
173,261 165,380
$2,226,303 $1,926,715
953,657 770,427
698,522 581,878
183,067 126,854
85,123 —
82,600 —
54,163 22,691
16,580 29,517
$152,591 $395,348
138,386 97,142
7,215 8,548

) 498 2,777
$6,492 $292,435
(9,263 ) 100,283
$15,755 $192,152
39,826 41,133
$(24,071 ) $151,019
$(0.21 ) $1.30
$(0.21 ) $1.24
116,688 116,611
116,688 121,432
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ENDO HEALTH SOLUTIONS INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) (UNAUDITED)

(In thousands)

Three Months Ended September 30,

2012
CONSOLIDATED NET
INCOME
OTHER
COMPREHENSIVE
INCOME (LOSS), NET OF
TAX:
Net unrealized gain (loss)
on securities:
Unrealized gains (losses)
arising during the period
Less: reclassification
adjustments for gains
(losses) realized in net
income (loss)
Foreign currency translation
gain (loss)
Fair value adjustment on
derivatives designated as
cash flow hedges:
Fair value adjustment on
derivatives designated as
cash flow hedges arising
during the period
Less: reclassification
adjustments for cash flow
hedges settled and included
in net income (loss)
OTHER
COMPREHENSIVE
INCOME (LOSS)
CONSOLIDATED
COMPREHENSIVE
INCOME (LOSS)
Less: Comprehensive
income attributable to
noncontrolling interests
COMPREHENSIVE
INCOME (LOSS)
ATTRIBUTABLE TO
ENDO HEALTH
SOLUTIONS INC.

$589

$(801

138

)

2011
$68,185 $56,305
$(540 )
589 — (540
4,034 (5,326 )
$—
(663 ) 111 111
$3,960 $(5,755 )
$72,145 $50,550
14,376 15,656
$57,769 $34,894

See Notes to Condensed Consolidated Financial Statements.

2012

$1,958

$(606 )

114

$15,755

$(1,922)

1,958 —

466

492 ) 111

$1,932

$17,687

39,826

$(22,139)

Nine Months Ended September 30,
2011

$192,152

(1,922 )

4,326 )

111

$(6,137 )

$186,015

41,133

$144,882
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ENDO HEALTH SOLUTIONS INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(In thousands)

OPERATING ACTIVITIES:
Consolidated net income

Adjustments to reconcile consolidated net income to Net cash provided by operating

activities
Depreciation and amortization
Stock-based compensation

Amortization of debt issuance costs and premium / discount
Selling, general and administrative expenses paid in shares of common stock

Deferred income taxes

Net (gain) loss on disposal of property, plant and equipment
Change in fair value of acquisition-related contingent consideration

Net loss on extinguishment of debt
Asset impairment charges

Changes in assets and liabilities which provided (used) cash:

Accounts receivable

Inventories

Prepaid and other assets

Accounts payable

Accrued expenses

Other liabilities

Income taxes payable/receivable

Net cash provided by operating activities
INVESTING ACTIVITIES:

Purchases of property, plant and equipment
Proceeds from sale of property, plant and equipment
Acquisitions, net of cash acquired
Proceeds from investments

Purchases of investments

Other investments

Payment on contingent consideration
License fees

Proceeds from sale of business

Net cash used in investing activities
FINANCING ACTIVITIES:

Capital lease obligations repayments
Proceeds from issuance of 2019 and 2022 Notes
Proceeds from issuance of Term Loans
Proceeds from other indebtedness

Principal payments on Term Loans
Payment on AMS Convertible Notes
Principal payments on other indebtedness
Deferred financing fees

Tax benefits of stock awards

Nine Months Ended
September 30,

2012 2011

$15,755 $192,152
211,780 169,187
44,532 34,224

27,101 24,283

358 180

(87,379 ) (13,847 )
(156 ) 319

28 (7,458 )
7,215 8,548

54,163 22,691

(24,666 ) (96,409 )
(101,453 ) (28,879 )
3,037 (9,055 )
(1,132 ) (21,656 )
240,880 134,834

(18,081 ) (15,693 )
(74,850 ) 25,110
$297,132 $418,531

(90,128 ) (39,609 )

1,081 1,147

(3,210 ) (2,368,357 )
18,800 36,000

— (6,009 )
— (388 )
— (662 )
(5,700 ) (2,300 )
— 12,990

$(79,157 ) $(2,367,188 )

(765 ) —

— 900,000

— 2,200,000
— 302
(333,950 ) (550,813 )
(66 ) (519,040 )
(685 ) —

— (81,535 )
4,268 5,519

10
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Exercise of Endo Health Solutions Inc. stock options 15,317
Purchase of common stock (156,000
Issuance of common stock from treasury 4,606

4

21,780
) (34,702

11



Edgar Filing: ENDO HEALTH SOLUTIONS INC. - Form 10-Q

Table of Contents

Nine Months Ended
September 30,
2012 2011
Cash distributions to noncontrolling interests (39,234 ) (39,392 )
Cash buy-out of noncontrolling interests, net of cash contributions (2,264 ) (402 )
Net cash (used in) provided by financing activities $(508,773 ) $1,901,717
Effect of foreign exchange rate 95 397
NET DECREASE IN CASH AND CASH EQUIVALENTS $(290,703 ) $(46,543 )
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 547,620 466,214
CASH AND CASH EQUIVALENTS, END OF PERIOD $256,917 $419,671
SUPPLEMENTAL INFORMATION:
Cash paid for interest $124,723 $32,299
Cash paid for income taxes $151,924 $95,551
SCHEDULE OF NON-CASH INVESTING AND FINANCING ACTIVITIES
Purchases of property, plant and equipment financed by capital leases $1,360 $119
Accrual for purchases of property, plant and equipment $3,160 $2,849

See Notes to Condensed Consolidated Financial Statements.

5
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ENDO HEALTH SOLUTIONS INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2012

NOTE 1. BASIS OF PRESENTATION

At our Annual Meeting of Stockholders on May 23, 2012, the Company’s stockholders approved the proposal to
amend and restate the Company’s Amended and Restated Certificate of Incorporation to change the name of the
Company from Endo Pharmaceuticals Holdings Inc. to Endo Health Solutions Inc., which we refer to herein as the
Company or we, our, us, or Endo.

The accompanying unaudited Condensed Consolidated Financial Statements of Endo Health Solutions Inc. have been
prepared in accordance with U.S. generally accepted accounting principles (GAAP) for interim financial information
and with the instructions to Form 10-Q and Article 10 of Regulation S-X of the Securities and Exchange Commission
for interim financial information. Accordingly, they do not include all of the information and footnotes required by
GAAP for complete financial statements. In the opinion of management, the accompanying Condensed Consolidated
Financial Statements of Endo and its subsidiaries, which are unaudited, include all normal and recurring adjustments
considered necessary to present fairly the Company’s financial position as of September 30, 2012 and the results of our
operations and our cash flows for the periods presented. Operating results for the three and nine months ended
September 30, 2012 are not necessarily indicative of the results that may be expected for the year ending

December 31, 2012.

NOTE 2. RECENT ACCOUNTING PRONOUNCEMENTS

In June 2011, the Financial Accounting Standards Board (FASB or the Board) issued Accounting Standards Update
(ASU) 2011-05 on the presentation of comprehensive income. This ASU amends FASB Codification Topic 220,
Comprehensive Income, to require an entity to present the total of comprehensive income, the components of net
income and the components of other comprehensive income either in a single continuous statement of comprehensive
income or in two separate but consecutive statements. ASU 2011-05 is effective for fiscal years and interim periods
within those fiscal years beginning after December 15, 2011 and early adoption is permitted. In December 2011, the
FASB issued ASU 2011-12 which amends ASU 2011-05 to defer only those changes in ASU 2011-05 that relate to
the presentation of reclassification adjustments to allow the Board time to re-deliberate whether to present on the face
of the financial statements the effects of reclassifications out of accumulated other comprehensive income on the
components of net income and other comprehensive income for all periods presented. The Company has adopted all
current required provisions of ASU 2011-05 and ASU 2011-12.

In July 2012, the FASB issued ASU 2012-02 on impairment testing for indefinite-lived intangible assets. This ASU
amends FASB Codification Topic 350, Intangibles-Goodwill and Other to allow, but not require, an entity, when
performing its annual or more frequent indefinite-lived intangible asset impairment test, to first assess qualitative
factors to determine whether the existence of events and circumstances indicates that it is more likely than not that the
indefinite-lived intangible asset is impaired. If, after assessing the totality of events and circumstances, an entity
concludes that it is not more likely than not that the indefinite-lived intangible asset is impaired, then the entity is not
required to take further action. However, if an entity concludes otherwise, then it is required to determine the fair
value of the indefinite-lived intangible asset and perform the quantitative impairment test by comparing the fair value
with the carrying amount. ASU 2012-02 is effective for annual and interim impairment tests performed for fiscal years
beginning after September 15, 2012. Early adoption is permitted. The Company is currently evaluating ASU 2012-02.
The adoption of this ASU is not expected to have a significant impact on the Company’s Consolidated Financial
Statements.

NOTE 3. FAIR VALUE MEASUREMENTS

The financial instruments recorded in our Condensed Consolidated Balance Sheets include cash and cash equivalents,
accounts receivable, marketable securities, equity and cost method investments, accounts payable and accrued
expenses, acquisition-related contingent consideration, debt obligations, and derivative instruments. Included in cash
and cash equivalents are money market funds representing a type of mutual fund required by law to invest in low-risk
securities (for example, U.S. government bonds, U.S. Treasury Bills and commercial paper). Money market funds are

13
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structured to maintain the fund’s net asset value at $1 per unit, which assists in ensuring adequate liquidity upon
demand by the holder. Money market funds pay dividends that generally reflect short-term interest rates. Thus, only
the dividend yield fluctuates. Due to their short-term maturity, the carrying amounts of cash and cash equivalents,
accounts receivable, accounts payable and accrued expenses approximate their fair values.

6
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The following table presents the carrying amounts and estimated fair values of our other financial instruments as of
September 30, 2012 and December 31, 2011 (in thousands):

September 30, 2012 December 31, 2011
Carrying Fair Value Carrying Fair Value
Amount Amount
Current assets:
Derivative instruments $467 $467 $1,471 $1,471
$467 $467 $1,471 $1,471
Long-term assets:
Auction-rate securities $— $— $17,463 $17,463
Equity securities 2,631 2,631 1,642 1,642
Equity and cost method investments 14,794 N/A 20,661 N/A
$17,425 $39,766
Current liabilities:
Acquisition-related contingent consideration—short-term $6,027 $6,027 $4,925 $4,925
Current portion of Term Loan A Facility Due 2016 121,875 121,875 84,375 84,375
3.25% AMS Convertible Notes due 2036 795 795 841 841
4.00% AMS Convertible Notes due 2041 111 111 131 131
Current portion of other long-term debt 2,166 2,166 2,918 2,918
Derivative instruments 358 358 119 119
Minimum Voltaren® Gel royalties due to Novartis—short-term 24,037 24,037 30,000 30,000
Other 1,000 1,000 — —

$156,369  $156,369  $123,309  $123,309
Long-term liabilities:

Acquisition-related contingent consideration—long-term $2,688 $2,688 $3.,762 $3.,762
1.75% Convertible Senior Subordinated Notes Due 2015, net 315,585 350,878 299,222 330,950
Term Loan A Facility Due 2016, less current portion 1,293,750 1,293,396 1,387,500 1,372,119
Term Loan B Facility Due 2018 160,550 161,272 438,250 439,017
7.00% Senior Notes Due 2019 500,000 544,063 500,000 532,500
7.00% Senior Notes Due 2020, net 396,828 434,000 396,618 424,750
7.25% Senior Notes Due 2022 400,000 436,000 400,000 422,500
Other long-term debt, less current portion 2,805 2,805 2,739 2,739
Minimum Voltaren® Gel royalties due to Novartis—long-term — — 20,100 20,100
Other 5,375 5,375 — —

$3,077,581 $3,230,477 $3,448,191 $3,548,437
Equity securities consist of publicly traded common stock, the value of which is based on a quoted market price.
These securities are not held to support current operations and are therefore classified as non-current assets.
The acquisition-related contingent consideration, which is required to be measured at fair value on a recurring basis,
consists primarily of contingent cash consideration related to the November 2010 acquisition of Generics International
(US Parent), Inc. (doing business as Qualitest Pharmaceuticals). The fair value of our acquisition-related contingent
consideration is determined using an income approach (present value technique), which is discussed in more detail
below. The fair value of our 1.75% Convertible Senior Subordinated Notes (Convertible Notes) is based on an income
approach known as the binomial lattice model which incorporated certain inputs and assumptions, including scheduled
coupon and principal payments, the conversion feature inherent in the Convertible Notes, the put feature inherent in
the Convertible Notes, and stock price volatility assumptions of 32% at September 30, 2012 and 33% at December 31,
2011 that were based on historic volatility of the Company’s common stock and other factors. These fair value
measurements are based on significant inputs not observable in the market and thus represent Level 3 measurements
within the fair value hierarchy.

15
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The fair values of the Term Loan Facilities and 2019, 2020, and 2022 Notes were based on market quotes and
transactions proximate to the valuation date. The Company had previously used an income approach to value these
debt instruments; however, the valuation methodology was subsequently transitioned to a market-based approach
given the volume of observable market transactions

7

16



Edgar Filing: ENDO HEALTH SOLUTIONS INC. - Form 10-Q

Table of Contents

and quoted prices for these debt instruments. Based on this valuation methodology, we determined these debt
instruments represent Level 2 measurements within the fair value hierarchy.

The total fair value of various foreign exchange forward contracts as of September 30, 2012 includes assets of $0.5
million reported in Prepaid expenses and other current assets and liabilities of $0.4 million, reported in Accrued
expenses. We measure our derivative instruments at fair value on a recurring basis using significant observable inputs.
Refer to Note 16. Derivative Instruments and Hedging Activities for more information regarding our derivative
instruments.

The minimum Voltaren® Gel royalty due to Novartis AG was recorded at fair value at inception during 2008 using an
income approach (present value technique) and is being accreted up to the maximum potential minimum payments,
less payments made to date. We believe the carrying amount of this minimum royalty guarantee at September 30,
2012 and December 31, 2011 represents a reasonable approximation of the price that would be paid to transfer the
liability in an orderly transaction between market participants at the measurement date. Accordingly, the carrying
value approximates fair value as of September 30, 2012 and December 31, 2011.

The fair value of equity method and cost method investments is not readily available nor have we estimated the fair
value of these investments and disclosure is not required. The Company is not aware of any identified events or
changes in circumstances that would have a significant adverse effect on the carrying value of any of our equity or
cost method investments included in our Condensed Consolidated Balance Sheet at September 30, 2012 and
December 31, 2011.

As of September 30, 2012, the Company held certain assets and liabilities that are required to be measured at fair
value on a recurring basis. Fair value guidance establishes a three-tier fair value hierarchy, which prioritizes the inputs
used in measuring fair value. These tiers include:

{.evel 1—Quoted prices in active markets for identical assets or liabilities.

Level 2—Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar
assets or liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be
corroborated by observable market data for substantially the full term of the assets or liabilities.

Level 3—Unobservable inputs that are supported by little or no market activity and that are significant to the fair value
of the assets or liabilities.

The Company’s financial assets and liabilities measured at fair value on a recurring basis at September 30, 2012 and
December 31, 2011, were as follows (in thousands):

Fair Value Measurements at Reporting Date using

Quoted Prices in Significant Other

Active Markets Observable Significant
September 30, 2012 for Identical Inputs (Level 2) Unobservable  Total
Assets (Level Inputs (Level 3)
D
Assets:
Equity securities $2,631 $— $ — $2,631
Derivative instruments — 467 — 467
Total $2,631 $467 $ — $3,098
Liabilities:
Derivative instruments $— $358 $ — $358
Acqglsltlop—related contingent L o 6.027 6.027
consideration—short-term
Acqglsltlop—related contingent L o 2,688 2,688
consideration—long-term
Total $— $358 $ 8,715 $9,073

17
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Fair Value Measurements at Reporting Date using
Quoted Prices in
Active Markets Significant Other Significant

December 31, 2011 for Identical Observable Unobservable  Total
Assets (Level  Inputs (Level 2) Inputs (Level 3)
1)
Assets:
Money market funds $110,816 $— $ — $110,816
Equity securities 1,642 — — 1,642
Derivative instruments — 1,471 — 1,471
Auction-rate securities — — 17,463 17,463
Total $112,458 $1,471 $ 17,463 $131,392
Liabilities:
Derivative instruments $— $119 $ — $119

Acquisition-related contingent
consideration—short-term
Acqglsltlop—related contingent o o 3.762 3.762
consideration—long-term
Total $— $119 $ 8,687 $8,806
Auction-Rate Securities
In June 2012, our remaining auction-rate securities were called at par and we received proceeds of $18.8 million. Prior
to being sold, these auction-rate securities had been classified as available-for-sale securities and had therefore been
maintained at their fair value, with changes in value being recorded as part of Other comprehensive income (loss), net.
Due to the fact that we received proceeds equal to par, the auction-rate securities were adjusted to their fair value of
$18.8 million, with a corresponding gain to Other comprehensive income (loss), net. The previously recognized
cumulative unrealized holding loss associated with these securities of $1.5 million was reversed in its entirety. As a
result, no gain or loss was realized.
Acquisition-Related Contingent Consideration
On November 30, 2010 (the Qualitest Pharmaceuticals Acquisition Date), Endo acquired Qualitest Pharmaceuticals,
which was party to an asset purchase agreement with Teva Pharmaceutical Industries Ltd (Teva) (the Teva
Agreement). Pursuant to this agreement, Qualitest Pharmaceuticals purchased certain pipeline generic products from
Teva and could be obligated to pay consideration to Teva upon the achievement of certain future regulatory
milestones (the Teva Contingent Consideration).
The range of the undiscounted amounts the Company could pay under the Teva Agreement is between zero and $12.5
million. The Company is accounting for the Teva Contingent Consideration in the same manner as if it had entered
into that arrangement with respect to its acquisition of Qualitest Pharmaceuticals. Accordingly, the fair value was
estimated based on a probability-weighted discounted cash flow model, or income approach. The resultant
probability-weighted cash flows were then discounted using a discount rate of U.S. Prime plus 300 basis points. This
fair value measurement is based on significant inputs not observable in the market and thus represents a Level 3
measurement within the fair value hierarchy. Using this valuation technique, the fair value of the contractual
obligation to pay the Teva Contingent Consideration was determined to be $8.7 million at September 30, 2012 and
$8.7 million at December 31, 2011, respectively.
Fair Value Measurements Using Significant Unobservable Inputs
The following table presents changes to the Company’s financial liabilities measured at fair value on a recurring basis
using significant unobservable inputs (Level 3) for the three months ended September 30, 2012 (in thousands):
Acquisition-
related
Contingent
Consideration

_ _ 4,925 4,925
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Liabilities:

July 1, 2012

Amounts (acquired) sold or (issued) settled, net
Transfers in and/or (out) of Level 3

Changes in fair value recorded in earnings
September 30, 2012

9

$(8,619

(96
$(8,715
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The following table presents changes to the Company’s financial assets and liabilities measured at fair value on a
recurring basis using significant unobservable inputs (Level 3) for the three months ended September 30, 2011 (in

thousands):

Auction-rate

Securities
Assets:
July 1, 2011 $17,505
Securities sold or redeemed —
Transfers in and/or (out) of Level 3 —
Changes in fair value recorded in earnings —
Unrealized losses included in Other comprehensive income (loss), net (89
September 30, 2011 $17.416

Acquisition-related

Contingent
Consideration
Liabilities:
July 1, 2011 $(9,233
Amounts (acquired) sold / (issued) settled, net 248
Transfers in and/or (out) of Level 3 —
Changes in fair value recorded in earnings 228
September 30, 2011 $(8,757

The following table presents changes to the Company’s financial assets and liabilities measured at fair value on a
recurring basis using significant unobservable inputs (Level 3) for the nine months ended September 30, 2012 (in

thousands):
Auction-rate
Securities

Assets:

January 1, 2012 $17,463

Securities sold or redeemed (18,800

Securities purchase or acquired —

Transfers in and/or (out) of Level 3 —

Changes in fair value recorded in earnings —

Unrealized gains included in Other comprehensive income (loss), net 1,337

September 30, 2012 $—
Acquisition-
related
Contingent
Consideration

Liabilities:

January 1, 2012 $(8,687

Amounts (acquired) sold or (issued) settled, net —

Transfers in and/or (out) of Level 3 —

Changes in fair value recorded in earnings (28

September 30, 2012 $(8,715

10

21



Edgar Filing: ENDO HEALTH SOLUTIONS INC. - Form 10-Q

Table of Contents

The following table presents changes to the Company’s financial assets and liabilities measured at fair value on a
recurring basis using significant unobservable inputs (Level 3) for the nine months ended September 30, 2011 (in

thousands):

Assets:

January 1, 2011

Securities sold or redeemed

Transfers in and/or (out) of Level 3
Changes in fair value recorded in earnings

Unrealized gains included in Other comprehensive income (loss), net

September 30, 2011

Liabilities:
January 1, 2011

Amounts (acquired) sold / (issued) settled, net

Transfers in and/or (out) of Level 3
Changes in fair value recorded in earnings
September 30, 2011

December 31, 2011 (in thousands):

September 30, 2012

Equity securities

Long-term available-for-sale securities
Total available-for-sale securities

December 31, 2011

Money market funds

Total included in cash and cash equivalents
Auction-rate securities

Equity securities

Long-term available-for-sale securities
Total available-for-sale securities

Available-for-sale

Amortized
Cost

$1,766
$1,766
$1,766

Gross
Unrealized
Gains

$865
$865
$865

Available-for-sale

Amortized
Cost

$110,816
$110,816
18,800
1,766
$20,566
$131,382

Gross
Unrealized
Gains

$—
$—

$—
$—

Auction-rate
Securities

$17,332

84

$17,416
Acquisition-related
Contingent

Consideration

$(16,050

(165

7,458
$(8,757
The following is a summary of available-for-sale securities held by the Company as of September 30, 2012 and

Gross
Unrealized
(Losses)

Gross
Unrealized
(Losses)

(124
$(1,461
$(1,461

Fair Value

$2,631
$2,631
$2,631

Fair Value

$110,816
$110,816
) 17,463
) 1,642
) $19,105
) $129,921

At December 31, 2011, our investments in auction-rate securities consisted of two securities which, as of that date,
had been in unrealized loss positions for more than twelve months. The Company had determined that, as of
December 31, 2011, the gross unrealized losses associated with the auction-rate securities were not

other-than-temporary.

At September 30, 2012 and December 31, 2011, our equity securities consisted of investments in the stock of three
publicly traded companies. As of September 30, 2012, one investment had been in an unrealized loss position for
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more than twelve months. As of December 31, 2011, two investments had been in an unrealized loss position for less
than twelve months and one had been in an unrealized loss position for more than twelve months. The Company does
not believe the remaining unrealized losses are other-than-

11
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temporary at September 30, 2012 or December 31, 2011 primarily because the Company has both the ability and
intent to hold these investments for a period of time we believe will be sufficient to recover such losses.

Nonrecurring Fair Value Measurements

The Company's financial assets measured at fair value on a nonrecurring basis during the three months ended

September 30, 2012 were as follows (in thousands):

Assets:

Sanctura XR® developed technology intangible
asset

Total

Fair Value Measurements at Reporting Date

using
Ql.mteq Significant
Prices in Other
Active Markets

. Observable
for Identical
Assets Inputs
(Level 1) (Level 2)
$— $—
$— $—

Total Expense

Sienificant for the Three

rgnitican Months Ended
Unobservable

September 30,

Inputs 2012
(Level 3)
$5,000 $(11,163 )
$5,000 $(11,163 )

The Company's financial assets measured at fair value on a nonrecurring basis during the nine months ended

September 30, 2012 were as follows (in thousands):

Fair Value Measurements at Reporting Date

ustng Total Expense
Quoted C i
. Significant - for the Nine
Prices in Significant
. Other Months Ended
Active Markets Unobservable
. Observable September 30,
for Identical Inputs
Inputs 2012
Assets (Level 2) (Level 3)
(Level 1)
Assets:
i:lsr:;tura XR® developed technology intangible $_ §— $5,000 $(51,163 )
AMS TPR&D intangible asset — — 1,000 (3,000 )
Total $— $— $6,000 $(54,163 )
Liabilities:
Patent litigation settlement liability(1) — — 131,361 (131,361 )
Total $— $— $131,361 $(131,361 )

As a result of a subsequent change in estimate with respect to this obligation, the Company reduced its liability
(1)associated with the Watson Settlement Agreement by $46.2 million to $85.1 million during the third quarter of
2012.
See Note 9. Goodwill and Other Intangibles for a discussion of asset impairment charges. See Note 12. Commitments
and Contingencies for a discussion of the patent litigation settlement liability.
NOTE 4. INVENTORIES
Inventories are comprised of the following at September 30, 2012 and December 31, 2011, respectively (in
thousands):
September 30, December 31,
2012 2011
Raw materials $111,916 $103,064
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Work-in-process 61,825 51,063
Finished goods 190,006 108,292
Total $363,747 $262,419

Inventory amounts in the table above are shown net of obsolescence. Our reserve for obsolescence is not material to
the Condensed Consolidated Balance Sheets for any of the periods presented and therefore has not been separately
disclosed.

12
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NOTE 5. ACQUISITIONS

American Medical Systems Holdings, Inc. (AMS)

On June 17, 2011 (the AMS Acquisition Date), the Company completed its acquisition of all outstanding shares of
common stock of AMS for approximately $2.4 billion in aggregate consideration, including $70.8 million related to
existing AMS stock-based compensation awards and certain other amounts, at which time AMS became a
wholly-owned, indirect subsidiary of the Company. AMS’s shares were purchased at a price of $30.00 per share.
AMS is a worldwide developer and provider of technology solutions to physicians treating men’s and women’s pelvic
health conditions. The AMS business and applicable services include:

Men’s Health.

AMS supplies surgical solutions for the treatment of male urinary incontinence, the involuntary release of urine from
the body. The fully implantable AMS 800® system includes an inflatable urethral cuff to restrict flow through the
urethra and a control pump that allows the patient to discreetly open the cuff when he wishes to urinate. Since 2000,
AMS has also been selling the InVance® sling system, a less-invasive procedure for men with moderate incontinence,
and in 2007, AMS released the AdVance® sling system for the treatment of mild to moderate stress urinary
incontinence. AMS also offers the UroLume® endoprosthesis stent as a less invasive procedure for patients who may
not be good surgical candidates, as well as for men suffering from bulbar urethral strictures.

AMS also supplies penile implants to treat erectile dysfunction, the inability to achieve or maintain an erection
sufficient for sexual intercourse, with a series of semi-rigid malleable prostheses and a complete range of more
naturally functioning inflatable prostheses, including the AMS 700® MS. AMS has refined its implants over the years
with improvements to the AMS 700® series of inflatable prostheses, including the AMS 700 LGX® and the MS
Pump®. Another key factor that distinguishes AMS’s products is the use of the InhibiZon& antibiotic coating, which
received U.S. Food and Drug Administration (FDA) approval in July 2009 for AMS’s product claim that InhibiZon&
reduces the rate of revision surgery due to surgical infections.

Women’s Health.

AMS offers a broad range of systems, led by Monarc® and MiniArc®, to treat female stress urinary incontinence,
which generally results from a weakening of the tissue surrounding the bladder and urethra which can be a result of
pregnancy, childbirth and aging. Monarc® incorporates unique helical needles to place a self-fixating, sub-fascial
hammock through the obturator foramin. AMS’s MiniAr® Single-Incision Sling for stress incontinence was released
in 2007 and requires just one incision to surgically place a small sling under the urethra, which minimizes tissue
disruption and potential for blood loss, thereby allowing the procedure to be done with less anesthesia on an outpatient
basis. In 2010, AMS launched the MiniArc® Precise™, which is designed to enhance the ease and accuracy of
placement of the MiniArc device.

AMS also offers solutions for pelvic floor prolapse and other pelvic floor disorders, which may be caused by
pregnancy, labor, and childbirth. In 2008, AMS introduced the Elevate® transvaginal pelvic floor repair system, with
no external incisions. Using an anatomically designed needle and self-fixating tips, Elevate® allows for safe, simple
and precise mesh placement through a single vaginal incision. The posterior system was launched in 2008 and the
anterior system was launched in 2009.

BPH Therapy.

AMS’s products can be used to relieve restrict