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We are a pharmaceutical company that:

develops and commercializes generic versions of controlled-
release brand name pharmaceuticals, using our proprietary
controlled-release drug delivery technologies, and generic
versions of niche and immediate-release pharmaceutical
products, including oral contraceptives;

distributes pharmaceuticals, primarily generics, manufactured
by others as well as manufactured by us, primarily to
independent pharmacies, pharmacy chains, pharmacy
buying groups and physicians’ offices; and

commercializes brand name pharmaceuticals, in some
instances using our proprietary controlled-release drug
delivery technologies.
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stockholder letter

Thomas P. Rice
Chief Executive Officer and Director,
Andrx Corporation

Dear Andrx Stockholders:

I was very pleased to join the Andrx team in February 2004 as
your Chief Executive Officer. I am excited about our Company’s
prospects for the future and eager to work with the management
team to increase stockholder value. Since 1985, I have worked
within the pharmaceutical industry and have significant
experience in generic pharmaceutical manufacturing and quality

tems, brand product development and financial management,

which I believe will benefit Andrx.

As a member of the Andrx Board since April of 2003, I have

1siderable knowledge of the Company’s operations and
opportunities. The growth strategies for our business units —
generic, distribution and brand pharmaceutical products —
remain intact. I believe Andrx is uniquely positi 1 to benefit
from these three distinct but strategically synergistic business
units, offering a complementary blend of risk and reward for

both the short and long-term.

Our generic business was founded on our drug delivery

fe] tel D,

formulation capabilities and remains dynamic, successful and
Y

profitable. Our distribution business, which has been profitable

and growing since its inception, guarantees market share
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2003 Highlights:

¢ Achieved over $1 billion in revenues

¢ Filed 12 new ANDAs, received four tentative and 13 final approvals from FDA b

e Signed agreement to market loratadine products through Perrigo Company,
the nation’s largest provider of store brand OTC pharmaceuticals

¢ Filed NDA for valproate product, which was later accepted for filing by FDA

¢ Launched Taztia XT®, a generic of Tiazac®

¢ Launched OTC generic Claritin-D® 24, marketed through Perrigo
¢ Signed exclusivity transfer agreement with Impax and Teva for generic

Wellbutrin SR®/Zyban®

¢ Settled patent litigation and signed an agreement with Pfizer to /

market authorized generic of Glucotrol XL®
e Received approvable letter for Fortamet™

¢ Received FDA marketing approval for OTC generic Claritin RediTabs®

¢ Entered agreement to market Pfizer’s Cardura® XL
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¢ Collaborated with Teva to market our line of generic oral contraceptives |
¢ Divested two non-core operations - a Massachusetts aerosol
production facility and POL, an Internet website for physicians

¢ Initiated changes to improve our brand operations

¢ Invested in new technologies to enhance our businesses

More

recently, Andrx commenced its sales and marketing effort to

for Andrx generic products as they are launched.

commercialize our internally developed brand products that
offer long-term growth benefits. As the only company with
all three of these synergistic business platforms, Andrx has a
competitive advantage that the management team intends

to optimize.

This year we will focus on ensuring that the executives on
our team continue to have the resources they need to excel
at their responsibilities and, through teamwork, create
long-term growth in earnings and cash flow. Our senior
management team has a proven track record in bringing
successful pharmaceutical products to market and entering

into strategic alliances. They know how to manage change and

bring creative ideas to our Company, and I will draw upon that

knowledge and challenge them to do even more.

In 2003, Andrx produced solid operating results. For the
first time, we achieved revenue exceeding $1 billion, led
by the strong performance of our generic and distribution

businesses, both of which achieved record revenues.

Angelo C. Malahias
President, Andrx Corporation

In our generic business, we filed 12 ANDAs, some of which we
believe will be awarded 180 days of market exclusivity, received
four tentative and 13 final product approvals. We entered
into strategic alliances that have generated or will generate
significant revenues and profits from our generic Claritin
products, our line of generic oral contraceptives and a generic

version of Glucotrol XL.




stocknholder letter

Dr. Elliot F. Hahn Scott Lodin
Chairman Emeritus and Dir Executive Vice President,
Andrx Corporation General Counsel and Secretary,

Andrx Corporation

In our distribution business, we continue to achieve steady
revenue and profit growth (44 out of the 46 quarters since
inception), and have positioned this business for the future,
through improved utilization of our Ohio distribution center
and investments in technology to improve and enhance our

order entry systems.

Though our brand operations continue to operate at
a loss, we made significant strides toward improving its
performance in both the short and longer term, including
our Fortamet and valproate filings with the FDA, the
reduction and realignment of our sales and clinical

operations, as well as the agreements we entered into

with Pfizer Inc. (Pfizer) for the marketing of Cardura XL,

and with Takeda Chemical Industries, Ltd. (Takeda), for
the development and marketing of a new combination
product. We will continue to focus on optimizing the
commercial value of our current brand products and
product candidates, and to seek potential partners whose
products may be enhanced by the application of our drug

delivery technologies.




Andra

CORPORATION

In the first few months of 2004, the Andrx team continued on its
strategic pathway:

Collaborated with Takeda to develop and market a product combining our extended-release metformin
and Takeda’s pioglitazone, a market-leading diabetes product

Received FDA final marketing approval for OTC generic Claritin-D® 12
Received FDA approvable letter for valproate

Filed ANDA for the major strength of Toprol-XL®, which Andrx believes will have 180 days
of market exclusivity

Launched generic versions of Lotensin® and Lotensin HCT®
Announced pending ANDAs for Concerta®

Launched Previfem™ and Tri-Previfem™, generic versions of Ortho-Cyclen 28° and Ortho Tri-Cyclen®,
respectively, through Teva

We, at Andrx, plan to celebrate numerous additional achievements in 2004
and beyond. We will continue to focus on creating value for our stockholders
through internal growth and external opportunities, while ensuring our
Company’s operating systems and processes are positioned to support
our growth. We thank the stockholders, employees and customers for
their support.

Our distribution business reported $657.1 million in revenue, Andrx positioned for the future — making the changes
an increase of $122.5 million from full-year 2002; generic needed to build for the years ahead — without losing the
products produced $255.0 million in revenue, up from $183.9 spirit and dedication that got Andrx where it is today.
million in 2002; and brand product revenue was $46.6 million, We are committed to providing value for our customers,
which includes full-year sales of Altocor, up from $25.5 million patients and stockholders; as well as a challenging and
in 2002. Licensing and royalties revenue increased to $80.1 rewarding work environment for our employees.

million, from $17.3 million, and included $76.7 million of

revenue from our agreement related to another company’s

generic version of Prilosec®. Bottom line, we delivered $0.66 Sincerely,

diluted earnings per share compared to a ($1.22) diluted

loss per share in 2002, while maintaining our R&D spend at a ‘: :" E J f
significant level of approximately $52 million. We generated

positive cash flow and increased cash and equivalents from Thomas P. Rice

$97 million as of December 31, 2002, to approximately $205 Chief Executive Officer
million as of December 31, 2003. Our performance in 2003 is a April 2004

stepping-stone to achieving even greater success in the future.

The Andrx management team is committed to another successful
year in 2004, which will include continued improvement in
our manufacturing and quality operations, additional product
launches and increased R&D with an intense focus on building

our portfolio of generic products. We are intent on keeping




generics

Andrx Pharmaceuticals, our generic pharmaceuticals
operation, develops bioequivalent versions of difficult to
formulate, controlled-release tablets and capsules. Though the
commercialization process for these products is often fraught
with legal and other challenges, these hurdles result in limited
competition and greater financial returns. We also develop
and commercialize niche and immediate-release products,
which have fewer hurdles, but may face more competition

than controlled-release generics.

We employ a collaborative approach among our research and
development (R&D), sales and marketing, and legal teams
to determine which products may provide us with attractive
economic returns. Working together, these groups evaluate
our ability to design a formulation that will not infringe any

valid patents associated with the brand product.

Over the last five years, we have made significant investments in
R&D, which have enabled us to continue to expand our product
portfolio and our sources of profitability. In 2003, Andrx spent
a total of $52 million on generic and brand R&D and received
final approval for 13 ANDAs. Over the course of 2003 and
into early 2004, our generic product highlights included:

® In January 2003, we signed an agreement with Perrigo
Company (Perrigo), the nation’s largest provider of

store-brand, over-the-counter (OTC) pharmaceuticals,

to market our generic Claritin products. Through
this arrangement, Perrigo now markets our generic
versions of Claritin-D 24 (which received 180 days of
market exclusivity) and Claritin RediTabs as store-brand
OTC products, and will likely market later this year our
generic version of Claritin-D 12, which was approved by
FDA in 2004.

In April 2003, we launched Taztia XT, our generic
version of Tiazac.

In July 2003, we signed an exclusivity transfer agreement
with IMPAX Laboratories, Inc. (Impax) and Teva
Pharmaceutical Industries Ltd. (Teva) for generic
Wellbutrin SR and Zyban, ensuring that we would be
able to commercialize the value of our ANDA filings for
these products. We relinquished our exclusivity rights
for the 150mg strength of generic Wellbutrin SR in early
2004, and will receive a share of the profits generated by
this product for a period of six months after its March
2004 launch.

In September 2003, we resolved our patent litigation
with Pfizer and Alza Corporation regarding Glucotrol
XL and obtained the right to market all strengths
of Pfizer’s Glucotrol XL as a generic, which we did
beginning in November 2003.

In December 2003, we entered into an agreement for
Teva to market our line of oral contraceptive (OC)

products. In April 2004, Teva commenced marketing

Our drug delivery technologies are the building blocks of our product

portfolio.
established a proven ability to develop controlled-release products.

Using these patented, proprietary technologies, we have
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In 2003, we filed 12 Abbreviated New Drug Applications (ANDAs) with the
Food and Drug Administration (FDA), some of which we believe will be
entitled to 180 days of market exclusivity. We also received four tentative
and 13 final marketing approvals.

Lawrence J. Rosenthal
President, Andrx Pharmaceuticals, Inc.

Previfem, our generic version of Ortho-Cyclen 28, and Tri- _
Previfem, our generic version of Ortho Tri-Cyclen, both of
which were approved by FDA in early 2004. Though small in
number, our line of approved and pending ANDAs for OC
products addresses approximately 50% of the total market of
OC scripts currently written in the U.S.

In February 2004, our generic versions of Lotensin and
Lotensin HCT were approved by the FDA, and launched into
the marketplace.

Also in February 2004, we announced what we believe is the
first filed paragraph IV ANDA for a bioequivalent version of
Toprol-XL, 50mg dosage, which could result in 180 days of
market exclusivity for our product.

In March 2004, we disclosed our pending ANDAs for generic

Concerta Extended-release Tablets, 18mg, 27mg, 36mg and

54mg strengths.

As we have done in the past, we will both internally develop and
pursue other initiatives to increase our generic pipeline and

position our generic business for future growth.

We have over 95 patents issued or
pending in the United States and even 7
more internationally.



distribution

Anda and VIP, our distribution operations, primarily provide generic pharmaceuticals to
independent pharmacies, pharmacy chains, pharmacy buying groups and physicians’
offices throughout the United States. Over 200 telesales representatives place more
than 80,000 phone calls per week to approximately 18,000 active accounts offering
over 5,700 different products manufactured by others as well as our own line of
generic pharmaceuticals. These products are shipped throughout the United States,
with next day delivery, from our distribution centers in Florida and Ohio.

Today’s retail pharmaceutical market is generally comprised
of approximately 25,000 independent pharmacies and
30,000 outlets that are part of national pharmacy chains.
Andrx’s distribution operations, Anda and VIP, provide
approximately 5,000 generic pharmaceuticals and 1,000 brand
pharmaceuticals and other products to this independent

pharmacy segment.

Andrx’s

growth, profits and cash flow — a proven track record — and

distribution operations have shown consistent
have achieved sequential revenue growth in 44 out

of the 46 quarters we have been in
business. Our distribution business
continues to grow rapidly. Superior
customer service and “quick to
market” product launches are the
hallmark of Anda and VIP. Our
distribution operations meet our
customers’ needs and help them to
increase their profits. By decreasing
the time needed to get product onto
our customers’ shelves nationwide

(sometimes within 24 hours of FDA

approval), offering competitive prices and keeping products in
stock, Anda and VIP provide superior service and competitive

advantages for both our suppliers and customers.

Our telesales representatives have established, long-standing
relationships with our customers. Over the years, our sales
force has developed a vast knowledge of the pharmaceutical
industry, which enables them to be a resource about
new products, product mix, prices and product supply.
The business intelligence our telesales representatives share
helps our pharmacy customers effectively
businesses and

run their improve

profitability.

Anda and VIP also offer trade-specific,
intuitive, E-ordering devices, including
Internet-based systems and handheld
devices. These technologies are additional
tools for continued growth. AndaConnect®
and VIPConnect™, our handheld ordering
devices with built-in bar code scanners,
have been well received by our customers,

as they simplify and expedite the ordering

AndaConnect and VIPConnect, our handheld pharmacy ordering systems with barcode

scanning, were internally developed and are now used in approximately 600 pharmacies

in the United States and Puerto Rico, generating more than $3 million of revenue each
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Daniel H. Movens
President, Anda, Inc.

process. AndaCentral.com, an Internet site where chains
can purchase pharmaceuticals from a central buying
location and disperse individual orders to all of their stores,
is an effective tool for sourcing products that are new to
the market. AndaMeds.com, an Internet site for doctors’
offices and clinics, allows doctors to order pharmaceuticals,
vaccines, injectibles and medical supplies online along with

other office-related services. And, our AndaNet.com and

VIPpharm.com Internet ordering systems allow pharmacies

to place orders and receive access to timely industry
information. These systems enable our customers to
order efficiently, contain costs, and will allow us to provide

additional value-added services in the future.

Our distribution operations also complement the sales
and marketing efforts of our Andrx Pharmaceuticals’
generic product line. Whether sold to independent
pharmacies and regional chains through Anda and VIP,
or to national pharmacy chains and wholesalers through
Andrx Pharmaceuticals, each Andrx generic product, when

launched, is guaranteed market share.

month. By the end of 2004, we estimate
that the usage of our units and the revenue (°]
they generate will double.



brands

Andrx Laboratories, our emerging brand pharmaceutical operation, currently
markets Altocor, our first internally developed product, for the lowering of
cholesterol. We also have two other brand products awaiting FDA marketing f
approval: Fortamet, an extended-release metformin for the treatment of
diabetes, and a valproate product for the treatment of seizures. Though

we reduced the size of our clinical development staff in December, we wiill
continue our efforts to participate in the development of new brand products
using our controlled-release technologies, as evidenced by our recent
agreement with Takeda, Japan’s largest pharmaceutical company, to jointly
develop a product combining Takeda’s Actos (pioglitazone) and our extended-
release metformin.

Sylvia S. McBrinn
Executive Vice President,
Andrx Laboratories, Inc.

Andrx’s brand business is at an earlier stage of development
than our generic and distribution operations. As a result of
the substantial cost required to maintain a sales force and
promote a brand product, our brand business currently operates
at a loss. However, we are balancing that cost — and its impact
on our current profitability — with the significant, sustainable
profits that can ultimately be generated by a successful brand
platform. Obtaining increasing and sustainable profits from
our brand product operations is a significant part of our strategy

for the future. Even with the launch of Fortamet and Cardura

XL in 2004, and the significant up-front expenses required for

their promotion, beginning in 2005, we plan for our brand
product revenues to exceed the expenses required for their

promotion and sale.

Considerable progress was made in 2003 and early 2004:

® The FDA accepted our filing for Fortamet and we later received
an FDA approvable letter. We anticipate that Fortamet will be
specifically indicated as a once-a-day therapy to lower blood
glucose, and that its smaller tablet size and its unique 1000mg
dosage strength will improve patient compliance. We plan to

launch this product in 2004.

Demand for brand pharmaceutical
10 \ products, unlike generics, needs to
be created through a sales force
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® The FDA also accepted our filing for a valproate  The successful development of a profitable brand business,
product and we later received an FDA approvable along with a growing distribution business, will balance the
letter. The approval and launch of this product is not  variability of earnings from our generic business. This blended
anticipated to occur until at least 2005, as a result of  earnings model will provide us with a platform for growth that
the patent infringement litigation commenced against  is unique to our industry.

us.

® We signed a supply and distribution agreement with
Pfizer, which allows us to market Pfizer’s Cardura
XL product, for the treatment of benign prostatic

hyperplasia (BPH). If the FDA approves this product

in a timely manner, with certain minimum labeling ')
requirements, we will begin marketing Cardura XL to T
urologists and primary care physicians in 2004. B i ’ 1 ? "-'
i . lr_'_ . ;.lh-'. ' k = ot
® We entered an agreement with Takeda, Japan’s largest 45_-‘-. | Ay i .
. L R

pharmaceutical company, to jointly develop a product s =
combining Takeda’s Actos (pioglitazone) and our
extended-release metformin, from which we received
a milestone payment of $10 million and the right . = sl
to receive additional milestone and other payments m—
in the future.

that details these products, by explaining their use, benefits and other
characteristics to physicians.
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MANAGEMENT’S DISCUSSION & ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

OVERVIEW
Our Business
We are a pharmaceutical company that:

¢ develops and commercializes generic versions of controlled-release brand name pharmaceuticals, using our
proprietary controlled-release drug delivery technologies, and generic versions of niche and immediate-release
pharmaceutical products, including oral contraceptives;

¢ distributes pharmaceuticals, primarily generics, manufactured by others as well as manufactured by us, primarily
to independent pharmacies, pharmacy chains, pharmacy buying groups and physicians’ offices; and

¢ commercializes brand pharmaceuticals, in some instances using our proprietary controlled-release drug delivery
technologies.

Controlled-release pharmaceuticals generally provide more consistent drug levels in the bloodstream than immedi-
ate-release dosage forms and may improve drug efficacy and reduce side effects by releasing drug dosages at specific
times and in specific locations in the body. Controlled-release pharmaceuticals allow for “‘patient friendly’’ dosage forms,
which reduce the number of times a drug must be taken, thus improving patient compliance.

2003

In 2003, we for the first time achieved revenues exceeding $1 billion, led by the strong performances of our
distribution business and our generic business, both of which achieved record revenues. Our distribution business
reported sales of $657 million, a 23% increase from 2002. Our generic business launched six products, filed 12 ANDAs,
some of which we believe will be awarded first-to-file exclusivity, received four tentative and 13 final product approvals,
and generated over $255 million in revenues. We also had significant licensing revenues from our 2002 agreement
relating to KUDCo’s generic version of Prilosec, and entered into agreements with:

¢ Perrigo, to commercialize our generic Claritin products, which are being sold in the over-the-counter
(OTC) market;

¢ Pfizer, in conjunction with our legal settlement, which allowed us to more quickly market all strengths of generic
Glucotrol XL

¢ Teva, to increase the value of our oral contraceptive product line by marketing them as part of Teva’s broader
product line;

¢ Impax and Teva, to commercialize the value of our ANDAs for generic versions of Wellbutrin SR/Zyban;
¢ Pfizer, to market Cardura XL through our brand business; and

¢ Takeda, to co-develop and manufacture a combination product consisting of Takeda’s Actos (pioglitazone) and
our extended-release metformin.

Our brand business contributed 4% of total revenues in 2003 and continued to operate at a significant loss. In
December 2003, we reorganized our brand business by reducing the size and focus of our research and development
group, as we intend to focus on more selected opportunities that leverage our formulation technologies, and we reduced
the number of our brand sales representatives by approximately 100 to 250 and changed the territories they cover. These
changes are intended to improve our brand operations and its contribution to our overall business.

In 2003, we incurred charges of $18.4 million directly to cost of goods sold, related to the production of products
and product candidates, including $5.7 million in write-offs of pre-launch inventories of our version of generic Wellbu-
trin SR/Zyban, $4.7 million directly to cost of goods sold related to under-utilization and inefficiencies at our Florida and
North Carolina manufacturing facilities, and we wrote-off $3.9 million in manufacturing machinery and equipment at

Andrx\

CORPORATION




our Florida operations. While substantial progress has been made, we will continue to focus on further improving our
pharmaceutical manufacturing operations.

Key Performance Factors

In our generic business, increased revenues will result primarily from the launch of our new products and whether
and to what extent we will be entitled to market exclusivity with respect to such products, offset by price erosion of our
existing products. In our distribution business, growth will continue to be primarily a function of our participation in the
distribution of new generic products launched by others, offset by the net price declines typically associated with the
distribution of generic products over time. In our brand business, revenue growth will depend primarily upon our ability
to stimulate prescription demand for Altocor, and later Fortamet and Cardura XL.

Our operating results are highly dependent on a limited number of products, particularly the net revenues from our
generic versions of Cardizem CD, and, to a lesser extent, our generic versions of OTC Claritin products, Glucophage and
Tiazac; net sales of generic Glucotrol XL, purchased from Pfizer; net sales of our Altocor brand product and licensing
revenue related to KUDCo’s sales of generic Prilosec. Licensing revenues from KUDCo, which was significant in 2003,
will decrease substantially in 2004, as expected. Future operating results will also be dependant upon our ability to
generate revenues from our generic Wellbutrin SR/Zyban (either through the launch of our product or through our
Exclusivity Agreement with Impax and a subsidiary of Teva) and Prilosec filings, as well as future generic and brand
product introductions. The value and timing of those product introductions depends on a number of factors, including
successful scale-up, final FDA marketing approval, satisfactory resolution of patent litigation, our manufacturing capabili-
ties and capacities, competition and various other factors described in this annual report and in our other SEC filings.

Cash Requirements

We believe we can fund our 2004 operating cash requirements and planned capital expenditures from operations.
Our most significant 2004 cash requirement is the planned spending of approximately $100 million for facilities,
machinery and equipment related to the renovation of our North Carolina and Florida manufacturing facilities. We will
pay Sandoz additional milestones of $2.0 million and $3.0 million upon the approval and launch, respectively, of
Fortamet. Under our agreement with Pfizer, we will pay an additional $25 million milestone in the event that the Cardura
XL NDA is approved with certain minimum labeling requirements, and we will purchase a minimum of $21 million of
product from Pfizer during the first 12-month period following that approval. We have additional minimum purchase
requirements for Cardura XL of approximately $130 million in the following 24-month period as well.

We had $205.1 million in cash, cash equivalents and investments available-for-sale at December 31, 2003. In addition,
we have a $185 million secured credit facility, of which $172 million is currently available pursuant to the borrowing base
limits, to provide additional funds if necessary. No amounts were outstanding under this credit facility as of Decem-
ber 31, 2003.

Payment due by period
($ in thousands)

Less More

than 1-3 3-5 than
Contractual Obligations Total 1 year years years 5 years
Long-term debt obligations $ — % — % — ¥ — % —
Capital lease obligations 2,597 981 1,592 24 =
Operating lease obligations 70,162 11,313 20,086 15,822 22,941
Purchase obligations 282,000 95,000 176,000 11,000 —
Other long-term liabilities reflected on the

Consolidated Balance Sheet 11,079 — 11,079 — —

Total $365,838  $107,294  $208,757 $ 26,846 $ 22,941
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Forward Looking Statements

Forward-looking statements (statements which are not historical facts) in this report are made pursuant to the safe
harbor provisions of the Private Securities Litigation Reform Act of 1995. For this purpose, any statements contained
herein or which are otherwise made by us or on our behalf that are not statements of historical fact may be deemed to be

95 (¢

forward-looking statements. Without limiting the generality of the foregoing, words such as “may,” “will,”” “to,”” “‘plan,”’

9 ¢ LT

“expect,” ‘“‘believe, anticipate, intend,” “‘could,” ‘“‘would,” ‘“‘estimate,” or ‘‘continue’’ or the negative other
variations thereof or comparable terminology are intended to identify forward-looking statements. Investors are cau-
tioned that all forward-looking statements involve risk and uncertainties, including but not limited to, our dependence
on a relatively small number of products; licensing revenues; the timing and outcome of patent, antitrust and other
litigation; the timing and commercial success of future generic product launches; whether we will be awarded any market
exclusivity period and, if so, the precise dates thereof; government regulation generally; competition; manufacturing
capacities, output and quality processes; our ability to develop and successfully commercialize new products; the loss of
revenues from existing products; development and marketing expenses that may not result in commercially successful
products; our inability to obtain, or the high cost of obtaining, licenses for third party technologies; commercial obstacles
to the successful introduction of brand products generally, including Fortamet and Cardura XL; exclusion of our brand
products from formularies; the consolidation or loss of customers; our relationship to our suppliers; the success of our
joint ventures; difficulties in integrating, and potentially significant charges associated with, acquisitions of technologies,
products and businesses; the inability to obtain sufficient supplies from key suppliers; the impact of returns, allowances
and chargebacks; product liability claims; rising costs and limited availability of product liability and other insurance; the
loss of key personnel; failure to comply with environmental laws; and the absence of certainty regarding the receipt of
required regulatory approvals or the timing or terms of such approvals. We are also subject to other risks detailed herein
or detailed from time to time in our filings with the U.S. Securities and Exchange Commission.

Readers are cautioned not to place reliance on the forward-looking statements contained in this report. We
undertake no obligation to update or revise any forward-looking statements to reflect new information, the occurrence
or non-occurrence of future events or otherwise.

2000 Equity Reorganization and 2002 Conversion of Cybear Common Stock

Andrx was organized in August 1992 as a Florida Corporation. On September 7, 2000, we completed a reorganiza-
tion whereby Andrx acquired the outstanding equity of its Cybear Inc. subsidiary that it did not own, reincorporated in
Delaware, and created two new classes of common stock: (i) Andrx Common Stock to track the performance of the
Andrx Group, which then included Andrx Corporation and its majority owned subsidiaries, other than its ownership of
the Cybear Group and (ii) Cybear common stock to track the performance of the Cybear Group. Cybear Group then
included (i) Cybear Inc. and its subsidiaries, (ii) certain potential future Internet businesses of Andrx Corporation, and
(iii) certain operating assets of AHT Corporation. Mediconsult.com, Inc. and its subsidiaries were added to the Cybear
group following our acquisition by merger of Mediconsult.com, Inc. in April 2001.

On May 17, 2002, each share of Cybear common stock was converted into 0.00964 of a share of Andrx common
stock resulting in the issuance of approximately 65,000 shares of common stock. The 2002 Cybear conversion included a
25% premium on the value of Cybear common stock as provided by the terms of our Certificate of Incorporation.
Subsequent to the conversion we have only one class of common stock outstanding.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our significant accounting policies are described in Note 2 to the Consolidated Financial Statements, which have
been prepared in accordance with accounting principles generally accepted in the United States. The preparation of
these consolidated financial statements requires us to make estimates and judgments that effect the reported amounts of
assets, liabilities, revenues and expenses, and the related disclosure of contingent assets and liabilities. On an on-going
basis, we evaluate our estimates, including but not limited to those related to:

* revenue recognition,

¢ allowance for doubtful accounts receivable,
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¢ inventories and cost of goods sold,

¢ useful life or impairment of goodwill,

¢ useful life or impairment of other intangible assets,
¢ litigation settlements and related accruals,

* income taxes, and

¢ self-insurance programs.

We base our estimates on, among other things, currently available information, our historical experience and on
various assumptions, the results of which form the basis of making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Although we believe that that these assumptions are
reasonable under the circumstances, estimates would differ if different assumptions were utilized and these estimates
may prove in the future to have been inaccurate.

We believe the following critical accounting policies affect our more significant judgments and estimates used in the
preparation of our consolidated financial statements:

Revenue Recognition

Revenues from our distributed products and from our generic products and the related cost of goods sold are
recognized at the time the product is received by our customers. Estimated sales returns and allowances related to the
sales to our customers are provided in the same period as the related sales are recorded based on currently available
information and are continuously monitored and evaluated.

Revenues from our brand products are recognized for products received by customers that Andrx reasonably
estimates will be pulled through the distribution channel taking into account, among other things, historical and
projected prescription data, provided by external, independent sources, incentives granted to customers, customers’
right of return, generic introductions and inventory levels in the distribution channel, which we periodically evaluate. As
a result, we had $5.7 million and $18.2 million in deferred revenue in the December 31, 2003 and 2002 Consolidated
Balance Sheets, respectively.

Allowances against sales for estimated returns, chargebacks, rebates and other sales allowances are established by us
concurrently with the recognition of net revenue. These allowances are established based upon consideration of a variety
of factors, including, but not limited to, historical return experience by product type, the number and timing of
competitive products approved for sale, both historical and projected, the estimated size of the market for the product,
estimated customer inventory levels by product and current and projected economic conditions, including historical and
anticipated price declines. However, actual product returns, chargebacks, rebates and other sales allowances incurred are
dependent upon future events. We periodically monitor the factors that influence sales allowances and make adjustments
to these provisions when we believe that actual product returns, chargebacks, rebates and other sales allowances may
differ from established allowances. If conditions in future periods change, additional allowances may be required,
potentially in significant amounts. Net revenues from sales of our generic and brand products may be affected by the
level of provisions for estimated sales returns, chargebacks, rebates and other sales allowances.

In the pharmaceutical industry, the practice is generally to grant customers the right to return or exchange
purchased goods. In the generic pharmaceutical industry, this practice has resulted in generic manufacturers issuing
credits (also known as shelf-stock adjustments) to customers based on the customers’ existing inventory following
decreases in the market price of the related generic pharmaceutical product. The determination to grant an inventory
credit to a customer following a price decrease is generally at our discretion, and not pursuant to contractual arrange-
ments with customers. Shelf-stock adjustments occur frequently, potentially in significant amounts. We accrue an
estimate for sales allowances in the same period the sale is recognized. Accordingly, net revenues from sales of our
generic products are affected by the level of provisions for estimated shelf-stock adjustments. In order to make such
accrual, we make significant accounting estimates, including estimates of the quantities shipped by customers and
product still on customers’ shelves, and estimates of the price declines that will occur before the products pull through
the distribution channel. We periodically review and, as necessary, adjust such estimates. As a result, if conditions in
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future periods change, additional allowances or reversals may be required. Such additional allowances or reversals could
be significant.

In our brand business, we make significant estimates for sales returns and allowances, which are dependent on our
ability to promote to physicians, create demand for our products, pull products through the distribution channel and
estimate returns, future levels of prescriptions for our products and the inventory levels in the distribution channel. It is
a common pharmaceutical industry practice for brand manufacturers to offer customers, among other things, buy-in
allowances on initial purchases prior to promotion activities by the manufacturer. In addition, we conduct a significant
amount of our sales with a limited number of large pharmaceutical wholesalers and warehousing pharmacy chains that
have a right to return or exchange product they purchased. In 2003, approximately 59% of the brand products
shipments were made to three customers. As there are a limited number of large customers and we do not have a
substantial and unique brand product line, these customers can and do exert significant leverage on us relative to,
among other things, product returns and other concessions. As a result, we make significant estimates related to sales
returns and allowances in connection with the recognition of revenues, and periodically review such estimates. Our
policy is to recognize net revenues to the extent we can reasonably estimate returns and the product being pulled
through the distribution channel. If conditions change in future periods, additional allowances or reversals may be
required. Such additional allowances could be significant.

From time to time we enter into collaborative arrangements under which we may manufacture products that are
marketed by other parties. The arrangements generally define the way that the parties share profits from the product
sales. We recognize revenue from these arrangements based on information supplied by the other parties related to
shipment of the product to and acceptance by their customers, less their estimates for sales returns and allowances. The
net revenues we report are subject to several estimates by such parties similar to those we experience with the sales of our
products. We periodically monitor the factors that influence sales returns and allowances and conduct inquiries of the
other parties regarding these estimates. Such estimates are revised as changes become known. In addition, we receive
periodic reports by the other parties that support the amount of revenue that we recognize. Amounts recognized are
then compared to the cash subsequently remitted to us.

We have an arrangement with Perrigo whereby we agreed to manufacture and supply Perrigo with our generic
versions of Claritin-D 12, Claritin-D 24 and Claritin RediTabs, and Perrigo agreed to market such products as store brand
OTC products. In June 2003, Perrigo launched our OTC generic version of Claritin-D 24 and in January 2004, our OTC
generic version of Claritin RediTabs. Under the terms of the arrangement, we will manufacture and Perrigo will package
and market these products, and the parties will share the net profits, as defined, from product sales. We recognize
revenue from such sales after Perrigo has shipped and the customer has received and accepted the product, less
estimates by Perrigo for product returns and other customary allowances. The net revenues reported by us are subject to
numerous estimates by Perrigo, such as returns and other sales allowances and certain related expenses.

Licensing and royalty fees are recognized when the obligations associated with the earning of the licensing or royalty
fee have been satisfied. Our accounting policy is to review each contract, and if appropriate, we defer up-front and
milestone payments, whether or not they are refundable, and recognize them over the obligation period. Revenue
recognition is deferred until all significant contingencies have been resolved.

In October 2002, we entered into an agreement with Genpharm and KUDCo, pursuant to which Andrx and
Genpharm relinquished any marketing exclusivity rights to the 10mg and 20mg strengths of omeprazole (generic
Prilosec), thereby accelerating the ability of KUDCo to receive final FDA marketing approval for its version of that
product, which KUDCo received on November 1, 2002. Pursuant to the agreement with KUDCo, the licensing rate
earned by Andrx was 15% until June 9, 2003, when the rate decreased to 9% and was further reduced to 6.25% in
February 2004, as a result of the December 2003 appellate court decision affirming the lower court decision that Andrx’s
generic Prilosec product infringed patents issued to AstraZeneca plc. We will be entitled to receive the 6.25% licensing
rate for 24 months. Additional competition from the August 2003 launch of two additional generic versions of Prilosec
and the September 2003 launch of an OTC version of Prilosec has resulted in reduced sales for KUDCo’s version of
generic Prilosec, thereby reducing licensing revenues for Andrx. Such licensing fees may also cease if either Andrx or
Genpharm becomes lawfully permitted to launch its own generic version of Prilosec. Licensing revenues from KUDCo
for the years ended 2003 and 2002 were $76.7 million and $16.6 million, respectively. The licensing fee amounts due to
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us are subject to numerous estimates by KUDCo, including shelf-stock adjustments, returns, discounts, rebate and other
sales allowances and related expenses.

Allowance for Doubtful Accounts Receivable

We maintain an allowance for doubtful accounts receivable for estimated losses resulting from our inability to collect
from customers. As of December 31, 2003, our accounts receivable, net totaled $138.8 million, including an allowance for
doubtful accounts receivable of $7.7 million. Accounts receivable generated from our distribution operations are
principally due from independent pharmacies, pharmacy chains, pharmacy buying groups and physicians’ offices.
Accounts receivable generated from our generic and brand product sales operations are principally due from large
warehousing pharmacy chains, wholesalers and large pharmacy benefit managers. In extending credit, we attempt to
assess our ability to collect by, among other things, evaluating the customer’s financial condition, both initially and on an
ongoing basis. Collateral is generally not required. In evaluating the adequacy of our allowance for doubtful accounts
receivable, we primarily analyze accounts receivable balances, the percentage of accounts receivable by aging category,
and historical bad debts and also consider, among other things, customer concentrations, customer credit-worthiness,
and changes in customer payment terms or payment patterns. If the financial conditions of our customers were to
deteriorate, resulting in an impairment of their ability to make payments or our ability to collect, an increase to the
allowance may be required. Also, should actual collections of accounts receivable be different than our estimates
included in the determination of our allowance, the allowance would be increased or decreased through charges or
credits to selling, general and administrative (SG&A) expenses in the Consolidated Statements of Income in the period
in which such changes in collection become known. If conditions change in future periods, additional allowances or
reversals may be required. Such additional allowances could be significant.

In August 2002, we learned that an employee had made numerous improper entries that affected the aging of
certain customer accounts receivable and, accordingly, the adequacy of our allowance for doubtful accounts receivable.
After extensive investigation and analysis, including discussions with certain customers regarding past due amounts,
management determined that our provision for doubtful accounts receivable included in SG&A was understated for the
years ended 2001, 2000 and 1999, by an aggregate amount of $4.0 million. After consideration of all of the facts and
circumstances, we recognized the full amount of the $4.0 million prior period misstatement in the second quarter of
2002, as we believed it was not material to any period affected.

Activity in the allowance for doubtful accounts receivable is as follows:

Years Ended December 31,

($ in thousands)

2003 2002 2001

Beginning of year $15,495 $ 7,663 § 7,077
Provision for doubtful accounts receivable 4,340 13,178 1,357
Writeoffs, net of recoveries (12,101)  (5,346) (771)
End of year $ 7,734 $15,495 § 7,663

The provision for doubtful accounts receivable in 2002 of approximately $13.2 million includes $4.0 million related
to prior years as discussed above and additional provisions for the first and second quarters of 2002, of $1.4 million
related to this matter. Since August 2002, we have continued aggressive follow-up with our customers and have collected
a significant amount of past due balances. However, as certain other amounts were not collected and continue to age, we
recorded additional provisions in the third and fourth quarters of 2002, as the likelihood of collection of those accounts
decreased. We wrote off a significant portion of past due accounts in 2003 at the conclusion of our vigorous efforts to
collect these balances. Additional provisions or reversals may result in future periods as actual collections may differ from
our current estimates.

Inventories and Cost of Goods Sold

Inventories consist primarily of finished goods held for distribution, and raw materials, work-in-process and finished
goods of our generic and brand products. As of December 31, 2003, we had $209.9 million in inventories. Inventories are
stated at the lower of cost (first-in, first-out) or market. Cost of inventories held for distribution is based on purchase
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price, net of vendor discounts, rebates and other allowances, but excludes shipping, warehousing and distribution costs,
which are expensed as incurred and reported as SG&A expenses. In evaluating whether inventory is stated at the lower of
cost or market, management considers such factors as the amount of inventory on hand and in the distribution channel,
the estimated time required to sell such inventory, remaining shelf life and current and expected market conditions,
including levels of competition. As appropriate, provisions through cost of goods sold are made to reduce inventories to
their net realizable value. If conditions change in future periods, additional allowances may be required. Such additional
allowances could be significant. From time to time, we have made, are in the process of making or may make commercial
quantities of our product candidates prior to the date by which we anticipate that such products will receive FDA final
marketing approval and/or satisfactory resolution of the patent infringement litigation, if any, involving them (i.e. pre-
launch inventory). Production of pre-launch inventories involves the risk that such product(s) may not be approved for
marketing by the FDA on a timely basis or ever and/or that the results of related litigation may not be satisfactory. If this
risk were to occur or the launch of such product is significantly postponed, additional allowances may be required. Such
additional allowances could be significant.

For the year ended December 31, 2003, cost of goods sold includes charges totaling $18.4 million for the write-off of
inventory for our products and product candidates, which is inclusive of $5.7 million for our version of generic
Wellbutrin SR/Zyban placed into production after December 31, 2002. Cost of goods sold also includes charges of
$12.1 million relating to the write-down of certain assets, inventory and under-utilization and inefficiencies from the
Massachusetts aerosol manufacturing operation which was sold in October 2003. We also incurred charges of $3.9 million
for the write-off of certain manufacturing machinery and equipment at our Florida manufacturing operations and
$4.7 million related to under-utilization and inefficiencies at our Florida manufacturing facilities, as well as start-up costs
for our Morrisville, North Carolina facility, which we are renovating. As of December 31, 2003, we had approximately
$12.2 million of raw materials, work-in-process and finished goods inventories pending final FDA approval and/or
satisfactory resolution of litigation, of which $5.0 million represents inventory for products that have been approved by
the FDA subsequent to December 31, 2003.

Useful Life or Impairment of Goodwill

Under the purchase method of accounting for acquisitions, goodwill represents the excess of purchase price over
the fair value of the net assets acquired. As of December 31, 2003, we had $34.0 million of goodwill consisting of
$26.3 million from the acquisition of CTEX Pharmaceuticals, Inc. in January 2001, and $7.7 million from the acquisition
of Valmed Pharmaceuticals, Inc. in March 2000. Prior to 2002, we measured impairment of goodwill using the undis-
counted cash flow method whenever events and circumstances warranted revised estimates of useful lives or recognition
of an impairment of goodwill. The undiscounted cash flow method compared the net book value being tested to the
estimated aggregate undiscounted cash flows. If the net book value exceeded the estimated aggregate undiscounted cash
flows, the excess carrying amount of goodwill would be written-off. With the adoption of Statement of Financial
Accounting Standards (SFAS) No. 142 in 2002, goodwill is subject to at least an annual assessment for impairment in
value by applying a fair value based test. Any applicable impairment loss is the amount, if any, by which the implied fair
value of goodwill is less than the carrying value. Accordingly, if there is a change in the value of the goodwill we acquired,
impairment charges may be required. Such additional charges could be significant. We may or may not maintain
acquired businesses as discreet operating units. In the event that we integrate an acquisition into our other operations as
we did with CTEX into our brand business, the acquired business and its related goodwill are combined with our other
operations. Consequently, the potential impairment is evaluated in relation to the business unit as a whole.

Useful Life or Impairment of Other Intangible Assets

Brand product rights purchased from other pharmaceutical companies or acquired through the allocation of
purchase price upon the acquisition of another entity (included in other intangible assets), are being amortized over
periods ranging from three to 10 years. Other intangible assets also include patents relating to our electronic prescrip-
tion process, which are being amortized over a period of 14 years. We established the amortization period based on an
estimate of the period the assets would generate positive cash flows. If conditions change, we may be required to decrease
the estimated amortization period. Amortization is provided using the straight-line method over the estimated useful life.
Intangible assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. If conditions in future periods change, additional allowances may be
required, which could be significant.
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During 2002, we recorded a charge of $7.8 million for the impairment of goodwill and certain intangible assets
related to Physicians’ Online (POL). That charge was the result of our decision not to commit additional resources, to
seek the sale of POL and an evaluation of the goodwill and intangible assets arising from the acquisition of Mediconsult
and the subsequent integration of Internet operations into Andrx. As a result, we believed that the future benefits
previously associated with this transaction no longer existed under our current operations. In December 2003, we sold
our POL web portal operations for $2.0 million.

As of December 31, 2003, we had $13.7 million of other intangible assets, net which consisted primarily of
$1.2 million related to patents for our electronic prescription process and $11.0 million and $1.5 million for product
rights related to the Entex and Anexsia product lines, respectively. An impairment charge could potentially occur with
respect to the unamortized portion of our Entex product rights and Entex inventories ($11.0 million and $396,000,
respectively, as of December 31, 2003), as a result of FDA’s October 17, 2003 draft compliance policy guide with respect
to pharmaceutical products that are presently permitted to be on the market and sold by prescription without an
approved ANDA or NDA, such as the Entex line of products. This draft guidance is intended to provide notice that once
FDA approves a version of such product, unapproved drug products such as our Entex product line may be subject to
FDA enforcement action at any time, and that FDA will evaluate each product on a case-by-case basis. In determining
whether to permit a grace period, and how long such grace period will be, FDA indicates that it will consider factors such
as: (i) the effects on the public health of immediate removal; (ii) the difficulty of conducting any required studies, and
preparing and obtaining approval of an application; (iii) the burden on affected parties; (iv) FDA’s available enforce-
ment resources; and (v) any special circumstances. We are continuing to assess this matter, including whether to seek
FDA approval for marketing some or all of the Entex line of products as prescription or OTC products, and the
requirements imposed by FDA for NDA and ANDA submissions.

Litigation Settlements and Related Accruals

We account for the exposure of our various litigation matters under the provisions of SFAS No. 5 *“‘Accounting for
Contingencies’, which requires, among other things, an exposure to be accrued when it becomes probable and
estimatable. We disclose possible significant exposure for legal matters in Note 16 and litigation settlements and other
charges in Note 17 of our Notes to Consolidated Financial Statements. No accrual or disclosure of legal exposures judged
to be remote is required. To the extent possible, the exposure to legal matters is evaluated and estimated, based on
currently available information and following consultation with legal counsel. The ultimate outcome of any litigation
may be significantly different than the amounts estimated, given the uncertainties inherent in complex litigation.

During 2003, we incurred an $8.8 million charge relating to various previously announced legal claims and the
negotiated settlement of an obligation to one of our law firms with respect to our generic version of Tiazac. The 2002
period includes, among other things, a litigation settlement charge of $65.0 million, which we recorded in anticipation of
reaching a settlement on certain litigation. This contingency became probable and estimatable in June 2002, as a result
of mediation discussions between Andrx, Aventis S.A. and the various classes of plaintiffs in the Cardizem CD antitrust
litigation that was pending for multidistrict proceedings in the United States District Court for the Eastern District of
Michigan. In July 2002, Andrx and Aventis entered into a settlement, which is now binding, with the direct purchaser
class of plaintiffs. In January 2003, Andrx and Aventis entered into a settlement, which has now been approved by the
District Court, with the indirect purchaser class of plaintiffs, as well as with the attorneys general for all 50 states, the
District of Columbia and Puerto Rico. The respective payments made or to be made by Andrx and Aventis under these
agreements have not been disclosed. The litigation is still ongoing for the remaining group of litigants, including those
who timely choose to opt out of the settlements described above, and an indirect purchaser who has appealed the District
Court’s approval of the settlement, purportedly on behalf of a class of Tennessee residents. If not settled, Andrx
anticipates that these matters may take several years to be resolved, and an adverse judgment could have a material
adverse effect on our business and consolidated financial statements. Andrx intends to litigate vigorously any outstanding
related cases that it cannot settle on a reasonable basis. Any portion of the accrued litigation settlements charge that was
not paid as of December 31, 2003, is included in accrued expenses and other liabilities in our December 31, 2003
Consolidated Balance Sheet.
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Income Taxes

The provisions of SFAS No. 109, ““Accounting for Income Taxes”, require, among other things, recognition of
future tax benefits measured at enacted rates attributable to the deductible temporary differences between the financial
statement and income tax bases of assets and liabilities and to benefit deferred tax assets to the extent that the realization
of such benefits is “‘more likely than not”’. Under the provisions of SFAS No. 109, deferred income tax assets and
liabilities are determined based on the difference between the financial statement and tax bases of assets and liabilities,
using enacted tax rates in effect for the year in which the differences are expected to reverse.

We record a valuation allowance to reduce our deferred income tax assets to the amount that is more likely than not
to be realized. As of December 31, 2003, we had deferred income tax assets totaling $65.2 million. We have considered
our ability to carry back certain net operating losses, future taxable income and ongoing prudent and feasible tax
planning strategies and have determined that no valuation allowance is necessary on our deferred income tax assets. In
the event that we were to determine that we would not be able to realize all or part of our deferred income tax assets in
the future, an adjustment to the valuation allowance would be charged to the Consolidated Statement of Income in the
period such determination was made. We previously recorded a valuation allowance of $7.2 million on certain Cybear net
operating loss carryforwards. Due to a later change in circumstances during 2002, we determined that it is more likely
than not that the net operating loss carryforwards would be utilized, and we reversed this $7.2 million valuation
allowance.

Our future effective tax rate is based on estimates of expected income, statutory tax rates and tax planning
opportunities. Significant judgment is required in determining our effective tax rate and the ultimate resolution of our
tax return positions. Despite our belief that our tax return positions are supportable, our policy is to establish reserves for
taxes that may become payable in future years as a result of examination by tax authorities. We believe our tax reserves
provide an adequate allowance for such contingencies. The tax reserves are analyzed periodically and adjustments are
made to the tax reserves, as events occur to warrant such adjustment. Our federal income tax returns for the years 1999
to 2002 are currently under audit by the Internal Revenue Service. Our effective tax rate and cash flows could be
materially impacted by the ultimate resolution of our tax positions.

Self-Insurance Programs

We maintain self-insured retentions and deductibles for some of our insurance programs and limit our exposure to
claims by maintaining stop-loss and/or aggregate liability coverages. The estimate of our claims liability, which may be
material, contains uncertainty since we must use judgment to estimate the ultimate costs that will be incurred to settle
reported claims and unreported claims for incidents incurred but not reported as of the balance sheet date. When
estimating our liability for such claims, we consider a number of factors, including, but not limited to, self-insured
retentions, deductibles, historical claim experience, demographic factors, severity factors and maximum claims exposure.
If actual claims exceed these estimates, additional charges may be required.
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ANDRX CORPORATION AND SUBSIDIARIES

Consolidated Selected Financial Data

The following summary historical financial information is based on our consolidated audited financial statements,
including the consolidated audited financial statements for the years ended December 31, 2003, 2002 and 2001, included
elsewhere herein. Our consolidated audited financial statements for the years ended December 31, 2003, 2002 and 2001,
have been audited by Ernst & Young LLP, our current independent auditors. Our consolidated financial statements for
the years ended December 31, 2000 and 1999, were audited by Arthur Andersen LLP, our former independent auditors.

Years Ended December 31,

($ in thousands, except for share and per share amounts)

2003 2002 2001 2000 1999
STATEMENTS OF OPERATIONS DATA (1)
Revenues
Distributed products $ 657,098 $ 534,618 § 495241 $ 329,110 $ 262,402
Andrx products 301,652 209,407 229,003 175,428 134,796
Stipulation fees — — — — 70,733
Licensing and royalties 80,080 17,340 13,648 14,966 8,059
Other 7,508 9,615 11,149 456 —
Total revenues 1,046,338 770,980 749,041 519,960 475,990
Operating expenses
Cost of goods sold 700,401 620,069 479,595 301,475 235,346
Selling, general and administrative (2) 217,085 193,253 145,321 82,510 70,010
Research and development 52,235 51,479 52,846 45,467 25,327
Litigation settlements and other charges 8,750 72,833 14,759 7,322 —
Total operating expenses 978,471 937,634 692,521 436,774 330,683
Income (loss) from operations 67,867 (166,654) 56,520 83,186 145,307
Other income (expense)
Equity in earnings (losses) of joint ventures 5,135 3,697 1,025 (1,202) (370)
Interest income 2,242 5,420 11,386 13,039 3,603
Interest expense (2,641) (200) — (767) (1,661)
Gain on sale of assets 5,605 5,094 — — —
Minority interest in Cybear — — — 4,146 1,937
Gain on sales of Cybear shares — — — — 643
Income (loss) before income taxes 78,208 (152,643) 68,931 98,402 149,459
Income taxes (benefit) 30,031 (60,826) 31,385 39,870 55,405
Net income (loss) $ 48,177 § (91817) $ 37546 $§ 58532 $ 94,054
(Continued)
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ANDRX CORPORATION AND SUBSIDIARIES

Consolidated Selected Financial Data (Continued)

Years Ended December 31,

($ in thousands, except for share and per share amounts)

2003 2002 2001 2000 1999

EARNINGS (LOSS) PER SHARE
ANDRX GROUP COMMON STOCK (3) (4)
Net income (loss) allocated to
Andrx Group (including Cybear Group
from January 1, 1999 through
September 6, 2000 and May 18, 2002
through December 31, 2003) $ 48,177 $ (85,873) $ 72,862 $ 66,873 $ 94,054
Premium on Conversion of Cybear
common stock — (526) — — —

Total net income (loss) allocated to Andrx $ 48,177 $ (86,399) $ 72,862 $ 66,873 $ 94,054

Net income (loss) per share of
Andrx Group common stock
Basic $ 0.67 $ (1.22) $ 1.04 $ 0.99 $ 1.52

Diluted $ 0.66 $ (1.22) $ 1.01 $ 095 $ 1.45

Weighted average shares of Andrx Group
common stock outstanding

Basic 71,892,000 70,876,000 69,998,000 67,756,000 61,980,000

Diluted 72,655,000 70,876,000 72,243,000 70,456,000 64,953,000

CYBEAR GROUP COMMON STOCK (4) (5)
Net loss allocated to Cybear Group (from

September 7, 2000 through May 17, 2002) $ (5,944) $ (35,316) $ (8,341)
Premium on Conversion of Cybear

common stock 526 — —
Total net loss allocated to Cybear Group $ (5,418) $ (35,316) $ (8,341)

Basic and diluted net loss per share of
Cybear Group common stock $ (0.80) $ (6.09) $ (2.19)

Basic and diluted weighted average shares of
Cybear Group common stock outstanding 6,743,000 5,802,000 3,801,000

(1) Certain prior year amounts have been reclassified to conform with the current year presentation.

(2) In 2002, Andrx adopted Statement of Financial Accounting Standards No. 142 “Goodwill and Other Intangible Assets’” which
resulted in goodwill no longer being subject to amortization. Goodwill amortization expense in 2001, 2000, and 1999, was $4,967,
$1,850 and $115, respectively.

(8) Andrx Group share and per share amounts reflect Andrx’s May 1999 and March 2000 two-for-one stock splits of Andrx common
stock effected in the form of 100% stock dividends.

(4) Effective May 17, 2002, all outstanding shares of Cybear common stock were converted to Andrx common stock. For periods
subsequent to the May 2002 conversion, Andrx will only report earnings (loss) per share for Andrx common stock which includes
all of the former Cybear operating results from the effective date of the May 2002 conversion and will no longer report separate
earnings (loss) per share for the former Cybear common stock.

(5) The basic and diluted weighted average shares of Cybear common stock outstanding and diluted net loss per share of Cybear
common stock, included herein for the period from January 1, 2002 to May 17, 2002, and years ended December 31, 2001 and
2000, reflect the July 81, 2001 one-for-four reverse stock split for Cybear common stock.
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ANDRX CORPORATION AND SUBSIDIARIES

Consolidated Selected Financial Data (Continued)

BALANCE SHEET DATA

Cash, cash equivalents and
investments available-for-sale

Accounts receivable, net
Inventories

Working capital

Property, plant and equipment, net
Total assets

Short-term borrowings

Retained earnings

Total stockholders’ equity

December 31,
($ in thousands)

2003 2002 2001 2000 1999

$205,123 $ 97,394 $245424  $336,809 $123,418
138,849 127,698 129,900 92,960 72,032
209,910 140,625 161,691 101,219 78,771
354,822 291,848 446,835 453,860 179,829
239,173 227,864 139,898 77,773 39,874
958,446 789,479 789,214 669,416 357,954
— = = = 20,226
132,215 84,038 176,381 138,835 80,303
622,901 565,707 647,894 559,797 220,972
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ANDRX CORPORATION AND SUBSIDIARIES

Results of Operations

Revenues and Gross Profit (Loss)

Years Ended December 31,

($ in thousands)

2003 2002 2001
Distributed Products
Revenues $ 657,098 $ 534,618 $ 495,241
Gross profit 120,229 100,968 84,949
Gross margin 18.3% 18.9% 17.2%
Andrx Products — Generic
Revenues $ 255,014 $ 183,873 § 197,940
Gross profit 119,440 37,348 145,666
Gross margin 46.8% 20.6% 73.6%
Andrx Products — Brand
Revenues $ 46,638 $ 25534 § 31,063
Gross profit 33,794 12,271 18,900
Gross margin 72.5% 48.1% 60.8%
Andrx Products — Total
Revenues $ 301,652 $§ 209,407 $ 229,003
Gross profit 153,234 50,119 164,566
Gross margin 50.8% 23.9% 71.9%
TOTAL PRODUCT SALES
Revenues $ 958,750 $ 744,025 § 724,244
Gross profit 273,463 151,087 249,515
Gross margin 28.5% 20.3% 34.5%
LICENSING AND ROYALTIES
Revenues $ 80,080 $ 17,340 § 13,648
Gross margin 100.0% 100.0% 100.0%
OTHER
Revenues $ 7,508 $ 9615 § 11,149
Gross profit (loss) (7,606) (17,516) 6,283
Gross margin (loss) (101.3%) (182.2%) 56.4%
TOTALS
Revenues $1,046,338 $ 770,980 $ 749,041
Gross profit 345,937 150,911 269,446
Gross margin 33.1% 19.6% 36.0%

Year Ended December 31, 2003 Compared to Year Ended December 31, 2002

For 2003, we generated net income of $48.2 million, compared to a net loss of $91.8 million for 2002. For 2002, of
the $91.8 million of net loss, $86.4 million of total net loss was allocated to Andrx common stock and $5.4 million of total
net loss was allocated to the former Cybear common stock.
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TOTAL REVENUES AND COST OF GOODS SOLD

Distributed Products

Revenues from distributed products increased by 22.9% to $657.1 million for 2003, compared to $534.6 million for
2002. The increase generally reflects our participation in the distribution of new generic products introduced by generic
manufacturers, and an increase in sales to existing and new customers, offset by the overall price declines common to
generic products. In 2003, revenues from distributed products generated $120.2 million of gross profit with a gross
margin of 18.3%, compared to $101.0 million of gross profit with a gross margin of 18.9% for 2002. When we participate
in the distribution of generic products which face little or no competition, we generally record higher sales revenues and
lower gross margins. When such products encounter additional competition, the resulting lower price generally cause us
to record lower sales, but higher margins, as we generally are able to purchase such products at more favorable prices.

Andrx Products Revenues

Generic Products

For 2003, revenues from our generic products increased by 38.7% to $255.0 million, compared to $183.9 million in
2002. For 2002, revenues from our generic products include sales of our generic versions of Cardizem CD, Dilacor XR,
Glucophage, K-Dur, Ventolin (albuterol metered dose inhalers) and Naprelan. For 2003, revenues include sales of those
products as well as the 2003 launches of our generic versions of Tiazac, Claritin-D 24, which is marketed by Perrigo as an
OTC product, and from generic Glucotrol XL, which we obtain from Pfizer. The increase in revenues from our generic
products for 2003, compared to 2002, results primarily from the launches of these additional products, which include
initial stockings, offset by price declines from our other generic products. Due to a relatively stable competitive
environment, our generic version of Cardizem CD continues to generate significant levels of revenue and gross profit
and materially contributes to our overall current level of operating results. In October 2003, we sold our Massachusetts
aerosol manufacturing operation that makes our generic version of Ventolin (albuterol metered dose inhalers). As we
retained a supply relationship with the purchaser of that operation, we will continue to generate revenues from this
product, which will be recorded under revenues from distributed products.

In 2003, our generic products generated $119.4 million of gross profit with a gross margin of 46.8%, compared to
$37.8 million of gross profit with a gross margin of 20.6% in 2002. The increase in gross margin from our generic
products for 2003, compared to 2002, results primarily from the launches of our additional generic products, partially
offset by price declines from our other generic products and reduced charges to cost of goods sold for pre-launch
inventories. The 2002 period includes charges to cost of goods sold of $41.0 million to fully reserve pre-launch
inventories of our generic version of Prilosec (which was not launched) as well as a $34.7 million charge related to
production of generic products and pre-launch inventories of our generic products, including Wellbutrin SR/Zyban.
Cost of goods sold for 2003 includes charges of $18.4 million related to production of our products and product
candidates and $3.9 million for the write-off of certain manufacturing machinery and equipment at our Florida
manufacturing operations, a significant portion of which related to the manufacture of generic Prilosec. We have
experienced and, in the near term, expect to continue to experience, significant charges to cost of goods sold as a result
of production and utilization issues at our manufacturing facilities related to the expansion of manufacturing facilities in
anticipation of new product launches and other factors. In 2003, we incurred costs of approximately $4.7 million related
to under-utilization and inefficiencies at our Florida manufacturing facilities and our North Carolina facility, which we
are renovating. In the 2002 period, we incurred $5.8 million of charges to cost of goods sold related to under-utilization
issues at our Florida manufacturing facilities, including costs associated with our Weston, Florida facility, which we had
intended to use for manufacturing, but which we are now using for R&D and other non-manufacturing operations.

Brand Products

For 2003, revenues from our brand products increased by 82.7% to $46.6 million from $25.5 million in 2002. 2003
revenues include sales generated from our Altocor (lipid lowering), Entex (cough and cold), including two reformulated
versions thereof, Anexsia (pain) and Embrex (prenatal vitamins) product lines. The increase in revenues for 2003
compared to 2002 was primarily the result of a full year of sales of Altocor, which we began marketing in July 2002,
partially offset by decreases in revenues from the Entex, Embrex and Anexsia product lines, which were affected by
various factors, including the advent of generic competition.

Andrxa

CORPORATION



In 2003, our brand products generated $33.8 million of gross profit with a gross margin of 72.5%, compared to
$12.3 million of gross profit with a gross margin of 48.1% for 2002. The increase in gross profit and gross margin for 2003
resulted primarily from a full year of Altocor sales in 2003. Gross margins were also affected by, among other things,
inventory charges of approximately $1.5 million and $4.8 million, respectively (through cost of goods sold) in 2003 and
2002, for production failures and inventory expiration issues. Cost of goods sold in 2003 and 2002 also included royalties
accrued on the revenues generated from the Entex and Anexsia product lines, as well as amortization of the marketing
rights we acquired for the Embrex, Entex and Anexsia products, calculated on a straight-line basis.

Licensing and Royalties

In 2003, we recorded $80.1 million in licensing and royalties revenue, compared to $17.3 million in 2002. Licensing
and royalties revenue for 2003 and 2002 includes $76.7 million and $16.6 million, respectively, from the agreement with
KUDCo (for relinquishing exclusivity rights to the 10mg and 20mg strengths of generic Prilosec). The licensing rate due
from KUDCo reduced from 15% to 9% on June 9, 2003, and was further reduced in February 2004 to 6.25% as a result of
the December 2003 appellate court decision affirming the district court decision that our generic Prilosec product
infringed patents issued to AstraZeneca. Licensing revenues for Andrx were further reduced in 2003, as a result of
competitors’ launches of two additional generic versions of Prilosec in August 2003, and the launch of an OTC version of
generic Prilosec in September 2003, which resulted in reduced sales for KUDCo’s generic version of Prilosec.

Other Revenues

We recorded $7.5 million of other revenues in 2003, compared to $9.6 million in 2002. Other revenues for 2003
primarily represented revenues from the contract manufacture and sale of albuterol metered dose inhalers from our
Massachusetts aerosol manufacturing operation and from our Internet operations, primarily the POL web portal. We
sold our Massachusetts aerosol manufacturing operation in October 2003 and our POL web portal in December 2003.

During 2003 and 2002, we recorded to cost of goods sold of other revenues, charges of $7.9 million and $11.8 mil-
lion, respectively, related to an excess facilities lease, related leasehold improvements, excess aerosol product inventories,
and equipment and severance at our Massachusetts aerosol manufacturing operation. During 2003 and 2002, we also
recorded charges to cost of goods sold related to excess capacity at the Massachusetts aerosol manufacturing operation of
$4.3 million and $7.9 million, respectively.

SG&A

SG&A expenses were $217.1 million, or 20.7% of total revenues for 2003, compared to $193.3 million, or 25.1% of
total revenues for 2002. For both periods, SG&A expenses included expenses related to the administration, marketing,
sale, distribution and warehousing of distributed products and our brand and generic products, royalties to our former
Co-Chairman and Chief Scientific Officer related to sales of our generic version of Cardizem CD, corporate overhead
and legal costs (primarily patent infringement and antitrust matters related to our ANDA filings). The increase in SG&A
expenses in 2003, compared to 2002, was primarily due to the increase in sales and marketing costs for our brand
products, the expansion of our distribution business, including the opening of our Ohio distribution center, and
increases in insurance expense and other corporate overhead, offset by a decrease in operating expenses related to our
former Internet business. SG&A expenses for 2002 include a $4.0 million allowance for doubtful accounts receivable
recorded in connection with an understatement of our provisions for doubtful accounts receivable for the years ended
December 31, 2001, 2000 and 1999, due to the unauthorized actions of a single employee who had made numerous
improper entries that affected the adequacy of our allowance for doubtful accounts receivable. Also included in SG&A
for 2002 is an increase in the provision for doubtful accounts receivable of $1.4 million related to this matter for the first
and second quarters of 2002.

We employed an average of approximately 385 brand sales representatives in 2003, compared to an average of
approximately 290 in 2002. In addition, the average direct cost of an Andrx brand sales representative, including training
costs, was approximately $125,000 in 2003, compared to $105,000 in 2002. In December 2003, we reorganized our brand
sales force structure to comprise 325 primary care sales territories and reduced the number of brand sales representa-
tives by approximately 100 to 250 brand sales representatives. In connection with this reorganization, we recorded a
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charge of approximately $1.1 million for severance and outplacement services for the reduction in brand sales person-
nel. We will review and adjust the number of sales representatives we maintain based on the needs of our business and
our products, particularly for our expected launch of Pfizer’s Cardura XL product. In our distribution operations, we
employed approximately 200 sales representatives and sales support staff in both 2003 and 2002.

RESEARCH AND DEVELOPMENT

R&D expenses were $52.2 million for 2003, compared to $51.5 million for 2002. R&D expenses in 2003 primarily
reflect our continued research, development and commercialization efforts in our generic (ANDA) product develop-
ment program. We filed 12 ANDAs in 2003. We also filed two NDAs (a valproate product and Fortamet) and later
received approvable letters from FDA. As of December 31, 2003, we had a total of 30 ANDA and two NDA submissions
pending at the FDA. R&D expenses for 2002 include a milestone payable to Geneva Pharmaceuticals, Inc. (now known as
Sandoz Inc. (‘“‘Sandoz’’)) of $3.0 million for Fortamet.

In our generic R&D operations, we seek to research and develop generic formulations of currently marketed
products. We estimate that the average cost of developing a controlled-release generic product (excluding legal costs) is
approximately $2.0 million and the average cost of developing a niche or immediate-release generic product is approxi-
mately $1.0 million. R&D expenses for generic research and development activities include, among other things, costs
relating to personnel, overhead, laboratories for conducting bioequivalence studies and raw materials used in developing
the products.

Our research and development efforts are currently focused on developing controlled-release generic products,
using our proprietary controlled-release drug delivery technologies, as well as niche and immediate-release generic
products, including oral contraceptives. The reduced focus on brand R&D resulted in a reduction in personnel and the
recording of a charge of approximately $1.4 million for severance and outplacement services in the fourth quarter of
2003.

Our current brand R&D consists primarily of the development of a combination product of Actos (pioglitazone),
which is marketed by Takeda, and an extended-release metformin product, each of which is administered once-a-day for
the treatment of Type 2 diabetes. Pursuant to our December 2003 agreement with Takeda, we are responsible for the
formulation and manufacture of the combination product and Takeda is responsible for obtaining regulatory approvals
for, and marketing the product. We have received a milestone payment under this agreement and have deferred
recognition of the related revenue because the amount to be retained by us is contingent upon the occurrence of certain
future events. We are also entitled to receive significant additional milestone payments from Takeda upon the occurrence
of certain specified events, as well as a transfer price for product manufactured by us and a royalty and certain additional
performance payments related to Takeda’s sale of the combination product.

LITIGATION SETTLEMENTS AND OTHER CHARGES

Litigation settlements and other charges were $8.8 million in 2003 compared to $72.8 million in 2002. The 2003
charges related to various previously disclosed legal claims, including a negotiated settlement of an obligation to one of
our law firms with respect to our generic version of Tiazac. The 2002 charges included a $65.0 million charge in
anticipation of reaching a settlement on certain litigation related to Cardizem CD. This contingency became probable
and estimatable in June 2002 as a result of mediation discussions between Andrx, Aventis and the various classes of
plaintiffs in the Cardizem CD antitrust litigation that was pending for multidistrict proceedings in the United States
District Court for the Eastern District of Michigan. In connection therewith, in July 2002, we entered into a settlement,
which is now binding, with the direct purchaser class of plaintiffs and Aventis. In January 2003, we entered into a
settlement, which has been approved by the District Court, with the indirect purchaser class of plaintiffs, the attorneys
general for all 50 states, the District of Columbia and Puerto Rico, and Aventis. The respective payments made or to be
made by Andrx and Aventis under these agreements have not been disclosed. The litigation is still ongoing for the
remaining group of litigants, including those who chose to opt out of the settlements described above and a member of
the indirect purchaser class who has appealed the District Court’s approval of the settlement, purportedly on behalf of a
class of Tennessee residents. Any portion of the accrued litigation settlements charge that was not paid as of Decem-
ber 31, 2003, is included in accrued expenses and other liabilities in the December 31, 2003 Consolidated Balance Sheet.
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The 2002 period also included a charge of $7.8 million related to a write-off of goodwill and certain intangible assets
for the physician’s network and trademarks created during the Mediconsult acquisition. Such charges were the result of
management’s decision in the fourth quarter of 2002 not to commit additional resources to POL and an evaluation of
the goodwill and intangible assets arising from the acquisition of Mediconsult and the subsequent integration of Internet
operations into Andrx. We sold the POL web portal in December 2003.

EQUITY IN EARNINGS OF JOINT VENTURES

We recorded $5.1 million of equity in earnings of our unconsolidated joint ventures in 2003, compared to $3.7 mil-
lion in 2002. For 2003 and 2002, equity in earnings of our joint ventures was generated by ANCIRC’s net sales of its
generic versions of Oruvail and, to a lesser extent, Trental, and CARAN’s net sales of its generic versions of Mevacor and,
to a lesser extent, Pepcid and Prozac. ANCIRC is a 50/50 joint venture with Watson Pharmaceuticals, Inc. and CARAN is
a 50/50 joint venture with Carlsbad Technologies, Inc.

INTEREST INCOME

We recorded interest income of $2.2 million in 2003, compared to $5.4 million in 2002. The decrease in interest
income is primarily the result of the lower average level of cash, cash equivalents and investments available-for-sale
maintained and lower interest rates on these investments during 2003, compared to 2002. We invest in taxable, tax-
advantaged and tax-free investment grade securities.

INTEREST EXPENSE

We incurred interest expense of $2.6 million in 2003, compared to $200,000 in 2002. Interest expense in 2003 was
primarily related to the unused line fee and amortization of issuance costs related to our secured line of credit entered
into in December 2002 and financing charges on capital lease obligations. For 2003 and 2002, interest expense also
included financing charges on certain insurance premiums.

GAIN ON SALE OF ASSETS

Gain on sale of assets for 2003 includes a gain on the sale of the POL web portal of $344,000, a gain of $875,000 on
the sale of certain brand marketing rights and a gain of $3.7 million associated with the sale of the Massachusetts aerosol
manufacturing operation. In 2002, gain on sale of assets includes a $5.1 million gain from the June 2002 sale of the
Histex cough and cold line of products.

INCOME TAXES

For 2003, we provided $30.0 million for income taxes or 38.4% of income before income taxes. This provision
exceeded the expected annual effective federal statutory rate of 35%, primarily due to the effect of state income taxes.
For 2002, we recorded an income tax benefit of $60.8 million, or 39.8% of loss before income taxes. Such tax benefit for
2002 included the reversal of a $7.2 million valuation allowance on deferred income tax assets relating to certain net
operating loss carryforwards.

WEIGHTED AVERAGE SHARES OUTSTANDING

The basic and diluted weighted average shares of Andrx common stock outstanding was 71.9 million and 72.7 mil-
lion, respectively, in 2003, and the basic and diluted weighted average shares outstanding were both 70.9 million in 2002.
The basic weighted average share computations for 2003 and 2002 include the weighted average number of shares of
common stock outstanding during the period, as well as the vested portion of restricted stock units. For 2003 diluted per
share calculations include weighted average shares of common stock outstanding plus dilutive common stock equivalents
(stock options and the unvested portion of restricted stock units, computed using the treasury stock method). For 2003,
the dilutive common stock equivalents consist of stock options and unvested restricted stock units in which the exercise
price or issuance price, respectively, were in excess of the average market price for the respective period. For 2002, all
potential common stock equivalents were excluded from the diluted share computation as we reported a net loss and,
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accordingly, such potential common stock equivalents were anti-dilutive. The increase in the basic weighted average
number of shares of Andrx common stock outstanding in 2003, compared to 2002, was attributable to exercises of stock
options and issuances of shares under our employee stock purchase plan.

The basic and diluted weighted average shares of Cybear common stock outstanding were 6.7 million for the period
from January 1, 2002 to May 17, 2002 (at which date such shares were converted into Andrx common stock). All
common stock equivalents were excluded from the diluted share computation as Cybear was allocated a net loss, and
accordingly, such stock equivalents were anti-dilutive. After May 17, 2002, no Cybear common stock was outstanding as a
result of its conversion to Andrx common stock.

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

For 2002, we recorded a net loss of $91.8 million, compared to net income of $37.5 million for 2001. For 2002, of the
$91.8 million of net loss, $86.4 million of total net loss was allocated to Andrx common stock and $5.4 million of total net
loss was allocated to the former Cybear common stock. For 2001, of the $37.5 million of net income, $72.9 million of
total net income was allocated to Andrx common stock and $35.3 million of total net loss was allocated to the Cybear
common stock.

TOTAL REVENUES AND COST OF GOODS SOLD

Distributed Products

Revenues from distributed products increased by 8.0% to $534.6 million for 2002, compared to $495.2 million for
2001. The increase in sales from distributed products reflects the participation in the distribution of generic products
introduced by generic manufacturers, and an increase in sales to existing and new customers, generally offset by overall
price declines, as is common with generic products. For 2001, sales from distributed products include approximately
$41.3 million of our participation in the distribution of generic Prozac, which enjoyed marketing exclusivity from August
2001 through February 2002. In February 2002, after the expiration of generic Prozac’s marketing exclusivity period,
numerous competitors entered the market and the price declined in excess of 90%, resulting in $5.7 million in 2002 net
revenues from the distribution of generic Prozac manufactured by other pharmaceutical companies.

In 2002, net revenues of distributed products generated $101.0 million of gross profit with a gross margin of 18.9%,
compared to $84.9 million of gross profit with a gross margin of 17.2% for 2001. When we participate in the distribution
of generic products that face little or no competition, we will generally record higher sales revenues and lower gross
margins. When such products encounter additional competition, we will generally record lower sales, as prices will
decrease, but higher margins, as our ability to purchase such products at favorable prices will generally increase. The
2001 year included the high dollar volume net sales, but low gross margin distribution of generic Prozac, during its
August 2001 through February 2002 180-day marketing exclusivity period.

Andrx Product Revenues

Generic Products

For 2002, revenues from our generic products decreased by 7.1% to $183.9 million, compared to $197.9 million in
2001. For 2002 and 2001, net revenues from our generic products include sales of our generic versions of Cardizem CD,
Dilacor XR, Ventolin metered dose inhalers and, commencing in 2002, net sales of our generic versions of Glucophage,
K-Dur and Naprelan. The decrease in net sales of our generic products for 2002 compared to 2001 related to a significant
decline in net sales of our generic version of Ventolin and a decline in net revenues of our generic version of Cardizem
CD, partially offset by 2002 product launches. Net revenues of our generic version of Ventolin were $14.2 million during
2002, compared to $50.9 million in 2001, and the significant decrease began during the fourth quarter of 2001 and
continued throughout 2002, as a result of a marked increase in competition. Our generic version of Cardizem CD
continues to generate significant levels of net sales and gross profits and materially contributes to our overall current
level of operating results. Net sales of our generic products in 2002 include a $721,000 allowance for a November 2002
voluntary recall of the 120mg Diltia XT capsules.
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In 2002, our generic products generated $37.8 million of gross profit with a gross margin of 20.6%, compared to
$145.7 million of gross profit with a gross margin of 73.6% in 2001. Primary contributors to this decrease in gross profit
and gross margins were the October 2002 district court determination that the generic version of Prilosec developed by
us infringes certain patents owned by AstraZeneca and production and utilization issues. Accordingly, we recorded a
charge of $41.0 million in 2002 to cost of goods sold to fully reserve pre-launch inventories of our generic version of
Prilosec, as well as a $34.7 million charge related to production of currently marketed generic products and pre-launch
inventories of our generic products, including Wellbutrin SR/Zyban. As a result of the expansion of manufacturing
facilities in anticipation of new product launches, we recorded charges to cost of goods sold of approximately $4.9 mil-
lion related to under-utilization and inefficiencies at our Davie, Florida manufacturing facilities, and $867,000 related to
start-up costs for our Weston, Florida manufacturing facility, which we had intended to use for manufacturing, but which
will now be for R&D and other non-manufacturing operations.

Brand Products

For 2002, revenues from our brand products decreased by 17.8% to $25.5 million from $31.1 million in 2001. Net
sales of our brand products during 2002 include sales generated from Altocor, our first internally developed brand
product, Entex (cough and cold), Histex (cough and cold) through June 28, 2002 when the product rights were sold,
Anexsia (pain) product lines and Embrex (prenatal vitamins). The decrease in net sales in 2002, compared to 2001, was
primarily the result of a lower level of net sales from the cough and cold product lines, and the absence of net sales from
the Histex product line after its June 28, 2002 sale, offset by net sales from Anexsia, which we began marketing in the
fourth quarter of 2001 and Altocor, which we began marketing in the third quarter of 2002. Net sales from the cough
and cold product lines in 2002 were affected by, among other things, competition from generic introductions.

In 2002, our brand products generated $12.3 million of gross profit with a gross margin of 48.1%, compared to
$18.9 million of gross profit with a gross margin of 60.8% for 2001. As a result of our estimate of demand for our brand
products and the obsolescence of certain products due to aging and reformulations caused by generic introductions, we
provided inventory charges of approximately $1.8 million and $4.1 million through cost of goods sold in 2002 and 2001,
respectively. Also included in brand cost of goods sold in 2002, is a charge of $3.0 million related to production failures.
Cost of goods sold in 2002 and 2001 included royalties accrued on the net revenues generated from the Entex and
Anexsia product lines, as well as amortization of the marketing rights Andrx acquired for the Histex, Embrex, Entex and
Anexsia products, calculated on a straight-line basis. The decrease in the 2002 gross margin also includes the effect of a
change in the brand product mix.

Licensing and Royalties

In 2002, we recorded $17.3 million in licensing and royalties revenue, compared to $13.6 million in 2001. Licensing
and royalties revenue for 2002 includes $16.6 million of revenues from the agreement with KUDCo, whereby we and
Genpharm relinquished our shared exclusivity rights and thereby accelerated KUDCo’s ability to receive final FDA
marketing approval for its 10mg and 20mg versions of generic Prilosec. Licensing and royalties revenues for 2001
primarily represented $13.0 million of fees from an agreement with Sandoz, which was terminated in October 2001. In
connection with such termination, we reacquired from Sandoz the marketing rights for certain of our brand products
under development.

Other Revenues

We recorded $9.6 million of other revenues in 2002, compared to $11.1 million in 2001. Other revenues for 2002
primarily represented revenues from the contract manufacture of albuterol metered dose inhalers by our Massachusetts
facility and revenues generated by our Internet operations, primarily the POL web portal. We sold both our Massachu-
setts aerosol manufacturing operation and our POL web portal in 2003.

During the fourth quarter of 2002, included in cost of goods sold of other revenues, we recorded a charge of
$11.8 million related to an excess facilities lease, related leasehold improvements, excess aerosol product inventories,
equipment and severance at our Massachusetts aerosol manufacturing operation. During 2002, we also recorded a

Andrx\

CORPORATION




$7.9 million charge to cost of goods sold related to excess capacity from the Massachusetts aerosol manufacturing
operation.

SG&A

SG&A expenses were $193.3 million, or 25.1% of total revenues for 2002, compared to $145.3 million, or 19.4% of
total revenues for 2001. SG&A expenses included expenses related to the administration, marketing, selling and
warehousing of distributed and Andrx products, the brand sales and marketing efforts, royalties to our former Co-
Chairman and former Chief Scientific Officer related to sales of our generic version of Cardizem CD, as well as corporate
overhead and legal costs, primarily patent infringement matters and antitrust related to our ANDA filings. The increase
in SG&A expenses in 2002, compared to 2001, was due primarily to an increase in the brand sales and marketing costs,
the expansion of the distribution business including the opening of our Ohio distribution center, increases in legal costs,
insurance premiums, allowances for doubtful accounts receivable, and corporate overhead, offset by a decrease in
Internet operating expenses. We had approximately 400 sales representatives at December 31, 2002. In the 2002 second
quarter, we recorded a $4.0 million charge to the allowance for doubtful accounts receivable relating to the periods prior
to January 1, 2002, and $1.4 million related to the first and second quarters of 2002, as we believed such charges were not
material to any period affected. Operating expenses related to our Internet operations are classified as SG&A for all
periods presented except cost of goods sold, and cost included in litigation settlement and other charges, which include
goodwill, the write-off of computer software licenses and other intangible assets, allowance for possible loss on subleasing
facilities, merger costs, agreement termination costs and an allowance for a note receivable.

R&D

R&D expenses were $51.5 million, or 24.6% of Andrx product sales in 2002, compared to $52.8 million, or 23.1% of
Andrx product sales in 2001. R&D expenses in 2002 and 2001 reflect our development and commercialization efforts in
our generic (ANDA) and brand product (NDA) product development programs. During 2002, ANDAs were accepted by
the FDA as filed for 11 products. Additionally, during 2002, we submitted an NDA to the FDA for an extended-release
metformin, which was accepted as filed, and we initiated NDA clinical studies for use of Altocor at doses higher than
those currently approved. In 2002 and 2001, brand R&D expenses included $3.0 million and $2.0 million, respectively, of
milestones payable to Sandoz in connection with the October 2001 agreement, whereby we reacquired from Sandoz the
marketing rights for certain Andrx brand products under development.

LITIGATION SETTLEMENTS AND OTHER CHARGES

Beginning in August 1998, several putative, or self-appointed, class action lawsuits were filed against Andrx and
Aventis arising from the stipulation entered into between Andrx and Aventis in connection with a patent infringement
suit brought by Aventis with regard to its product, Cardizem CD. In anticipation of potentially reaching settlements with
all plaintiffs in the related litigations, we recorded an estimated litigation settlements charge of $65.0 million in 2002.
Such contingency became estimable in 2002 as a result of the mediation discussions among the various parties to the
Cardizem CD antitrust litigation.

During the fourth quarter of 2002, we recorded a charge of $7.8 million related to a write-off of goodwill and certain
intangible assets for the physician’s network and trademarks created during the Mediconsult acquisition. Such charges
were the result of management’s decision in the fourth quarter of 2002 not to commit additional resources to POL, an
evaluation of the goodwill and intangible assets arising from the acquisition of Mediconsult and the subsequent
integration of Internet operations into Andrx. As a result, we believed that the future benefits previously associated with
this transaction no longer existed under our operating plan. We sold the POL web portal in December 2003.

Litigation settlements and other charges were $14.8 million in 2001, comprised of $9.3 million associated with the
write-off of the remaining net goodwill created in the Cybear reorganization, $2.0 million associated with the write-off of
the remaining net goodwill created with the acquisition of Telegraph Consulting Corporation by our Cybear subsidiary in
1999, $1.7 million associated with the write-off of certain computer software licenses that we no longer intend to
commercialize, and a $1.8 million allowance associated with the loss we expect to incur in subleasing all or portions of
our facilities. As a result of changes in Cybear’s business, subsequent to the Cybear reorganization and the Telegraph
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acquisition and other considerations, management evaluated the future benefits previously associated with the Cybear
reorganization and Telegraph, and determined that goodwill no longer exists.

EQUITY IN EARNINGS OF JOINT VENTURES

We recorded $3.7 million of equity in earnings of our unconsolidated joint ventures in 2002, compared to $1.0 mil-
lion in 2001. For 2002 and 2001, equity in earnings of our joint ventures results from the net sales of the ANCIRC generic
versions of Oruvail and Trental and the CARAN generic versions of Pepcid and Prozac, offset by the R&D expenses at
CARAN.

INTEREST INCOME

We recorded interest income of $5.4 million in 2002, compared to $11.4 million in 2001. The decrease in interest
income is primarily the result of the lower average level of cash, cash equivalents and investments available-for-sale
maintained and lower interest rates on these investments during 2002, compared to 2001. We invest in taxable, tax-
advantaged and tax-free investment grade securities.

INTEREST EXPENSE

We incurred interest expense of $200,000 in 2002, primarily from financing charges on certain insurance policies.
There was no interest expense for 2001.

GAIN ON SALE OF ASSETS

On June 28, 2002, we sold the Histex cough and cold line of products. This transaction resulted in a pre-tax net gain
of $5.1 million primarily from the extinguishment of liabilities.

INCOME TAXES

For 2002, we recorded an income tax benefit of $60.8 million, or 39.8% of loss before income taxes. Such tax benefit
for 2002 included the reversal of a $7.2 million valuation allowance on deferred income tax assets relating to certain net
operating loss carryforwards. For 2001, we provided $31.4 million for income taxes or 45.5% of income before income
taxes. For 2001, we provided for income taxes in excess of the expected annual effective federal statutory rate of 35%,
primarily due to the effect of state income taxes, amortization and write-offs of non-deductible goodwill and intangible
assets that are not deductible for tax purposes. In connection with the Cybear reorganization, we changed our method of
accounting for allocating income taxes within the consolidated group from the pro rata method to the separate return
method. Applying the pro rata method for the period from January 1, 2002 through May 7, 2002, and the year ended
December 31, 2001 would have resulted in an income tax benefit allocation from Andrx to its Cybear subsidiary of
approximately $2.0 million and $7.6 million, respectively.

WEIGHTED AVERAGE SHARES OUTSTANDING

The basic and diluted weighted average shares of Andrx common stock outstanding was 70.9 million in 2002,
compared to 70.0 million and 72.2 million, respectively, in 2001. For 2002, all potential common stock equivalents and
the unamortized restricted stock unit grants were excluded from the diluted share computation, as we reported a net loss
and, accordingly, such items were anti-dilutive. The increase in the basic weighted average number of shares of Andrx
common stock outstanding in 2002, compared to 2001, was attributable to exercises of stock options and issuances of
shares under our employee stock purchase plan, which commenced on January 1, 2002, and approximately 65,000 shares
of Andrx common stock issued in connection with the conversion of Cybear common stock to Andrx common stock on
May 17, 2002. All share and per share amounts of Andrx common stock give effect to the May 1999 and March 2000 two-
for-one stock splits of Andrx common stock effected in the form of 100% stock dividends.

The basic and diluted weighted average shares of Cybear common stock outstanding were 6.7 million for the period
from January 1, 2002 to May 17, 2002 (at which date such shares were converted into Andrx common stock), and
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5.8 million for 2001. All common stock equivalents were excluded from the diluted share computation as Cybear was
allocated a net loss, and accordingly, such stock equivalents were anti-dilutive. After May 17, 2002, no Cybear common
stock was outstanding as a result of its conversion to Andrx common stock. For 2001, Cybear common stock includes the
2.9 million shares issued in conjunction with the acquisition of Mediconsult. The basic and diluted weighted average
shares of Cybear common stock included herein give effect to the July 2001 one-for-four reverse stock split of Cybear
common stock.

LIQUIDITY AND CAPITAL RESOURCES

As of December 31, 2003, we had $205.1 million in cash, cash equivalents and investments available-for-sale, and
$354.8 million of working capital.

OPERATING ACTIVITIES

In 2003, net cash provided by operating activities was $143.2 million, compared to net cash used in operating
activities of $44.0 million in 2002, and net cash provided by operating activities of $27.6 million in 2001.

In 2003, net cash provided by operating activities of $143.2 million includes net income of $48.2 million, increases in
accounts payable and accrued and other liabilities of $68.0 million, offset by increases in accounts receivable of
$15.6 million, inventories of $72.3 million, prepaid and other assets of $6.2 million. In addition, 2003 also includes an
income tax refund of $51.7 million, deferred income tax provision of $30.0 million, depreciation and amortization of
$29.1 million, a provision for doubtful accounts receivable of $4.3 million, other non-cash impairment charges related to
our Internet and Massachusetts aerosol manufacturing operations and machinery and equipment write-offs in Florida of
$12.1 million, income tax benefits on exercises of stock options of $3.1 million and amortization expense of restricted
stock units of $1.5 million, offset by a gain on the sale of assets of $5.6 million and equity in earnings of joint ventures of
$5.1 million. The increases in accounts receivable, inventories and accounts payable and accrued expenses were
primarily related to the launch of generic Glucotrol XL, purchased from Pfizer. Our levels of inventories and accounts
payable and accrued expenses are influenced by purchasing opportunities in our distribution business.

In 2002, net cash used in operating activities of $44.0 million included a net loss of $91.8 million, increases in
accounts receivable of $13.2 million and prepaid and other assets of $4.0 million, offset by a decrease in inventories of
$11.6 million, increases in accounts payable and accrued and other liabilities of $28.3 million. In addition, 2002 also
included a gain on the sale of Histex product line of $5.1 million, equity in earnings of joint ventures of $3.7 million and
deferred income tax benefit of $25.8 million, income taxes paid of $838,000 offset by depreciation and amortization of
$22.1 million, a provision for doubtful accounts receivable of $13.2 million, other non-cash impairment charges related
to our Internet and aerosol operations of $19.6 million, income tax benefits on exercises of stock options of $5.4 million
and amortization expense of restricted stock units of $295,000.

In 2001, net cash provided by operating activities of $27.6 million included net income of $37.5 million, income tax
benefits on exercises of stock options of $18.4 million, an increase in accounts payable and accrued and other liabilities
of $21.9 million, and a decrease in prepaid and other assets of $6.2 million, offset by increases in accounts receivable of
$35.0 million, inventories of $41.0 million, and income taxes paid of $9.5 million. In addition, 2001 also included
depreciation and amortization of $22.0 million, a provision for doubtful accounts receivable of $1.4 million, and
$14.8 million of other non-cash impairment charges related to our Internet and aerosol manufacturing operations, offset
by equity in earnings of joint ventures of $1.0 million and a deferred income tax benefit of $8.0 million.

INVESTING ACTIVITIES

Net cash used in investing activities was $72.2 million in 2003, compared to net cash provided by investing activities
of $11.1 million in 2002, and net cash used in investing activities of $90.0 million in 2001.

In 2003, net cash used in investing activities of $72.2 million consisted of $39.5 million in purchases of property,
plant and equipment, $33.2 million in purchases of investments available-for-sale, and $10.1 million in acquisition of
brand product rights, offset by $5.9 million in proceeds from the sale of assets and $4.6 million in proceeds from
distributions of joint ventures. Our purchases of property, plant and equipment are primarily from capital investments in

Andrxa

CORPORATION



our manufacturing and R&D facilities in Florida and the renovation of our North Carolina manufacturing facility. We
anticipate significant capital expenditures in 2004 for facilities, machinery and equipment related to our North Carolina
and Florida manufacturing facilities.

In 2002, net cash provided by investing activities of $11.1 million consisted of $121.0 million in maturities of
investments available for sale, $1.6 million in proceeds from the sale of Histex product line and $949,000 in proceeds
from distributions of joint ventures, offset by $112.3 million in purchases of property, plant and equipment and $100,000
for the acquisition of brand product rights.

In 2001, net cash used in investing activities of $90.0 million consisted of: $75.1 million in purchases of property and
equipment; $16.9 million in the acquisition of brand product rights; $14.8 million in the acquisition of CTEX, net of cash
acquired; $18.2 million in the acquisition of certain assets of Massachusetts aerosol manufacturing operation; and
$3.2 million in advances to and transaction costs associated with the Mediconsult acquisition; offset by $38.3 million in
maturities of investments available for sale.

FINANCING ACTIVITIES
Net cash provided by financing activities was $3.8 million in 2003, $6.0 million in 2002 and $9.1 million in 2001.

In 2003, net cash provided by financing activities of $3.8 million consisted of $3.4 million in proceeds from issuances
of shares of Andrx common stock from exercises of Andrx stock options, $1.2 million in proceeds from issuances of
shares of Andrx common stock under the employee stock purchase plan, which commenced on January 1, 2002, offset by
$843,000 in principal payments on capital lease obligations.

In 2002, net cash provided by financing activities of $6.0 million consisted of $4.3 million in proceeds from issuances
of shares of Andrx common stock from exercises of Andrx stock options, $1.9 million in proceeds from issuances of
shares of Andrx common stock under the employee stock purchase plan, which commenced on January 1, 2002, offset by
$146,000 in principal payments on capital lease obligations.

In 2001, net cash provided by financing activities consisted of $9.1 million in proceeds from issuance of shares of
Andrx common stock from exercises of Andrx stock options.

On December 30, 2002, we entered into a four-year secured revolving line of credit facility, for up to an aggregate
amount of $185.0 million, none of which was outstanding at December 31, 2003. Borrowings available under the credit
facility are limited to defined values of eligible accounts receivable, inventories, property, plant and equipment and
reasonable reserves established by the lenders. Interest accrues on the average outstanding principal balance under the
credit facility and a fee accrues on the unused portion of the credit facility. Andrx and its subsidiaries granted the lenders
a first priority security interest in substantially all of their respective assets, including accounts receivable, inventories,
deposit accounts, property, plant and equipment and general intangibles, and real estate owned at the date of the credit
facility. The credit facility contains certain financial covenants and we are currently in compliance with all the required
covenants. However, the borrowing base limits our borrowing availability to approximately $172 million as of Decem-
ber 31, 2003. We are considering amending the terms of or replacing the credit facility to more appropriately serve our
liquidity needs.

We anticipate that our cash requirements will continue to increase due to the completion of construction of our
R&D and manufacturing facilities, including the acquisition of related equipment, at our Florida and North Carolina
facilities. In 2004, we expect to incur approximately $100 million in capital expenditures, which we intend to pay for with
cash generated from our operations. We will periodically review our level of capital expenditure spending based on our
level of profitability and cash flow. Additionally, we will pay a $25 million milestone to Pfizer upon FDA approval of their
Cardura XL NDA provided certain minimum labeling requirements are met. In that event, we will purchase approxi-
mately $21 million of Cardura XL from Pfizer during the following 12 months. Absent an acquisition or other presently
unforeseen circumstances, we anticipate that our existing capital resources will be sufficient to enable us to maintain our
operations for the foreseeable future without drawing on our credit facility.
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OUTLOOK

As noted elsewhere in this Management’s Discussion and Analysis of Financial Condition and Resulls of Operations,
investors are cautioned that all forward-looking statements involve risk and uncertainties, including those identified in
our Form 10-K under Risk Factors. Accordingly, investors are cautioned not to place reliance on those forward-looking
statements, including those made in this Outlook section of Management’s Discussion and Analysis of Financial Condition and
Results of Operations.

Andrx Generic Products

The generic pharmaceutical industry is highly competitive and selling prices are often subject to significant and
rapid declines from competition among existing or new generic products entering the market. In our sales efforts for our
generic products, we compete with domestic and international companies and generic divisions of large brand pharma-
ceutical companies. Many of these competitors offer a wider variety of generic products to their customers. As patents
and other bases for market exclusivity expire, generic competitors enter the marketplace, possibly including the brand
product sold as an authorized generic. As the number of generic competitors increase and they compete for market
share, a unit price decline generally results. The timing of these price decreases is difficult to predict and can result in
significantly curtailed profitability for a generic product. Revenues and gross profits from our generic products may also
be affected by competition involving the corresponding brand product, including the introduction and promotion of
alternative brand or OTC versions of such products. We anticipate that our net revenues and gross profit will be
significantly affected by sales of our generic version of Cardizem CD, and to a lesser extent, by sales of our generic OTC
version of Claritin-D 24, generic Tiazac and generic Glucotrol XL, purchased from Pfizer.

We believe that our controlled-release products may face more modest competition than other generic products due
to the limited number of competitors having the scientific expertise, legal expertise and financial resources necessary to
develop these products and bring them to market. We also believe that, for various reasons, our generic niche products
may also face less competition than most generic products. These competitive barriers, combined with the synergistic
value derived from our pharmaceutical distribution operations, may better position Andrx to compete in the highly
competitive, generic product marketplace.

Currently, our overall level of profitability remains dependent, to a great extent, on a relatively small number of
products and our ability to successfully manufacture sufficient quantities of these products on a timely basis. If these
products, and particularly our generic version of Cardizem CD, and to a lesser extent, Tiazac, were to experience
increased competition, the resulting price reductions and/or reduced market share would significantly adversely affect
these products’ contribution to our results of operations and our operating results. Publicly available information
indicates that competition for our generic versions of Cardizem CD and Tiazac could occur by mid-2004 if not sooner.
Sales of our generic products may also decrease as a result of the occurrence of the matters set forth in the “Risk Factors™
section of this report. Under our arrangement with Perrigo, we will share the net profits as defined derived from the
manufacture of our generic versions of Claritin-D 12, Claritin-D 24 and Claritin RediTabs products and Perrigo’s
marketing and sale of those products as ‘“‘store brand”” OTC products. Perrigo commenced sales of our OTC generic
version of Claritin-D 24 in June 2003, and our generic OTC version of Claritin RediTabs in January 2004. Our OTC
generic version of Claritin-D 12 was approved in January 2004 and we hope to place Perrigo in a position to launch this
product in 2004 subject to our manufacturing capacities. Future revenues and profits with respect to these products will
be dependent upon a number of factors, including our manufacturing capacity, market competition for the OTC
Claritin products, the introduction of additional OTC generic Claritin products, particularly store brand products, as well
as other factors.

We are continuing to work towards resolving the FDA and USP issues affecting ANDAs for our generic versions of
Wellbutrin SR/Zyban. In July 2003, we entered into an Exclusivity Agreement with Impax and a subsidiary of Teva
pertaining to the pending ANDAs for generic versions of Wellbutrin SR/Zyban. Though the agreement originally
extended to both the 100mg and 150mg strengths of Wellbutrin SR/Zyban, we have since learned that we did not enjoy a
marketing exclusivity period for the 100mg strength, as we were not the first to file an ANDA for that strength.
Consequently, we will not share in any of the profits from the sale of Impax’s 100mg strength of this product, which was
approved for sale in January 2004. The Exclusivity Agreement provides, among other things, that we will continue to seek
to launch our own versions of Wellbutrin SR/Zyban. If we are unable to do so within a defined period of time, and Impax
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is able to market its ANDA products, we will enable Impax to launch the Impax products through Teva. Impax and Teva
will then share certain payments with us relating to the sale of the Impax products for a 180-day period. Should we
launch our own products prior to the launch of the Impax products, we will share with Impax and Teva certain payments
relating to the sale of our products for a 180-day period. At this time, our product has not been approved by the FDA and
we do not have any lower court decision on whether our product infringes the brand product’s patents, and the Impax
product has been tentatively approved by the FDA and the appellate court has determined that Impax’s product does not
infringe the brand product’s patents. Though we cannot at this time predict or advise whether or when the FDA and USP
issues and litigation involving our ANDAs will be satisfactorily resolved and whether or when our or Impax’s products will
be introduced, we anticipate that we will be able to commercialize the value of our ANDAs and that generic versions of
these products will become available to consumers.

Pursuant to our September 2003 agreements with Pfizer and Alza, which resolved patent infringement litigation
involving our ANDAs for the 2.5mg, 5mg and 10mg strengths of Glucotrol XL (extended-release glipizide), we received
the right to either market Pfizer’s Glucotrol XL product (or any strength thereof) as a generic or our own ANDA
product(s), in exchange for a royalty. We launched all three strengths of Glucotrol XL, supplied by Pfizer, during the
fourth quarter of 2003. As we will pay less of a royalty to Pfizer and Alza from the sale of our own ANDA product than the
product we acquire from Pfizer, we are working towards FDA approval to give us the ability to launch our ANDA products
in the future.

We are planning to launch our generic versions of Ortho Tri-Cyclen (tentatively approved by FDA) and Ortho
Cyclen-28 (which has been approved by the FDA), through Teva in 2004. Our other ANDAs at the FDA for oral
contraceptive products include, but are not limited to, generic versions of OrthoNovum 1-35 and OrthoNovum 7/7/7.
Though limited in number, our currently filed or approved ANDAs are for products that currently generate approxi-
mately 50% of total oral contraceptive prescriptions.

We also have other undisclosed products that we anticipate launching in 2004.

Future growth in the generic products business will be generated from the launch of new products. We continue to
invest in R&D and currently have approximately 30 ANDAs pending at the FDA. However, the launch of our generic
product candidates is dependent upon a number of factors, both within and outside our control. Factors outside our
control include new Orange Book patent listings and related patent infringement litigation and the expiration of others’
exclusivity rights, which affect the timing of our receipt of FDA marketing approval, and the timing and outcome of our
patent litigation. The revenues and gross profits to be generated by these new products will also be affected by the
amount of generic competition they encounter, once launched, particularly after the expiration of any 180-day exclusiv-
ity period that we might have, either alone or on a shared basis and whether there is an ‘‘authorized generic.”” We have
made, are in the process of making or will make commercial quantities of certain new products prior to the date on
which we anticipate that such products will receive FDA final marketing approval and/or satisfactory resolution of any
patent infringement litigation involving such products. The commercial production of these products involves the risk
that such product(s) may not be successfully scaled-up or approved for marketing by the FDA on a timely basis or ever
and/or that the outcome of such litigation may not be satisfactory. When an exclusivity period is involved, this is a
particularly difficult determination. The risks notwithstanding, we plan to continue to scale-up and build pre-launch
inventories of certain products (or, in the case of Wellbutrin SR/Zyban, extend funding for Impax’s preparation for the
launch of its generic version of Wellbutrin SR/Zyban) that have not yet received final FDA marketing approval or for
which patent infringement litigation may be pending, when we believe that such action is appropriate in relation to the
commercial value of the product launch opportunity.

Distributed Products

Our pharmaceutical distribution operations have a history of consistent, quarterly sequential growth as a result of,
among other things, introduction of generic products manufactured predominantly by others, but also by us and our
continued penetration of the market servicing independent pharmacies, pharmacy chains, pharmacy buying groups and
physicians’ offices.

Our growth is affected, in large part, by our participation in the launch of new generic products by other generic
manufacturers, and the advent and extent of competition encountered by these products, and the other products we
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distributed. According to published data, there are numerous brand products having substantial annual sales expected to
be launched as new generic products in the next few years. Sales prices for generic products typically decline with the
onset of competition from new generic manufacturers particularly after such products were sold during an initial
marketing exclusivity period. Consequently, growth in revenues will continue to be primarily a function of new generic
products launched by other generic manufacturers, offset by the overall level of net price declines on existing distributed
products. Nevertheless, we believe our distribution operations will continue to grow at a rate generally consistent with the
growth of the overall generic industry. Our pharmaceutical distribution operations compete with a number of large
wholesalers that market, among other things, both brand and generic pharmaceutical products to their customers and
may therefore offer broader marketing programs. We also compete with other pharmaceutical distributors. Though the
distribution of pharmaceutical products is historically a relatively low gross margin industry, we believe that consolidation
among wholesalers (who already had far greater financial and other resources than Andrx), the growing role of managed
care organizations, the formation of buying groups and competition between distributors could result in further pressure
on margins.

Our distribution operations play a significant role in the sale of our current generic products and, we believe, will
continue to play a significant role in our new product launches. For external reporting purposes, this segment’s financial
results do not include its participation in the distribution of our generic products. Such revenues are classified as Andrx
product sales in our Consolidated Statements of Income.

Andrx Brand Products

With Altocor’s launch in the third quarter of 2002, we entered a highly competitive market against brand pharma-
ceutical manufacturers having significantly larger and more experienced sales forces and significantly greater financial
resources dedicated to advertising and promotion. We anticipate that until a profitable sales level of prescriptions is
achieved (currently from Altocor, our primary brand product), brand revenues and consequently gross profits will not be
sufficient for our brand operations to achieve profitability during 2004. Overall prescription levels for Altocor for January
2004 were lower than those of December 2003. Until a profitable sales level is achieved, whether through increased
prescriptions or revenues from additional brand products, the costs of our brand operations will exceed our gross profit
from brand products.

In October 2003, we received an approvable letter from the FDA for the 500mg and 1000mg strengths of Fortamet
(extended-release metformin), our second internally developed brand product. Though our Fortamet NDA used
immediate-release Glucophage as its reference listed drug, FDA recently advised us that we must make a patent
certification with respect to the Orange Book patents listed for Glucophage XR. Accordingly, the timing of the FDA’s
approval of Fortamet depends upon whether the NDA holder initiates patent infringement litigation within the 45-day
period following its receipt of our patent notice, among other things. We believe our product does not infringe such
patents and note that the NDA holder did not initiate patent infringement litigation against the many ANDAs, including
our own, filed for Glucophage XR. If litigation is not commenced, we plan to launch this product in 2004.

In November 2003, we acquired the right to market Cardura XL for five years for $35 million, provided the FDA
grants approval for the product in 2004 with certain agreed upon minimum labeling requirements, and agreed to
annually provide a minimum number of physician details and to purchase approximately $150 million of Cardura XL in
the first three years following FDA approval of the product. We have paid Pfizer $10 million to date, which is refundable
under certain circumstances, and we will pay Pfizer an additional $25 million if the FDA approves the product in 2004
with agreed upon minimum labeling requirements. We anticipate that the FDA will approve Pfizer’s Cardura XL product
in mid to late 2004.

We are continuing to pursue opportunities that will leverage or otherwise optimize our brand sales force, including
the possible launch of Fortamet and Pfizer’s Cardura XL product. We will also from time to time evaluate or seek to enter
collaborative arrangements with other pharmaceutical companies that can increase revenues, reduce the costs associated
with our brand operations or otherwise use our controlled-release technologies or our sales force to gain mutual
benefits, such as acquiring or licensing additional brand products for our sales force to promote or co-promote or using
contract sales arrangements with respect to the products we are marketing. In connection with these efforts, and the
levels of profit or loss that we anticipate we will generate, we will continue to assess the size of our brand sales force and
the other costs of our brand operations.
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Net revenues of our other brand products are recognized to the extent we estimate shipments to customers are
being pulled through the distribution channel. These other brand products are generally not protected by patents and
net sales of our other brand products can be adversely affected by generic introductions, as well as seasonality (for cough
and cold brand products) and the dedication of the sales force’s efforts to Altocor and other products.

In November 2003, we launched reformulations of two Entex products affected by generic competition. We
anticipate that these reformulated products will increase the revenues generated by our Entex line of products in the first
quarter of 2004, compared to the first quarter of 2003. As a result of the October 17, 2003, draft FDA compliance policy
guide with respect to pharmaceutical products presently permitted to be on the market and sold by prescription without
an approved ANDA or NDA, such as our Entex line of products, we will continue to periodically assess the unamortized
portion of our Entex product rights and Entex inventories ($11.0 million and $396,000, respectively, as of December 31,
2003).

Licensing and Royalties

Pursuant to our KUDCo agreement, the licensing rate earned by Andrx was reduced in February 2004 from 9% to
6.25%, as a result of the December 2003 appellate court decision that Andrx’s generic version of Prilosec infringed
patents issued to AstraZeneca. We are entitled to the 6.25% licensing rate for 24 months. We expect our licensing
revenues from our KUDCo agreement will decrease significantly in future periods due to the decrease in the licensing
rate due to us, as well as anticipated additional competition in the generic Prilosec marketplace.

We may obtain revenues from our Exclusivity Agreement with Impax and a subsidiary of Teva in 2004, in the event
that we enable Impax to launch the 150mg strength of generic Wellbutrin SR/Zyban through Teva. The revenues would
be for a 180-day period. The amount and timing is dependent upon a variety of factors.

Other Revenues

Given the sale in October 2003 of our Massachusetts aerosol manufacturing operation and the sale in December
2003 of our POL web portal, we will not have further revenues with respect to those assets. In 2003, we recorded
$7.5 million of other revenues of which, $3.8 million was from contract manufacturing services at our Massachusetts
aerosol manufacturing operation and $2.5 million was generated from our agreement with Aventis, relating to our POL
web portal.

Cost of Goods Sold

We continue to make improvements in the efficiency of our manufacturing operations in order to meet the market
demand for our current and anticipated products. These improvements include: (i) optimizing our processes and
reducing equipment failures and thereby reducing product rejections; (ii) hiring additional experienced manufacturing
operations personnel, and reducing the turnover of manufacturing operations personnel; (iii) assuring compliance with
FDA’s current Good Manufacturing Practices regulations (cGMP); (iv) increasing personnel training, accountability,
development and expertise; (v) implementing a more fully integrated use of our operating systems, in anticipation of our
migration to a JD Edwards Enterprise Resource Planning (ERP) system; (vi) evaluating the commercial viability of
producing certain products that we anticipate will generate a relatively small amount of profit compared to the utilization
of resources in order to allow us to optimize our output and maximize our profitability; (vii) transferring production (or
portions thereof) for certain products to third parties; and (viii) renovating and acquiring additional facilities to increase
or optimize production. Because we manufacture products that employ a variety of technology platforms, certain of our
manufacturing capabilities may at times be over-utilized, while others may be under-utilized.

As a result of all of the foregoing factors, we may at times have difficulty fulfilling all of the market demand for our
products and having pre-launch quantities of our product candidates available when we obtain FDA approval to market
our products. Until all of our efforts come to fruition, we will continue to incur costs related to inefficiencies at and
under-utilization of our manufacturing facilities. We will also incur additional charges directly to cost of goods sold in the
manufacture of our products and product commercialization activities.
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SG&A Expenses

Our SG&A expenses are related to the level of sales and the sales product mix, which includes distributed products,
our generic products and our brand products. SG&A expenses related to our distribution business are primarily variable
in nature, and increase or decrease with our distribution revenues. SG&A expenses related to our generics business are
relatively flat and do not vary significantly with the level of generic revenues. SG&A expenses related to our brand
business increase or decrease as a result of our sales and marketing efforts. We anticipate that our SG&A expenses will
continue to increase in 2004, primarily as a result of the increases in distribution revenues, promotional expenses related
to the brand products we hope to launch, as well as corporate overhead. We currently maintain a brand sales force of
approximately 250 sales representatives. We will periodically review and adjust the number of sales representatives we
maintain based on the needs of our business and our products, which may include the launch of our Fortamet and
Pfizer’s Cardura XL product. Brand product promotional expenses, which are expensed as incurred, will be periodically
evaluated throughout 2004.

R&D Expenses

We anticipate that R&D expenses for 2004 will increase to approximately $55 million from approximately $52.2 mil-
lion for 2003, and will focus primarily on generic product R&D. R&D expenses will be periodically evaluated throughout
2004 following consideration of, among other things, our level of profitability.

Income Taxes

We believe our combined federal and state effective tax rate for 2004 will be approximately 38%.

Earnings Guidance

Our policy is not to provide specific earnings projections or guidance, and not to comment on research analyst
reports, including earnings estimates or consensus. Through public disclosures such as our press releases and periodic
SEC reports, we attempt to provide sufficient disclosure of both our current status and future prospects, using the Safe
Harbor provision for forward-looking statements prescribed in the Private Securities Litigation Reform Act of 1995, to
allow the investment community to properly evaluate us and our prospects for performance. There can be no assurance
that research analysts in using publicly available information will 