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Rewarding careers s employess
and [TNICTEASEC d V@ﬂ@ to shareholders

MedImmune strives to hire and retain the best and the brightest across a broad spectrum of
disciplines. We employ people for careers, not jobs. At Medimmune, you'll find individuals who
have created an exciting work environment where excellence and integrity serve as our guiding
principles—from product development to client interactions to working with colleagues. We invest
in employees through on-the-job training and offer tuition reimbursement opportunities. In turn,
having an engaged and dedicated workforce supports our preclinical and clinical programs as well
as our growth initiatives, which will hopefully generate significant shareholder value over time.
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Interdisciplinary teamwork and mutually beneficial part-
nerships are essential to our success. We recruit, develop
and retain a diverse, dedicated and team-oriented work-
-force. FROM LEFT TO RIGHT: JENNY TSANG, Senior Tax
Analyst, Finance; LORI OVINGTON, Senior Manager,
Clinical Data Processing: PETER AKUFONGWE, Quality
Control Analyst I, Research; and PETER YOUNG, Vice
President, Information Technology.

MEDIMMUNE 2004 ANNUAL REPORT 5




6 MEDIMMUNE 2004 ANNUAL REPORT




Dedicated to AAVATICING SCIETICE

and meclicine to help people live better lives

Developing a product using the latest advances in scientific methods and multi-phase trials can take 10 to
15 years and upwards of $1 billion to gain product approval from regulatory agencies. Even then, there is no
guarantee that a product will be as successful as hoped once physicians start prescribing it to patients for
appropriate use. Now in our 17th year as a biotechnology company, we understand the risks, uncertainties
and commitment inherent in moving promising new medical options through the development cycle. But,
through our experience with our marketed products, particularly Synagis, we also understand the incredible
importance of tackling this challenge and the indescribable rewards that come along with making drugs
that successfully improve people’s lives. In 2004, we made solid progress in expanding and advancing our
development-stage products resulting in the strongest and most diverse pipeline MedImmune has ever man-
aged. In addition to our own internal efforts this past year, our pipeline has benefited from interactions with
our longstanding partners at GlaxoSmithKline, and the creation of new partnerships, such as the one we
entered into in 2004 with Medarex, Inc.

Access to novel technologies through complimentary alliances is also a key factor in staying at the competi-
tive forefront of research. With this in mind, MedImmune has a wholly owned venture capital subsidiary,
MedImmune Ventures, Inc., which makes minority investments in promising biotechnology companies.
Occasionally, we will pursue these investments in connection with strategic research alliances as was done
with Critical Therapeutics, Inc., Micromet AG and GenPat77 Pharmacogenetics AG. In 2004, we invested
in several early-stage ventures, including those developing novel protease inhibitors for the treatment of
human diseases, B-cell directed monoclonal antibody therapies for autoimmune disorders and B-cell cancers,

and potential treatments for breast cancer.

Bringing influenza vaccine to market each season requires a collaborative. multi-continental approach. LEFT: Research
Associate 11 MELISSA DIXON conducts preclinical research at MedImmune’s Mountain View, California facility.

TOP LEFT: Associate Scientist LAURA TAN participates in influenza virus strain development in Santa Clara, California.
TOP RIGHT: Research Associate /T BRANDON LIANG sequences viral RNA as part of the FluMist development process in
Mountain View. California.
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The company is Ffocused on the areas of

infectious disease, cancer and inflammatory
disease

We focus our efforts on using biotechnology to produce innovative products to preveht or treat infectious
and inflammatory diseases, as well as various types of cancers. Our scientific expertise is largely based in
the areas of monoclonal antibodies and vaccines. We actively market four products: Synagis and FluMist to
help prevent two common respiratory infectious diseases; Ethyol to help reduce the undesired side effects of
certain anti-cancer chemo- and radiotherapies; and Cytogam, which is used to help prevent cytomegalovirus
disease associated with solid organ transplantation. We are leveraging our scientific expertise and marketing

experience to develop a pipeline of new and promising product candidates in these three therapeutic areas.

On the vaccines front, we are involved in developing products to help prevent influenza, parainfluenza virus
type 3, human metapneumovirus, as well as respiratory syncytial virus. In addition, we are co-developing
products to help prevent human papillomavirus, streptococcus pneumoniae and Epstein-Barr virus with our
partners at GlaxoSmithKline. Our oncology research team is also working hard to expand our pipeline of
cancer-related product candidates and is conducting clinical studies with product candidates that may be
used to treat or prevent melanoma, prostate cancer and T-cell lymphoma. Likewise, researchers in our
inflammatory diseases group are working on new technologies that may be useful in the treatment of

rheumatoid arthritis, multiple sclerosis and lupus.

LEFT: As managers in MedImmune's Clinical Safety group, CRYSTAL HARRINGTON, R.N. and CORY RONCAL, M.D.

are trained to assess drug safety information obtained from clinical trials. Top LEFT: JEFFREY STODDARD, M.D. and
DEBORAH CHARSHA-MAY, PH.D., members of the Medical Affairs team, are involved in medical activities, such as clini-
cal trials and medical education in support of marketed products. 1or RiIGHT: GUISELA TORRES, a Program Manager in the
Clinical Operations group, facilitates the Numax clinical development programs, and JACOB PATTASSERIL, an Associate
Scientist in the Development group, is a member of the team that coniinually enhances manufacturing processes.
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With approximately 2,000 € mpﬂ()y@ €S

W@ﬂdWid@p MedImmune is headquartered
in Maryland

Medlmmune has facilities in Maryland, Pennsylvania, California, Kentucky, the United Kingdom and the
Netherlands. We are proud to have strong and stable manufacturing capabilities, which include vertically
integrated expertise in product development, quality assurance, quality control and large-scale manufactur-
ing. The company opened its headquarters and state-of-the-art R&D facility in Gaithersburg, Maryland in
March 2004. This facility was designed to place our research functions at the core of the structure and to
enhance the collaborative efforts of researchers and other drug development experts. In 2004, we also broke
ground on our new pilot lab located immediately adjacent to our new R&D facility in Gaithersburg. This
new 112,500-square-foot facility, expected to be completed at the end of 2005, will produce the material
necessary for our ongoing and anticipated clinical trials as we move forward in our research and develop-
ment efforts. We anticipate additional phases of construction at our Gaithersburg campus as a result of the
company’s expected growth over time, ultimately accommodating a total of 750,000 square feet of office, lab

and production space that will house more than 2,000 employees.

Our successes, past and future, have their basis in a culture that embraces the entrepreneurial spirit of all
our employees. Just as every employee has shared in MedImmune’s success through our stock option pro-
gram, every employee’s input is valued in all aspects of our organization’s decision-making. As we grow our
business, we strive to support the professional growth of our people. We diligently uphold the values of a
strong work ethic, high integrity and an entreprencurial spirit and try to foster a collaborative environment
where interdisciplinary teamwork and mutually beneficial partnerships—inside and outside the company—

are essential to our success.

LEFT: PATRICK WHITE, Production Technician III, assists in the production of Synagis at the Frederick Manufacturing
Center. TOY LEFT: Manufacturing Technician MARIE PETERSON prepares equipment and material to support operations at
the Philadelphia Manufacturing Facility. TOP RIGHT: At MedImmune's new pilot lab, the company will produce material for
clinical trials as its pipeline programs progress.
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The strongest and most diverse
research and development pipeline in
MedImmune’s history

During 2004, we made substantial progress toward our goal of having four Phase 3 clinical trials underway
in 2005 and continuously moving new research programs into clinical development. We initiated our Phase
3 program for Numax, our next-generation anti-RSV antibody, at the end of the 2004. The pivotal Phase 3
trial for this product candidate will compare the safety and efficacy of Numax against Synagis, the current
standard of care for reducing RSV hospitalizations among high-risk infants. A separate Phase 3 trial is
focused on assessing whether Numax can reduce the incidence of RSV hospitalization in full-term Native
American infants. In 2004, we initiated a Phase 3 program for CAIV-T, our next-generation, refrigerator
stable formulation of FluMist, to compare it to the injectable flu shot in reducing the incidence of culture-
confirmed influenza in children. Qur partners at GlaxoSmithKline started a global Phase 3 program for

our human papillomavirus vaccine in the first half of 2004. More than 28,000 women are expected to be

enrolled in the Phase 3 studies for this vaccine, which is designed to prevent cervical cancer.

We advanced several other clinical-stage programs, including our Phase 2 oncology program for Vitaxin in
patients with metastatic melanoma and patients with prostate cancer; our Phase 2 efforts with Ethyol in
acute myelogenous leukemia; our Phase 1 studies for siplizumab in T-cell lymphoma; and our anti-IL-9
antibody for asthma. We also expanded our research pipeline with the acquisition of new technology target-
ing TIRC7, a molecule that appears to be implicated in immune regulation, and therefore may be useful in
the treatment of rheumatoid arthritis, multiple sclerosis and other immunological diseases. We announced
a collaboration with Medarex, Inc. to develop antibodies targeting interferon alpha and the type 1 interferon
receptor 1, for the treatment of autoimmune diseases such as lupus. We also acquired the rights from Yale
University to a family of proteins known as chitinases, which may be an important therapeutic target in a

number of inflammatory and other diseases.

TOP LEFT: MARTHA WESTER, Pathology Associate 111 in MedImmune's Gaithersburg research laboratory, conducts special-
ized histochemical studies to support development-stage projects. TOP RIGHT: FluMist in the production line, prior to final
packaging, at the Philadelphia Manufacturing Facility.
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David M. Mott
Chief Executive Officer,
President and Vice Chairman
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Wayne T. Hockmeyer, Ph.D.
Founder and Chairman of the Board;
President, MedImmune Ventures, Inc.

Dear Shareholders:

At the outset of 2004, we announced our plan to
achieve $2 billion in revenues by 2009, driven by
investments in our pipeline and the continued
growth of our currently marketed products. To
accomplish this plan, we are focused on a number
of strategic priorities including: supporting the con-
tinued growth of Synagis and Ethyol; developing
Numax as a successor to Synagis; developing
FluMist as a superior influenza vaccine; bringing
two additional products to market between 2008
and 2010; and continually developing our people,
processes and culture so that we are well positioned
for growth. We are pleased to report that we made
excellent progress on every one of these strategic
priorities in 2004, which we will describe in greater
detail in the remainder of this letter. As a result of
the progress made in 2004, we start 2005 well on
track for achieving our longer-term objectives.

FINANCIALLY SOUND—BUILDING FOR THE FUTURE

In 2004, total revenues grew to $1.14 billion driven
by a 13-percent increase in product sales that sur-
passed the billion-dollar mark for the first time in
our corporate history. The year was marked by the
investment we made in our future, including buying
back the rights to FluMist and all related technology
from Wyeth; nearly doubling the amount invested in
our research and development efforts from the previ-
ous year; redeeming $169 million in MedImmune
Vaccines convertible debt; and repurchasing nearly
1.2 million shares of our common stock for $30 mil-
lion. These investments resulted in a net loss of $4
million, or $0.02 per share, for 2004. Our financial
position remained strong at year-end with cash and
marketable securities at $1.7 billion.

SUPPORT SYNAGIS AND ETHYOL

The main driver of Medlmmune’s current business
is Synagis, a biotechnology blockbuster and the stan-
dard of care in preventing RSV disease among high-
risk infants. In 2004, Synagis continued to perform
well with our worldwide sales increasing 11 percent
to $942 million, of which $834 million came from
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sales of the product in the United States. Sales to
our partner Abbott International for distribution out-
side the U.S. grew by 51 percent to $109 million.
Now in its seventh season of availability, the growth
rates of Synagis have begun to slow, at least in the
United States. Physicians are for the most part
familiar with how to properly identify patients that
could benefit from the protective aspects of Synagis,
as well as how to gauge the incidence and severity of
RSV disease in their communities. That being said,
however, we continue to seek out ways to improve
Synagis and to provide better outcomes for our cus-
tomers. Toward that end, during 2004, the FDA
approved our liquid version of Synagis, a product
improvement that we believe may substantially ease
the administration of the product.

On the Ethyol front, sales in 2004 were not quite
so encouraging, dropping to $92 million from $100
million in 2003. We believe a number of market con-
ditions and disruptions negatively impacted sales of
Ethyol in 2004, both in the U.S. and the rest of the
world, including changes in wholesaler and distribu-
tor buying patterns and inventory levels; uncertainty
surrounding the Medicare Modernization Act and its
impact on reimbursement practices; the adoption of a
relatively new form of radiation treatment—known as
Intensity Modulated Radiation Therapy—in the head
and neck cancer market; and the reduced promotional
efforts outside the U.S. by our largest distribution
partner. Putting these disruptions behind us, as well
as having made several improvements in our oncol-
ogy commercial organization during 2004, it is our
goal to return Ethyol to a pattern of growth in 2005.

DEVELOP NUMAX AS A SUCCESSOR TO SYNAGIS

We are pleased to report that our progress on Numax
during 2004 exceeded our expectation, culminating
with the initiation of our pivotal Phase 3 study in
the fourth quarter. Our goal with this trial is to
show that Numax is at least as safe and effective as
Synagis in reducing RSV hospitalizations in high-risk
infants. If all continues to go well, and we receive
regulatory approval for the drug, we continue to




believe that we could be in a position to introduce
Numax to the market for the 2008/2009 RSV season.

DEVELOP FLUMIST INTO A SUPERIOR INFLUENZA VACCINE
QOur long-term plans for FluMist have two main goals.
First, we want to show that the next-generation, lig-
uid formulation, CAIV-T, is biologically equivalent to
the currently approved frozen formulation. If we can
do this, then we can eliminate the difficult storage
conditions that currently hamper frozen FluMist dur-
ing the distribution process and also provide greater
access to the product in our currently approved age
range of healthy people between 5 and 49 years. Our
second goal is to expand the label to include children
under the age of 5 and to show that our technology is
better at reducing influenza illness in young children.
Toward these goals, we initiated our pivotal Phase 3
trial with CAIV-T in October 2004. This trial was
designed to compare CAIV-T directly to the injectable
flu shot in reducing the incidence of influenza infec-
tion in children under the age of 5 years. We enrolled
8,492 children in this study between the ages of 6
months and 59 months at 249 sites in 16 Northern
Hemisphere countries in less than one week! Our
expectation is that this trial will be complete by this
summer and ready for submission to the FDA by
early 2006.

In addition to our two primary goals for FluMist
and CAIV-T, we are also focused longer term on
expanding the label to include adults 50 years of age
and older, and to collect data regarding its safety for
use in and around those individuals whose immune
systems are seriously compromised. To support all of
our efforts for this technology, we have thus far com-
pleted 42 trials with either FluMist or CAIV-T involv-
ing 64,000 subjects in children down to 6 weeks of

age and adults up to 98 years old, and have eight clini-

cal trials underway involving 70,000 subjects.

BRING TWO ADDITIONAL PRODUCTS TO MARKET
BETWEEN 2008 AND 2010

Besides introducing CAIV-T and Numax in 2007 and
2008, respectively, our strategic priorities are focused
on managing our pipeline in such a way as to introduce
two additional products by 2010. Toward this goal,

we made significant progress in 2004, advancing our
pipeline on nearly all fronts. One of the furthest along
involves our HPV vaccine to prevent cervical cancer
that we have partnered with GlaxoSmithKline. After
presenting encouraging Phase 2 data at international
medical conferences, GlaxoSmithKline initiated Phase
3 clinical studies for this project in the first half of
2004. In early 2005, we amended our license agreement
with GlaxoSmithKline, opening the door for Merck &
Co., Inc., which also has an HPV vaccine in Phase 3
development, to sublicense rights to our patents from
GlaxoSmithKline. As a result, Medlmmune may
receive royalties and milestone payments from both
vaccines should they be approved.

In 2004, we advanced several other clinical devel-
opment efforts, including those for Vitaxin, Ethyol,
siplizumab and our anti-IL-9 antibody. We also filed
a new supplemental Biologics License Application
to use reverse genetics in the manufacture of our
influenza vaccines. In addition, we expanded our
immunology pipeline by in-licensing the rights to
new technology, including TIRC7 from GenPat77,
and antibodies targeting interferon-alpha and the
type I interferon receptor 1 from Medarex.

CONTINUALLY DEVELOP PEQPLE, PROCESSES AND CULTURE
As a leader in the biotechnology industry,
MedImmune is committed to advancing science

to develop better medicines that help people live
healthier, longer and more satisfying lives. To
achieve this ambitious mission, we must constantly
develop our people, maximize productivity through
the implementation of systems and processes, and
nurture our culture so that we remain an employer
of choice in our industry. In 2004, we continued to
make solid progress on all such fronts. Specifically,
we strengthened our oncology and infectious disease
commercial organizations; we reinforced our medical
affairs, pharmacovigilence and drug safety teams
under new leadership; we established a center of
excellence for vaccines research and development
utilizing our California operations; and we began to
reevaluate our preclinical processes with the desire
to increase productivity, output and creativity.
Throughout the organization, we focused on building
teams, confronting challenges and implementing
constructive changes. We defined and confirmed our
core values of high integrity, entrepreneurial spirit,
strong work ethic and collaborative environment to
provide clarity on what it means to be associated
with Medimmune.

The advances we made in 2004 allow us to start
2005 squarely focused on achieving our mission.
We would once again like to thank the more than
2,000 MedImmune employees who individually
and collectively focus daily on doing what is neces-
sary to provide better medicines to patients, new
medical options for physicians, and increased value
to shareholders.

We would also like to once again thank you, our
shareholders, for your ongoing support.

It 71 HA

David M. Mott
Chief Executive Officer, President and Vice Chairman

Wayne T. Hockmeyer, Ph.D.
Founder and Chairman of the Board;
President, MedImmune Ventures, Inc.
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Financial Highlights

fin millions, except per share data) 2004 2003 20022 2001° 2000°
Consolidated Statement of Operations Data

Total Revenues $1,141 $1,054 $ 853 $ 621 $ 542
Gross Profit 758 703 589 443 370
Research & Development 327 156 148 83 66
Net {Loss| Earnings (4) 183 (1,098) 149 111
Diluted {Loss) Earnings Per Share (0.02) 0.72 (4.40) 0.68 0.50
Consolidated Balance Sheet Data

Cash and Investments $1,706 $1,900 $1,423 $ 778 $ 526
Total Assets 2,564 2,795 2,188 1,237 1,017
Long Term Debt 507 682 218 10 10
Total Shareholders’ Equity 1,675 1,699 1,677 1,044 844

t Includes charges associated with the termination of our collaboration with Wyeth and reacquisition of full rights to the influenza vaccines franchise.

2 Includes a charge for acquired in-process research and development (IPReJD), in connection with our acquisition of Aviron on January 10, 2002,

3 Certain prior year amounts have been reclassified to conform to the current year presentation.
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MANAGEMENT’S ASSESSMENT OF INTERNAL CONTROLS

CONCLUSION REGARDING THE EFFECTIVENESS OF DISCLOSURE CONTROLS AND PROCEDURES

Under our supervision, and with the participation of our management, we conducted an evaluation of our disclosure controls
and procedures, as such term is defined under Rule 13a-15(e} promulgated under the Securities Exchange Act of 1934, as
amended (the Exchange Act). Based on this evaluation, we concluded that our disclosure controls and procedures were effective
as of the end of the period covered by this annual report.

MANAGEMENT’'S REPORT ON‘ INTERNAL CONTROL OVER FINANCIAL REPORTING
Qur management is responsible for establishing and maintaining adequate internal control over financial reporting, as such
term is defined in Exchange Act Rule 13a-15(f]. Under our supervision and with the participation of our management, we con-
ducted an evaluation of the effectiveness of our internal control over financial reporting based on the framework in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on
our evaluation under the framework in Internal Control —Integrated Framework, we concluded that our internal control over
financial reporting was effective as of December 31, 2004.

Our management’s assessment of the effectiveness of our internal control over financial reporting as of December 31, 2004
has been audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report
which is included herein.

77 HR Fih

David M. Mott Lota S. Zoth
Chief Executive Officer, Senior Vice President and
President and Vice Chairman Chief Financial Officer
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This Management’s Discussion and Analysis of Financial
Condition and Results of Operations contains forward-
looking statements regarding future events and our future
results that are based on current expectations, estimates,
forecasts, and the beliefs, assumptions and judgments of
our management. Readers are cautioned that these forward-
looking statements are only predictions and are subject to
risks and uncertainties that are difficult to predict. Readers
are referred to the “Forward-Looking Statements” and “Risk
Factors” sections in Part I, Item 1 of the Company’s annual
report on Form 10-K for the year ended December 31, 2004.

INTRODUCTION

MedImmune is committed to advancing science to develop
better medicines that help people live healthier, longer and
more satisfying lives. MedImmune currently focuses its
efforts on using biotechnology to produce innovative prod-
ucts for prevention and treatment in the therapeutic areas
of infectious disease, autoimmune disease and cancer.
MedImmune’s scientific expertise is largely in the areas of
monoclonal antibodies and vaccines. MedImmune markets
four products, Synagis, FluMist, Ethyol and CytoGam and
has a diverse pipeline of development-stage products. In
January 2002, we acquired Aviron, a California-based vaccine
company {“the Acquisition”).

OVERVIEW
During 2004, product sales surpassed $1 billion for the first
time in corporate history, increasing 13% as compared to 2003,
reflecting growth in Synagis sales and recognition of FluMist
product sales revenues related to the 2003/2004 and 2004/2005
flu seasons. We recorded a net loss of $0.02 per share in 2004
compared to diluted net earnings per share of $0.72 in 2003.
The decline in net income was primarily attributable to
charges incurred in 2004 for the reacquisition of the influenza
vaccines franchise from Wyeth, and increased research and
development spending due to higher levels of clinical activity.
Our 2003 earnings also included milestones and other pay-
ments we received from Wyeth for FDA approval of FluMist
and achievement of other goals totaling $45.9 million.
Following the disappointing launch of FluMist in 2003,
we completed a thorough assessment of: (1} the approved
product, FluMist; (2) the live attenuated, nasally delivered
influenza technology and subsequent products (collectively,
the “influenza vaccines franchise”); and (3) the influenza
market. Based on this assessment, we maintain our belief
that FluMist is a significant advance in the prevention of
influenza disease, and reiterated our commitment to the
future of vaccine and:related technology. Notwithstanding
this commitment, we do not expect the vaccine to be a
meaningful contributor to revenue growth before 2007, when
we hope to launch CAIV-T, the refrigerator-stable version of
FluMist, in the United States. From 2004 to 2006, we expect
to focus our efforts on developing FluMist into a superior
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influenza vaccine preferred by pediatricians, with particular
attention toward developing CAIV-T (now in Phase 3 devel-
opment) and seeking approval to extend the indicated popu-
lation to include individuals below the age of five years and
above the age of 49 years.

Toward this goal, in April 2004, we entered into agree-
ments with Wyeth to dissolve our collaboration for the
influenza vaccines franchise. As a result of the dissolution
and in exchange for an upfront fee, future milestones and
royalties, we reacquired the full rights to this technology. We
also assumed full responsibility for the manufacturing, mar-
keting, and selling of FluMist and any subsequent related
products. During 2004, we substantially completed the tran-
sition of all research, development, clinical, regulatory, and
sales and marketing activities related to the influenza vac-
cines franchise from Wyeth to us.

For the 2004/2005 flu season, we introduced a substan-
tially lower price structure for FluMist and refocused our
selling efforts on the same pediatricians who are our Synagis
customers. In early October 2004, regulatory actions in the
United Kingdom caused a significant portion of the injectable
influenza vaccine supply for the U.S. to be withheld from
the market. Subsequently, we increased the quantity of filled
FluMist doses for the 2004/2005 season to approximately
three million, of which approximately 1.7 million doses were
sold through December 31, 2004.

We continued developing our product candidates during
2004 with the advancement of three programs into Phase 3
development, including Numax, CAIV-T, and our human
papillomavirus vaccine partnered with GSK. We continued
to advance our oncology program for Vitaxin, with Phase 2
trials currently being conducted in melanoma and prostate
cancer. During 2004, we decided to terminate Phase 2 testing
of Vitaxin in patients with rheumatoid arthritis and psoria-
sis, based on preliminary data suggesting lack of clinical ben-
efit in these inflammatory diseases. We also received
approval for a supplemental biologics license application for
a liquid formulation of Synagis in July 2004,

As we look to the future, we intend to continue commercial-
izing our core products, advance our product candidates in the
clinic, and develop our pipeline through our own internal dis-
covery and development efforts and by gaining access to new
technologies through acquisition and in-licensing arrangements.
Our product development objectives include developing Numax
as a successor to Synagis, developing FluMist as a superior
influenza vaccine and bringing two additional products to mar-
ket between 2008 and 2010.

Our cash and marketable securities at December 31, 2004
were $1.7 billion as compared to $1.9 billion at December 31,
2003. In addition to our research and development activi-
ties, we utilized cash during 2004 for two significant transac-
tions: the redemption and payment of the remaining 5%:%
Convertible Subordinated Notes and the payments associated




with the reacquisition and transition of the influenza vac-
cines franchise from Wyeth.
We have the following expectations for 2005:

Product Sales

For 2005, we expect product sales to grow by approximately
10 percent, driven by worldwide reported revenues from
Synagis that are expected to top the $1 billion mark for the
first time. We expect that the product mix on a percentage
basis in 2005 will be comparable to that in 2004. Owing to
the fact that for the foreseeable future Synagis is expected to
continue to comprise a majority of our product sales, we
believe our revenues and operating results will reflect the
seasonality of that product’s use to prevent RSV disease,
which occurs primarily during the winter months. As noted
above, we do not expect FluMist to be a meaningful contrib-
utor to revenue growth before 2007, when we hope to launch
in the United States an improved formulation of this
influenza vaccine with a label including a broader age indica-
tion. As such, we expect only a modest increase in sales of
FluMist in 2005 compared to 2004.

Gross Margin

Excluding gross margins on FluMist, we expect that our
annual gross margin percentage for 2005 will be consistent
with our historical rate. We anticipate that FluMist will con-
tinue to exert downward pressure on gross margins until we
successfully launch an improved formulation with a broader
label. We expect that gross margins may vary significantly
from quarter to quarter, based on the product mix and
reflecting the seasonality of Synagis and FluMist.

Research and Development Expense
We expect research and development expenses to increase in
2005 compared to 2004, and comprise approximately 25 to 30
percent of product sales. This is largely due to the initiation
of several Phase 3 trials for Numax and CAIV-T during the
fourth quarter of 2004, which will continue throughout 2005.
Throughout 2005, we believe our financial position will
remain strong with cash flow from operations funding capi-
tal expansion, strategic investments, research and develop-
ment expenditures, and repurchases of common stock.

DISSOLUTION OF THE COLLABORATION

WITH WYETH

In April 2004, we entered into agreements to dissolve the
collaboration with Wyeth for FluMist, CAIV-T and all related
technology. As a result of the dissolution and in exchange for
an upfront fee and future milestones and sales-related royal-
ties, MedImmune reacquired the influenza vaccines fran-
chise, and assumed full responsibility for the manufacturing,
marketing and sale of FluMist and any subsequent related
product. As part of the dissolution, we acquired Wyeth'’s dis-
tribution facility in Louisville, Kentucky. Wyeth has pro-
vided bulk manufacturing materials, transferred clinical trial
data, as well as provided manufacturing support services,
during a transition that was substantially completed during
2004. In connection with the dissolution of the collabora-
tion, we made payments during 2004 totaling $79.9 million

under the terms of the agreement, representing: (1) the final
reconciliation of the amounts owed between parties related
to the 2003/2004 influenza season; {2) the settlement of com-
mercialization and development expenses owed between par-
ties through the date of the agreement; (3) the purchase of
the distribution center; {4} the transfer of other assets from
Wryeth; and (5) the payment of milestones for achieving cer-
tain goals for transition activities. An additional $4.1 million
due to Wyeth as of December 31, 2004 for technology trans-
fer and transition activities is included in accrued expenses
on our consolidated balance sheet.

The notable impacts of the transaction during 2004 are
as follows:

Revenue

Beginning with the 2004/2005 flu season and beyond, all
FluMist product sales are recorded as the sales price to our dis-
tributor less customary sales allowances. We no longer receive
any reimbursement from Wyeth for development and com-
mercialization costs, nor do we receive milestone payments.

Research and Development

Our research and development charges increased signifi-
cantly in 2004 compared to 2003 as we completed the transi-
tion of research and development activities from Wyeth and
increased our resources and infrastructure to assume full
responsibility for the continued development and regulatory
approval of the influenza vaccine franchise.

Impairment of Intangible Asset

In conjunction with the Acquisition in 2002, we recorded an
intangible asset on our balance sheet that represented the
fair value, as determined by an independent valuation, of the
original collaborative agreement with Wyeth for the develop-
ment, manufacture, distribution, marketing, promotion and
sale of FluMist. As a result of the dissolution of our original
collaboration with Wyeth, we recorded a permanent impair-
ment charge of $73.0 million during the second quarter of
2004 to write off the remaining unamortized cost of the
intangible asset.

Acquired In-Process Research and Development (IPR&D)
We recorded charges for IPR&D of $29.2 million during
2004, representing the relative fair value of purchased in-
process technologies at the purchase date, as determined by
an independent valuation. A portion of the charges that
occurred in 2004 relate to milestone payments to Wyeth for
the achievement of certain contractual deliverables. See fur-
ther explanation of the calculation of the IPR&D charge in
the Critical Accounting Estimates section.

Income Taxes

Our effective tax rate for 2004 was approximately 59%, as
compared to our 2003 effective rate of approximately 37%,
reflecting the impact of the portion of IPR&D expensed
during the second quarter that is not deductible for tax pur-
poses. Excluding the impact of the dissolution of the Wyeth
agreements, the 2004 effective tax rate was approximately
33%. See further discussion of income taxes in the Critical
Accounting Estimates section.
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NEW ACCOUNTING STANDARDS

In January 2003, the Financial Accounting Standards Board
{“FASB”) issued FIN No. 46, “Consolidation of Variable
Interest Entities, an interpretation of Accounting Research
Bulletin No. 51.” FIN No. 46 requires certain variable interest
entities to be consolidated by the primary beneficiary of the
entity if the equity investors in the entity do not have the
characteristics of a controlling financial interest or do not
have sufficient equity at risk for the entity to finance its activ-
ities without additional subordinated financial support from
other parties. We have adopted FIN No. 46 and determined
that we do not currently hold interests in any entities that are
subject to the consolidation provisions of this interpretation.

In December 2004, the FASB issued Statement of Finan-
cial Accounting Standards {“SFAS”} No.123R, a revision of
SFAS 123, "Accounting for Stock-based Compensation.”
SFAS 123R requires public companies to recognize expense
associated with share-based compensation arrangements,
including employee stock options, using a fair value-based
option pricing model, and eliminates the alternative to use
Accounting Principles Board Opinion 25’s intrinsic value
method of accounting for share-based payments. In accor-
dance with the new pronouncement, we plan to begin recog-
nizing the expense associated with share-based payments, as
determined using a fair value-based method, in our state-
ments of operations beginning on July 1, 2005. We expect
that adoption of the expense provisions of the Statement
will have a material impact on our results of operations. The
standard allows three alternative transition methods for pub-
lic companies: modified prospective application without
restatement of prior interim periods in the year of adoption;
modified retrospective application with restatement of prior
interim periods in the year of adoption; and modified retro-
spective application with restatement of prior financial state-
ments to include the same amounts that were previously
included in pro forma disclosures. We have not determined
which transition method we will adopt.

During July 2004, the FASB’s Emerging Issues Task Force
(“EITF”) reached a consensus on Issue No. 02-14, “Whether
an Investor Should Apply the Equity Method of Accounting
to Investments Other Than Common Stock.” EITF 02-14
requires investors to.apply the equity method of accounting
to investments that are in-substance common stock, defined
as an investment in an entity that has risk and reward charac-
teristics that are substantially similar to the entity’s common
stock. The EITF is effective for reporting periods beginning
after September 15, 2004. During the third quarter of 2004,
we early adopted EITF 02-14, with an immaterial impact to
our consolidated financial position and results of operations.

During September 2004, the EITF reached a consensus on
Issue No. 04-8, “The Effect of Contingently Convertible
Debt on Diluted Earnings Per Share.” EITF 04-8 requires that
all contingently convertible debt instruments be included in
diluted earnings per share using the if-converted method,
regardless if the market price trigger (or other contingent fea-
ture) has been met. The EITF is effective for reporting peri-
ods ending after December 15, 2004 and requires that prior
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period earnings per share amounts presented for comparative
purposes be restated. Under the provisions of EITF 04-8, our
1% Convertible Senior Notes {the “1% Notes”|, which repre-
sent 7.3 million potential shares of common stock, will be
included in the calculation of diluted earnings per share
using the if-converted method regardless if the contingent
requirements have been met for conversion to common
stock. We adopted EITF 04-8 during the fourth quarter of
2004, and determined that there is not a material impact on
prior periods’ earnings per share calculations.

In December 2004, the FASB issued SFAS 151, “Inventory
Costs—An Amendment of ARB No. 43, Chapter 4.” SFAS
151 amends the guidance in ARB No. 43, Chapter 4 to require
that idle facility expense, freight, handling costs and wasted
material {spoilage) be recognized as current-period charges
regardless of whether they meet the criterion of “so abnor-
mal”. In addition, the Statement requires that allocation of
fixed production overheads to the costs of conversion be
based on the normal capacity of the production facilities. We
will adopt SFAS 151 for inventory costs incurred beginning
January 1, 2006 as required by the Standard. We expect that
adoption of the Standard will have an immaterial impact on
our consolidated financial position and results of operations.

CRITICAL ACCOUNTING ESTIMATES

The preparation of consolidated financial statements requires
management to make estimates and judgments with respect
to the selection and application of accounting policies that
affect the reported amounts of assets, liabilities, revenues and
expenses, and the disclosures of contingent assets and liabili-
ties. We consider an accounting estimate to be critical if the
accounting estimate requires us to make assumptions about
matters that were highly uncertain at the time the account-
ing estimate was made, and if changes in the estimate that
are reasonably likely to occur from period to period, or use of
different estimates that we reasonably could have used in the
current period, would have a material impact on our financial
condition or results of operations. We believe the following
critical accounting estimates have the greatest impact on the
preparation of our consolidated financial statements.
Management has discussed the development of and selection
of these critical accounting estimates with the Audit
Committee of our Board of Directors. In addition, there are
other items within our financial statements that require esti-
mation, but are not deemed critical as defined above. Changes
in estimates used in these and other items could have a mate-
rial impact on our financial statements.

In-Process Research and Development

When we enter into significant agreements for access to late-
stage technology or product candidates, we generally perform
a valuation of the transaction to determine the fair value of
the acquired in-process technologies at the acquisition date,
calculated as the sum of probability-adjusted commercial
scenarios, or income approach. This method is usually based
upon management’s estimates of the probability of FDA
and/or other regulatory body approval and commercial success
for the product candidate, which can include the estimated




impact of key factors, including the size of the indicated popu-
lation, price, volume, timing of regulatory approval and any
potential failure to commercialize the product.

During 2004, we recorded a charge of $29.2 million for
acquired IPR&D in conjunction with our reacquisition of
influenza vaccine franchise rights from Wyeth in May 2004.
The charge represents the estimated relative fair value, as of
the purchase date, of the acquired in-process technologies
and certain IPR&D projects, primarily CAIV-T, calculated
utilizing the income approach. CAIV-T is not expected to
have the logistical and distribution issues associated with
the frozen formulation and is expected to have an expanded
label. We do not believe that there will be any alternative
future use for the in-process technologies that were expensed
as of the reacquisition date. In valuing the purchased in-
process technologies, we estimated cash inflows based on
extensive market research performed on the U.S. market-
place and cash outflows for product costs, milestones and
royalties to be paid over a 10-year period assuming approval
and U.S. launch in the 2007/2008 timeframe using probabil-
ity-of-success-adjusted scenarios and a discount rate of
11.3%. Based on current information, management believes
that the projections underlying the analysis are reasonable;
however, the actual cash inflows or outflows cannot be pre-
dicted with certainty. To achieve these projections, we are
required to complete certain Phase 3 clinical trials over the
next several years. The estimated total cost of these world-
wide Phase 3 clinical trials, which is dependent upon several
factors including the ultimate design of the trials, the num-
ber of patients to be enrolled, and the number of sites needed
to complete enrollment, is estimated to range between $110
million and $160 million.

As with all biotechnology products, the probability of
commercial success for any one research and development
project is highly uncertain. If we fail to successfully com-
plete the clinical trials or if CAIV-T is not approved by the
FDA as a safe and effective vaccine for our targeted popula-
tions, the launch may be delayed or terminated, resulting in
a diminished or no return on the purchase price of the
Acquisition, payments made to Wyeth in connection with
dissolution of the collaboration and development costs
incurred to date. In addition, as of December 31, 2004, none
of the existing manufacturing facilities involved in the produc-
tion of CAIV-T have been licensed to manufacture CAIV-T by
any regulatory agency, nor has CAIV-T been manufactured
on a sustained commercial scale. There can be no assurance
that these facilities can achieve licensure by the FDA or any
other regulatory agency, nor can there be any assurances that
if licensed, commercial scale production could be achieved
or sustained. If we fail to obtain FDA approval for the mar-
keting and manufacture of CAIV-T, we will not achieve the
currently anticipated return on any investment we have
made or will make in CAIV-T. _

During the first quarter of 2002, we recorded a charge of
$1,179.3 million for acquired IPR&D in conjunction with the
Acquisition. FluMist, the leading product candidate at the
time, was considered to be a “late-stage” product candidate,

and as such, we used the methodology described above to
value the amount of the purchased IPR&D at the transaction
date. FluMist was approved in June 2003 and launched in
September 2003.

As a result of multiple factors, which were unforeseen at
the time of the Acquisition, FluMist did not achieve the
level of initial commercial success that we had projected for
the first season. After a thorough analysis of the product sub-
sequent to the first season, we are focused on attempting to
change the formulation from frozen to refrigerator-stable and
to expand the label to 6 months through 64 years of age. As
such, we do not presently believe that the FluMist product
will be a meaningful contributor to revenue growth before
2007, when we hope to launch CAIV-T. Had we known at
the time of the Acquisition that we would have a more nar-
row indication (the June 2003 approval was for healthy peo-
ple from 5 vears to 49 years of age) than expected or that our
sales volumes would be much lower than expected, the value
assigned to the purchased IPR&D would likely have been
approximately half of the original valuation.

Revenue Recognition

We recognize revenue from product sales when there is per-
suasive evidence that an arrangement exists, delivery has
occurred, the price is fixed or determinable and collectibility
is reasonably assured.

We receive royalties from licensees, based on third-party
sales of licensed products or technologies. Royalties are
recorded as earned in accordance with the contract terms
when third-party results can be reliably measured and col-
lectibility is reasonably assured.

Revenue from certain guaranteed payments where we
continue involvement through a development collaboration
or an obligation to supply product is recognized ratably over
the development or supply period.

We may record deferred revenues related to milestone
payments and other up front payments. Deferred revenue for
manufacturing obligations is recognized as product is deliv-
ered. Deferred revenue associated with performance mile-
stones is recognized based upon the achievement of the
milestones, as defined in the respective agreements, as long
as the milestones are substantive and at risk. Revenue under
research and development cost reimbursement contracts is
recognized as the related costs are incurred.

Inventory

We capitalize inventory costs associated with certain prod-
ucts prior to regulatory approval and product launch, based
on management’s judgment of probable future commercial
use and net realizable value. We could be required to perma-
nently write down previously capitalized costs related to
pre-approval or pre-launch inventory upon a change in such
judgment, due to a denial or delay of approval by regulatory
bodies, a delay in commercialization, or other potential
factors. Conversely, our gross margins may be favorably
impacted if some or all of the inventory previously written
down becomes available and is used for commercial sale.
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We capitalize inventory costs associated with marketed
products based on management’s judgment of probable future
commercial use and net realizable value. We could be
required to permanently write down previously capitalized
costs related to commercial inventory due to quality issues
or other potential factors. Conversely, our. gross margins may
be favorably impacted if some or all of the inventory previ-
ously written down is recovered through further processing
or receipt of specification waiver from regulatory agencies,
and becomes available and is used for commercial sale.

We are required to state all inventory at lower of cost or
market. In assessing the ultimate realization of inventories,
we are required to make judgments as to multiple factors
affecting our inventories and compare these with current or
committed inventory levels. In the highly regulated industry
in which we operate, raw materials, work-in-process and fin-
ished goods inventories have expiration dates that must be
factored into our judgments about the recoverability of
inventory costs. Additionally, if our estimate of a product’s
pricing is such that we may not fully recover the cost of
inventory, we must consider that in our judgments as well.
In the context of reflecting inventory at the lower of cost or
market, we will record permanent inventory write-downs as
soon as a need for such a write-down is determined. Such
write-downs in inventory are permanent in nature, and will
not be reversed in future periods. :

The valuation of FluMist inventories continues to require
a significant amount of judgment for multfple reasons.
Specifically, the manufacturing process is éomplex, in part
due to the required annual update of the foirrnulation for rec-
ommended influenza strains, and there can be no guarantee
that we will be able to continue to successfully manufacture
the product. Prior to approval in June 2003,1 all FluMist inven-
tories were considered pre-approval and pre\‘-launch invento-
ries. Subsequent to approval, all FluMist inventories were
considered to be inventory available for commercial sale.

The annual FluMist production cycle begins in October of
the year prior to the influenza season in which the product
will be consumed. For example, the production cycle for the
2004/2005 season began in October 2003. The production
cycle begins by preparing the master viral working seeds and
readying the manufacturing facilities for the bulk monova-
lent production, blending three monovalentt strains into a
trivalent vaccine, filling into intranasal sprayers, packaging
sprayers into multi-dose packs and distributing the frozen
product. Our raw materials have expiration“ dates |dates by
which they must be used in the production process) that
range from 24 months to 60 months. Our semi-processed raw
materials and work-in-process inventory h)gve multiple com-
ponents, each having different expiration détes that range
from nine to 24 months. Each season’s finished FluMist
product has an approved shelf life ranging f“rorn three months
to nine months.

For all inventory components on hand as of December 31,
2004, we reviewed the following assumptions to determine

the amount of any nécessary reserves: expeFted production
levels and estimated cost per dose; sales volume projections
|
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that are subject to variability; the expected price to be
received for the product and anticipated distribution costs;
and current information about the influenza strains recom-
mended by the Centers for Disease Control and Prevention
for each season’s vaccine. The methodology used to calculate
adjustments required to value our FluMist inventories as of
December 31, 2004 at net realizable value was consistent
with the methodology used for the valuations from approval
in June 2003 through and as of December 31, 2004.

The December 31, 2003 valuation of FluMist inventories
considered the disappointing sales results of our initial
launch of FluMist, which became available in late 2003, and
our revised sales estimates of FluMist for both the 2003/2004
and 2004/2005 flu seasons. As a result, we revised our sales
volume estimates and decreased the estimated price expected
to be received per dose for the 2004/2005 flu season. In addi-
tion, we decreased our estimated production levels based on
our anticipated decrease in sales volumes, which increased
the per unit cost to produce FluMist. Using these assump-
tions, we compared the amount of expected FluMist sales
with the expected production cost to estimate the net realiz-
able value of FluMist inventories to be produced throughout
the season. Sales and production estimates for the 2004/2005
season incorporated into the inventory valuations performed
as of December 31, 2003 and the first half of 2004 were gen-
erally consistent. The valuation as of September 30, 2004
incorporated management’s estimates of sales and produc-
tion levels that were adjusted to take into account antici-
pated increased demand due to the shortage of injectable
influenza vaccine in the U.S. for the 2004/2005 season. The
valuation of inventory as of December 31, 2004 is based on
sales volume and price estimates for the 2005/2006 season
that are largely based on our actual experience for the
2004/2005 season.

The table below summarizes the activity within the com-
ponents of FluMist inventories {in millions):

Gross Net
Inventory Reserves Inventory

FluMist Details
As of December 31, 2003 $122.1 $(85.8) $36.3
Raw materials, net 5.0 0.5 5.5
Production, net 62.0 (47.4) 14.6
Disposals and scrap (85.6) 77.9 (7.7}
Cost of goods sold recognized

on 2003/2004 inventory

during Q1 of 2004 (34.2) 5.0 (29.2)
Cost of goods sold recognized

on 2004/2005 inventory

during Q4 of 2004 (18.6) 14.1 (4.5)
As of December 31, 2004 $ 50.7 $(35.7) $15.0

Because finished FluMist product has an approved shelf
life ranging from three to nine months, all finished product
produced for a particular flu season must be sold within that
season. Thus, if our actual sales fall below our projections,
we will be required to write off any remaining inventory bal-
ance at the end of the flu season.



For our other products, we periodically assess our inven-
tory balances to determine whether net realizable value is
below recorded cost. Factors we consider include expected
sales volume, production capacity and expiration dates.

We plan to replace the current lyophilized formulation of
Synagis with the newly approved liquid formulation during
the 2005/2006 RSV season pending final FDA approval of the
manufacturing facilities and processes. As of December 31,
2004, we analyzed inventory quantities, including pending
future commitments, and projected sales levels of the cur-
rent formulation of Synagis in connection with this conver-
sion plan. Based on our review, we recorded a permanent
inventory write-down for excess inventories of $5.5 million.
No other significant inventory adjustments were recorded
during 2004.

Sales Allowances and Other Sales Related Estimates

Reductions to Gross Product Sales

We record allowances for discounts, returns, chargebacks
and rebates due to government purchasers as a reduction to
gross product sales. The timing of actual discounts, returns,
and chargebacks taken, and rebates paid to government
purchasers can lag the sale of the product by up to several
months. As such, a significant amount of judgment is
required when estimating the impact of sales allowances
on gross sales for a reporting period. The assumptions used
in developing our estimates of sales reserves include the
following key factors:

m historical trends for discounts, returns, rebate claims,

or other claims;

m our current contracts with customers and current

discount programs;

m actual performance of customers against contractual

volume targets tied to discounts;

m proportion of gross sales ultimately used by

Medicaid patients;

m state Medicaid policies and reimbursement

practices; and

m accuracy of reporting by our customers of end-user

product sales by state.

We update these factors for any known changes in facts or
circumstances as soon as the changes are known. If our his-
torical trends are not indicative of the future, or our actual
sales are materially different from the projected amounts, or
if our assessments prove to be materially different than
actual occurrence, our results could be affected. The estima-
tion process for determining reserves for sales allowances
inherently results in adjustments each year. Additionally,
because of the varying lags and the seasonal nature of our
largest product, Synagis, our sales discounts, returns, charge-
backs and rebates fluctuate throughout the year. If our esti-
mate of the percentage of gross sales to be recorded for sales
allowances for Synagis were to increase by 1%, our revenues
for the 2003/2004 Synagis sales season (which runs from July
2003 to June 2004} would have been reduced by approxi-
mately $9 million. A decrease of 1% in the sales allowances
for Synagis during the same period would have increased our
revenues by approximately $9 million.

We estimate the amount of rebates due to government
purchasers quarterly based on historical experience, along
with updates, and based on our best estimate of the propor-
tion of sales that will be subject to this reimbursement,
largely comprised of Medicaid payments to state govern-
ments. During the first quarter of 2003, we lowered our esti-
mate of rebates due to government purchasers to reflect
favorable historical experience and a change in our estimate
of the proportion of the sales that are subject to reimburse-
ment. During the fourth quarter of 2003, we became aware
of efforts by several states to collect rebates for product
administered in certain settings for which reimbursement
was not sought in the past. After analyzing the situation, we
determined that the new facts and circumstances warranted
an increase in our estimate of rebates due to government pur-
chasers. As such, we recorded additional reserves for rebates
due to government purchasers of approximately $13.7 mil-
lion during the fourth quarter of 2003, and increased our esti-
mate of the proportion of current sales that will be subject to
reimbursement, given the change in circumstance. For the
years ended December 31, 2004, 2003 and 2002, allowances
for discounts, returns, chargebacks and rebates due to gov-
ernment purchasers resulted in a net reduction to gross prod-
uct sales of approximately 10%, 9% and 9%, respectively.
The increase in 2004 is attributable to FluMist sales, which
experience higher discount and return rates than our other
products, and higher levels of Medicaid reporting compliance
for reimbursement.

Allowances for discounts, returns, and chargebacks,
which are netted against accounts receivable, totaled $14.5
million and $9.0 million at December 31, 2004 and 2003,
respectively. Allowances for government reimbursements
were $52.5 million and $42.4 million as of December 31,
2004 and 2003, respectively, and are included in accrued
expenses in the accompanying balance sheets.

Selling, General and Administrative Expenses

We estimate our co-promotion expense and sales commis-
sions by applying an estimated rate that is based upon an
estimate of projected sales for the season to our actual
sales for the period. We decreased co-promotion expense by
$2.0 million in 2003 and increased co-promotion expense
by $2.1 million in 2002, resulting from the final reconcilia-
tion of net sales for the 2002/2003 and 2001/2002 contract
years. No significant adjustments to co-promotion expense
were made during 2004.

We estimate the level of bad debts as a percentage of
gross trade accounts receivable balances outstanding at the
end of the period, based upon our assessment of the concen-
tration of credit risk, the financial condition and environ-
ment of our customers, and the level of credit insurance, if
any, we obtain on our customers’ balances. Because of the
seasonal nature of our largest product, Synagis, our accounts
receivable balances fluctuate significantly. Accordingly,
our allowance for doubtful accounts also fluctuates. Our
accounts receivable balances tend to be highest at the end
of December and March, while the September balances are
somewhat lower as our selling season is just beginning, and
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the June balances are significantly lower, reflecting the
close-out of the prior season. For the years ended December
31, 2004 and 2003, we recorded $2.0 million and $3.8 mil-
lion in reductions to bad debt expense, largely based on our
current assessment of the factors above. Bad debt expense is

classified as selling, general and administtative expense in

our consolidated statements of operations,

Income Taxes
We record valuation allowances to reduce our deferred tax
assets to the amounts that are anticipated‘to be realized.

We consider future taxable income and ongoing tax planning
strategies in assessing the need for valuati(j)n allowances. In
general, should we determine that we are able to realize

more than the recorded amounts of net de‘ferred tax assets

in the future, our net income will increase; in the period

such determination was made. Likewise, should we deter-

mine that we would not be able to realize ;all or part of the
net deferred tax asset in the future, our ne‘t income would
decrease in the period such determination|was made. Rever-

sals of valuation allowance related to acqu;ired deferred tax
assets, however, would first be applied aga“inst goodwill and
other intangibles before impacting net income. A tax reserve

is recorded when we cannot assert that it 1s probable that a
tax position claimed cn a return will be sustained upon chal-

lenge by the tax authority. Any change in ‘the balance of a
tax reserve during thie year is treated as an‘adiustment to
current year tax expense. !

During 2004, we reached a state tax settlement that
enabled us to release a tax contingency res‘erve of $1.5 mil-
lion, resulting in a benefit to our consolida}ted statement
of operations. In addition, our U.K. subsidiary recognized
income in 2004 for U.K. tax purposes, whijch enabled us
to release a valuation allowance for net operating losses of
approximately $2.4 million, resulting in a favorable impact

to the consolidated statement of operation;s.
|

Goodwill and Intangible Assets

We have recorded and valued significant intangible assets
that we acquired as a result of the Acquisition. We engaged
independent valuation experts who reviewed our critical
assumptions and assisted us in determining a value for the
identifiable intangibles. Of the $129.4 million of acquired
intangible assets, $90.0 million was assigned to the world-
wide collaborative agreement with Wyeth for the develop-
ment, manufacture, distribution, marketing, promotion, and
sale of FluMist. We estimated the fair value of the Wryeth

agreement using the sum of the probabilit)L-adjusted scenar-

ios under the income approach. In applyiné this method, we

relied on revenue assumptions, profitability assumptions and
. . . . I . .
anticipated approval dates. The remaining $39.0 million was

assigned to a contract manufacturing agreement with Evans

Vaccines Limited. We estimated the fair Va;lue of the Evans
agreement using the cost approach, which is based on the

theory that a prudent investor would pay noi more for an asset

than the amount for which the asset could ‘t?e replaced. In our
analysis, we reduced replacement cost for such factors as physi-

. . . ]
cal deterioration and functional or economic obsolescence. We

|
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review intangible assets for impairment when an event that
could result in an impairment occurs. As a result of the dis-
solution of the collaboration with Wyeth during 2004, we
recorded a permanent impairment loss of $73.0 million that
represented the remaining unamortized cost of the related
intangible asset. As of December 31, 2004, there was no fur-
ther impairment of our intangible assets, of which $13.1 mil-
lion remains unamortized.

During 2004 and 2003, we made adjustments to goodwill
recorded in the Acquisition of $11.2 million and {$2.4) mil-
lion, respectively, reflecting adjustments to deferred tax
assets relating to the resolution of income tax related uncer-
tainties. We review goodwill for impairment at least annu-
ally (during the fourth quarter) and during interim periods if
an event that could result in an impairment occurs., As of
December 31, 2004, we have not identified any impairment
of goodwill, of which $24.8 million remains on the consoli-
dated balance sheet.

Investments in Debt and Equity Securities

Our short-term and long-term investments are subject to
adjustment for other-than-temporary impairments. Impair-
ment charges are recognized in the consolidated statements
of operations when a decline in the fair value of an invest-
ment falls below its cost value and is judged to be other
than temporary. We consider various factors in determining
whether an impairment charge is required, including: the
length of time and extent to which the fair value has been
less than the cost basis; the financial condition and near-
term prospects of the issuer; fundamental changes to the
business prospects of the issuer; share prices of subsequent
offerings; and our intent and ability to hold the investment
for a period of time sufficient to allow for any anticipated
recovery in market value. During 2004, 2003, and 2002, we
recorded impairment losses of $13.7 million, $1.7 million
and $14.0 million, respectively, based on the duration and
magnitude of the declines in the fair value of certain of our
investments, as well as the financial condition and near-term
prospects of the investee companies.

RESULTS OF OPERATIONS

COMPARISON OF 2004 TO 2003

Revenues— Product Sales

(In Millions) 2004 2003 Growth
Synagis $ 9423 $849.3 11%
Ethyol 92.4 100.2 (8%)
FluMist 48.0 — n/a
Other Products 41.3 43.1 (4%)
$1,124.0 $992.6 13%

During 2004, product sales grew 13% to $1.1 billion as
compared to $1.0 billion during 2003, primarily due to an
11% increase in sales of Synagis to $942.3 million. Of the
overall 13% increase in product sales, approximately five
percentage points were due to the recognition of FluMist
product sales for the first time in 2004. Domestic price



increases accounted for five growth points, and an additional
two percentage points were due to increases in domestic
sales volume, but were largely negated by higher sales
allowances that reduced sales by two percentage points.
International sales added three points of growth.

Synagis

Synagis accounted for approximately 84% and 86% of our
product sales for 2004 and 2003, respectively. We achieved a
7% increase in domestic Synagis sales to $833.6 million for
2004, up from $777.1 million in 2003. Of the 7% growth
year over year, five percentage points resulted from price
increases and four percentage points were due to higher
sales volumes, which were partially offset by higher sales
allowances that caused a reduction of two percentage points.
Our reported international sales of Synagis increased to
$108.7 million in 2004 compared to $72.2 million in 2003,
largely due to a 33% increase in units sold to Abbott
International (“Al”), our exclusive distributor of Synagis
outside of the United States. We believe this growth is pri-
marily due to increased product demand by our end users,
including physicians, hospitals, and pharmacies. Also con-
tributing to international sales growth was an increase in
the sales price caused by a change in the mix of countries
to which we sell Synagis internationally that favorably
impacted the average sales price, and the favorable currency
translation impact of a weakened U.S. dollar. We record
Synagis international product sales based on Al’s sales price
to customers, as contractually defined.

Ethyol

Ethyol accounted for approximately 8% and 10% of our
product sales for 2004 and 2003, respectively. Worldwide
Ethyol sales declined 8% to $92.4 million in 2004, as com-
pared to $100.2 million in 2003. Domestic sales of Ethyol
declined 6% from prior year, driven by an eight percentage
point decline due to volume and an additional four points
due to an increase in sales allowances, offset by six growth
points due to price increases. We believe that the lower
domestic sales volumes for 2004 are largely due to the deple-
tion of wholesaler inventories from December 31, 2003 lev-
els to accommodate end-user demand and the impact, which
we believe is temporary, of the adoption of a relatively new
form of radiation treatment in the head and neck cancer
market. International sales of Etyhol declined over the prior
year, primarily due to a 58% decrease in unit volume to

our international distribution partner, Schering. We record
Ethyol international product sales based on a percentage of
Schering’s end-user sales, as contractually defined.

FluMist

Our 2004 product sales of FluMist amounted to $48.0 mil-
lion, including product sales for the 2004/2005 flu season of
$20.9 million, representing estimated net doses of approxi-
mately 1.7 million. 2004 sales also include transfer price rev-
enues of $27.1 million for product shipped to Wyeth, our
former partner, during 2003 related to the 2003/2004 season.
At December 31, 2003, we concluded that the variables asso-
ciated with FluMist product revenues were not determinable,

largely due to low sales volume and the lack of returns his-
tory and comparable rebate redemption rates for the new
product. As a result, no product revenues were recognized
during 2003 associated with the 4.1 million doses that were
shipped to Wyeth during 2003.

Other Products

Sales of other products include sales of CytoGam, RespiGam,
NeuTrexin and by-products that result from the CytoGam
manufacturing process and amounted to $41.3 million in 2004
as compared to $43.1 million in 2003. The slight decrease is
primarily due to the decline in sales of RespiGam, which has
been replaced in the marketplace by our second-generation
RSV product, Synagis, and is no longer manufactured.

Revenues— Other Revenues

Other revenues of $17.1 million for 2004 are lower than 2003
other revenues of $61.8 million largely due to decreased rev-
enues under collaborative agreements. During 2004, we
recognized $7.5 million of milestone revenue under our
international distribution agreement with AI upon the
achievement of end-user sales of Synagis outside the U.S.

in excess of $150 million in a single RSV season. Other rev-
enues in 2004 also include contractual payments received
from Wyeth prior to dissolution of our collaboration, includ-
ing royalties related to the 2003/2004 influenza season,
supply goal payments, and corporate funding for clinical
development and sales and marketing programs. During
2003, we recognized $45.9 million of revenues under the
collaboration with Wyeth related to milestone payments,
supply goal payments, and funding for clinical development
and marketing programs. Also during 2003, we recognized
$7.5 million of milestone revenue for achieving in excess of
$100 million in end-user sales of Synagis outside the U.S.
during a single RSV season.

Cost of Sales

Cost of sales for 2004 increased 26% to $366.4 million from
$289.8 million for 2003. Gross margins on product sales were
67% for 2004, down four percentage points from gross mar-
gins of 71% for 2003. Gross margins for all products, exclud-
ing FluMist, aggregated to 75% of product sales for both
2004 and 2003. The negative impact of FluMist on gross
margins was less in 2003 than 2004 largely due to the shift
in costs of FluMist manufacturing that are included in inven-
tory and cost of goods sold during 2004, but were expensed
as other operating costs during the first quarter of 2003, prior
to FDA approval of the product.

Research and Development Expenses

Total research and development expenses more than doubled
during 2004 to $327.3 million from $156.3 million in 2003.
Research and development expenses, as reported in the accom-
panying statements of operations, include both our ongoing
expenses of drug discovery and development efforts, as well as
costs related to the technology transfer and transition activi-
ties associated with reacquisition of the influenza vaccines
franchise from Wyeth during 2004. The technology transfer
and transition costs, totaling approximately $27.8 million,
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are largely amounts paid to Wyeth for collection and analysis

of data from five late-stage CAIV-T studies c‘onducted by

Wyeth over the last several years, including ‘assistance in
documenting study reports, closing and locking databases for
clinical trials, and transition of clinical study results to our
clinical databases. The costs also include pa§ments for the
maintenance of the CAIV-T development facl:ility and produc-
tion of CAIV-T clinical trial material, as well as assistance

S [, . .
with internal technology transfer of manufacturing operations

for CAIV-T.

The increase in our ongoing expenses of drug discovery
and development efforts is related to a large number of new
and ongoing clinical and preclinical studies, particularly for

Numax, CAIV-T and Vitaxin, as well as costs associated with

the expansion of infrastructure to support these studies.

During November 2004, we advanced the l\rTumax program

into Phase 3 clinical trials, with a pivotal head-to-head trial
with Synagis, and a second trial designed t(‘L assess whether
Numax can reduce the incidence of RSV hc‘rspitalization

in Native American infants. We are also coppleting a

[

Phase 1/2 trial with Numax. During October, we initiated
a Phase 3 trial that will compare CAIV-T to the traditional
injectible flu vaccine in children from 6 months to 59 months
of age, and a Phase 3 bridging study designed to compare
CAIV-T with frozen FluMist. We also progressed with two
ongoing Phase 2 trials for Vitaxin targeting melanoma and
prostate cancer, while we discontinued two trials for Vitaxin
targeting rheumatoid arthritis and psoriasis based on prelimi-
nary data suggesting lack of clinical benefit in these inflam-
matory diseases. Also during 2004, we began a Phase 1
clinical trial with an anti-interleukin-9 {IL-9} monoclonal
antibody to evaluate the molecule as a potential treatment
for symptomatic, moderate to severe persistent asthma.
During 2004, we also made a $15.0 million payment to
Medarex, Inc. as part of a new collaboration to co-develop
antibodies targeting interferon-alpha and the type 1 inter-
feron receptor for the treatment of autoimmune diseases.

We have several programs in clinical and pre-clinical
development, but a summary of our more significant current
internal research and development efforts is as follows:

Product Candidates Description \ Stage of Development
Numax Second-generati?n anti-RSV monoclonal antibody Phase 3
CAIV-T Refrigerator-stab}le version of intranasal influenza vaccine, live Phase 3
Vitaxin Monoclonal antllbody for the treatment of melanoma and prostate cancer Phase 2
FluMist Intranasally deli:vered virus vaccine to prevent influenza infection Phase 4
Ethyol Subcutaneous administration in non-small cell lung cancer

patients-reduction of esophogitis and pneumonitis Phase 2

|
Selling, General and Administrative Expenses
Selling, general and administrative (“SG&A") expenses
increased 17% to $400.2 million in 2004 compared to
$340.9 million in 2003. The increase is largely attributable
to costs associated with expanding the pediatric commercial

organization, increased co-promotion expense, and increased
marketing activities and professional servic‘:es. Excluding the
amounts incurred during 2004 for Wyeth-ré:lated transition
activities and the favorable impact in both years of adjustments
to the bad debt provision based upon changes in our assess-
ment of credit risk, SG&A expense as a percentage of product

sales was 36% and 35% in 2004 and 2003, respectively.

Other Operating Expenses

Other operating expenses, which reflect manufacturing start-
up costs and other manufacturing related c‘osts, decreased

to $8.6 million in 2004 from $26.1 million‘ in 2003. The
decrease is due to the shift in the costs of FluMist manufac-
turing that are in inventory and cost of goods sold this year,
but were expensed as other operating costs in the prior year
prior to the June 2003 approval of FluMist‘} Other operating
expenses in both periods also include excess capacity charges
associated with the plasma production por:tion of the

Frederick Manufacturing Center.
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Impairment of Intangible Asset

As a result of entering into agreements to dissolve the col-
laboration with Wyeth during April 2004, we recorded a per-
manent impairment loss of $73.0 million that represented
the remaining unamortized cost originally recorded for the
original collaboration with Wyeth.

Acquired IPR&D

We recorded a charge of $29.2 million for acquired IPR&D for
2004 in conjunction with our reacquisition of the influenza
vaccines franchise from Wyeth. The charge represents the rel-
ative fair value of purchased in-process technologies at the
acquisition date, calculated utilizing the income approach, of
certain IPR&D projects, primarily CATV-T. See further discus-
sion of IPR&D in the Critical Accounting Estimates section
of this Management’s Discussion and Analysis.

Interest Income and Expense

We earned interest income of $65.5 million for 2004, com-
pared to $56.8 million in 2003, reflecting higher average
investment balances and higher average rates. Interest
expense for 2004, net of amounts capitalized, was $8.4 mil-
lion, down from $10.3 million in 2003. The decline is due to
the retirement of the 5%4% convertible subordinated notes in




March 2004, partially offset by a decrease in the amount of
interest cost capitalized in 2004 versus the prior period, due
to the completion of several large construction projects in
2004, including the new R&D facility and corporate head-
quarters in Maryland.

{Loss) Gain on Investment Activities

We incurred a $2.7 million loss on investment activities for
2004, compared to a gain of $3.4 million in 2003. The 2004
loss consists of impairment write-downs of $13.7 million
due to the decline in fair value of certain of our investments
in private companies below their cost basis that were deter-
mined to be other-than-temporary, partially offset by net
realized gains on sales of common stock and other invest-
ments totaling $11.0 million. During 2003, we recognized
gains on the sale of common stock and other investments of
$5.9 million, partially offset by impairment write-downs and
charges to record our portion of our minority investees’ oper-
ating results as required by the equity method of accounting.

Income Taxes

We recorded an income tax benefit of $5.4 million for 2004,
resulting in an effective tax rate of 59%. Comparatively, we
recorded income tax expense of $108.0 million for 2003,
which resulted in an effective tax rate of 37%.

The year-over-year change in our estimated effective tax
rate is due in part due to $6.9 million of non-deductible
charges for IPR&D during the second quarter of 2004. Our
effective tax rate in 2004 was also favorably impacted by the
increase in credits available for research and development
activities, including credits earned for orphan drug status of
certain research and experimentation activities, correspon-
ding to the overall growth in research and experimentation
activity over 2003. These credits will vary from year to year
depending on our activities and the enactment of tax legisla-
tion. Also during 2004, we reached a state tax settlement and
our U.K. subsidiary recognized income for U.K. tax purposes,
enabling us to release valuation allowance and tax contin-
gency reserves, resulting in a favorable impact to the consoli-
dated statement of operations.

Net (Loss) Earnings

We reported a net loss for 2004 of $3.8 million, or §0.02 per
share compared to net earnings for 2003 of $183.2 million or
$0.72 per diluted share.

Shares used in computing loss per share for 2004 were
248.6 million, while shares used for computing basic and
diluted earnings per share for 2003 were 250.1 million and
257.2 million, respectively. The decrease in share count is
primarily attributable to our stock repurchase program that
we implemented in July 2003.

We do not believe inflation had a material effect on our
financial statements.

COMPARISON OF 2003 TO 2002

Revenues—Product Sales

{In Millions}) 2003 2002 Growth
Synagis $849.3 $671.7 26%
Ethyol 100.2 812 23%
FluMist — — —
Other Products 43.1 38.0 13%
$992.6 $790.9 25%

Product sales grew 25% in 2003 to $992.6 million as com-
pared to $790.9 million in 2002, primarily due to increased
sales of Synagis. Of the overall increase in product sales,
approximately 16 points of the 25 percentage points were
due to an increase in domestic sales volumes, while price
increases, net of increases in sales allowances contributed
five points to sales growth. The remaining four points of
growth were due to an increase in our international sales.

Synagis

Synagis accounted for approximately 86% and 85% of our
2003 and 2002 product sales, respectively. We achieved a
21% increase in domestic Synagis sales to $777.1 million in
2003, up from $641.3 million in 2002. This growth was
largely due to increased sales volume in the U.S., which
resulted in a 16% increase in domestic units soid. Also aid-
ing growth was a price increase that took effect in June 2003,
partially offset by an increase in sales allowances, which are
accounted for as a reduction of product sales. Our reported
international sales of Synagis to Al more than doubled to
$72.2 million in 2003 compared to $30.4 million in 2002,
driven primarily by a more than two-fold increase in unit
volumes over 2002 levels. The increase in unit volume was
offset by a decrease in the realized per unit sales price recog-
nized upon delivery of product to Al under the terms of our
international distribution agreement.

Ethyol

Ethyol accounted for approximately 10% of our product sales
in both 2003 and 2002. Domestic Ethyol sales increased 25%
to $94.4 million in 2003, up from $75.5 million in 2002. This
25% increase was the result of a 15% increase in domestic
units sold in 2003 compared to 2002 and a price increase
which occurred in August 2003. Our 2003 international sales
of Ethyol to our distribution partner, Schering, were consis-
tent with 2002 sales of $5.7 million.

FluMist

During 2003, we received payments totaling $51.9 million
upon the shipment of 4.1 million doses of FluMist to Wyeth,
our former partner who was contractually responsible for dis-
tributing the product to third parties. The final selling price
for the doses shipped to Wyeth was largely dependent on
Wyeth'’s net sales to end users. As of December 31, 2003, we
concluded that the variables associated with the product
transfer price were not determinable, largely due to low sales
volume and the lack of returns history and comparable
redemption rates for rebates for FluMist in its launch season.
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As a result, we didinot recognize the reve‘nue associated
with the 4.1 million doses shipped to Wy\eth during 2003.
Product sales for these shipments were recognized during
the first quarter of 2004, once the influenza season was sub-
stantially over and Wyeth'’s ultimate net ‘sales to end users

were determinable. \‘
I

Other Products 1

Sales of other products in 2003, which inc‘:lude sales of
CytoGam, NeuTrexin, RespiGam, and by‘-products that
result from the CytoGam manufacturing process, increased
$5.1 million, or 13% compared to 2002. The increase was
largely due to a 10% increase in our sales|of CytoGam.

Revenues— Other Revenues \

Other revenues for 2003 remained consistent with 2002 at
$61.8 million. Other revenues in 2003 were largely comprised
of contractual payments received from Wyeth under our col-

|
laborative agreement for FluMist. The payments, which

amounted to $45.9 million, related to milelstone payments,
supply goal payments, and funding for clinical development
and marketing programs. We also received!$7.5 million in
2003 from AI for achieving a milestone relflted to interna-
tional sales levels of Synagis and we recorded $3.1 million
in revenue under other collaborative agee@ents. Other rev-
enues in 2002 were comprised largely of $C?2.7 million in
payments from Wyeth for compensation of 2002 FluMist
manufacturing costs and funding for clinical development and
marketing programs. In 2002, we also received $17.2 million
from the sale of excess production capacity: to a third party
and $8.7 million in revenue recorded under‘ other collabora-
tive agreements. |

We have accounted for major collaborat“ive agreements
entered into before January 1, 2002 using the contingency-
adjusted performance model and have defe‘rred a portion of
the up front and milestone payments received. Based on cur-
rent estimates, we expect to record the rernaining revenues
from our collaboration with affiliates of Sc;hering-Plough
Corporation of $0.8 million ratably over 2004 and 2005.
Cost of Sales ;
Cost of sales for 2003 increased 44% to $289.8 million from
$201.8 million for 2002, mainly due to increases in product
sales volumes and inventory valuation adjustments for
FluMist of $37.5 million. Gross margins on product sales for
2003 were 71%, down three percentage points from 2002,
largely due to the valuation adjustments for FluMist inven-
tory. Partially offsetting this decrease were|lower costs for
CytoGam, and a favorable impact of a valule-added tax refund

for transfers of Synagis manufactured in Europe.

|
Research and Development Expenses |

Research and development expenses of SISQ.S million in 2003
increased 6% from $148.0 million in 2002. The increase was

|
due largely to payments made in 2003 associated with gaining

. ‘ :
access to new data and technologies, net of a decrease in
clinical trials expense and a decrease in stock compensation
expense for unvested stock options assumed in the Acqui-

sition and in retention payments and stock ﬂ:ompensation
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expense for acceleration of stock options for certain of Aviron’s
executives. During 2003, we made a $10.0 million payment
to Critical Therapeutics, Inc. as part of a new collaboration to
co-develop biclogic products to treat severe inflammatory dis-
eases. Additionally in 2003, we initiated four Phase 2 studies
for Vitaxin and agreed to pay $10.0 million for data from the
completed international Phase 3 studies for a liquid formula-
tion of FluMist.

In 2002, we completed several clinical trials, including
Phase 2 clinical trials with siplizumab, and the Phase 3
Synagis clinical trial in congenital heart disease patients that
led to approval of an expanded indication by the FDA in
September 2003.

Selling, General and Administrative Expenses

SG&A expenses increased 14% to $340.9 million in 2003
compared to $299.6 million for the 2002 period, largely due
to increased co-promotion expense, reflective of the increase
in Synagis sales. As a percentage of product sales, SG&A
expense decreased to 34% of product sales in the 2003 period
from 38% in the 2002 period, due to product sales growing at
a faster rate than expenses.

Other Operating Expenses

Other operating expenses, which reflect manufacturing
start-up costs and other manufacturing-related costs, were
$26.1 million in 2003 compared to $100.0 million in 2002.
The decrease in other operating expenses was principally due
to the shift in the costs of FluMist manufacturing that are
capitalized in inventory and expensed as cost of goods sold
beginning in the second quarter of 2003, but were expensed
as other operating costs in the prior year. Additionally, 2002
other operating expenses included impairment charges of
$12.9 million relating to the write-off of certain plasma man-
ufacturing assets, as we outsourced production of CytoGam
during 2002. We also experienced decreases in stock compen-
sation expense for unvested stock options assumed in the
Acquisition and in retention payments and stock compensa-
tion expense for acceleration of stock options for certain of
Aviron's executives.

In-Process Research and Development

We incurred charges of $1,179.3 million in the first quarter
of 2002 for the write-off of purchased in-process research and
development in conjunction with the Acquisition. The
write-off represented the fair value of purchased in-process
technologies at the acquisition date, calculated as the sum of
probability-adjusted commercial scenarios. This method was
based upon management’s estimates of the probability of
FDA approval and commercial success for FluMist.

Interest Income and Expense

We earned interest income of $56.8 million for 2003, compared
t0 $49.4 million in 2002, reflecting higher cash balances avail-
able for investment, partially offset by a decrease in interest
rates, which lowered the overall portfolio yield. Interest
expense for 2003, net of amounts capitalized, was $10.3 mil-
lion, up from $9.1 million for 2002, principally due to interest
expense generated by the 1% Notes issued in July 2003.



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Medimmune, Inc.:

We have completed an integrated audit of MedIlmmune Inc.’s 2004 consolidated financial statements and of its internal control
over financial reporting as of December 31, 2004 and audits of its 2003 and 2002 consolidated financial statements in accor-
dance with the standards of the Public Company Accounting Oversight Board {United States). Our opinions, based on our
audits, are presented below.

Consolidated Financial Statements

In our opinion, the accompanying consolidated balance sheets and related consolidated statements of operations, of cash flows
and of shareholders’ equity present fairly, in all material respects, the financial position of Medimmune, Inc. and its subsidiaries
at December 31, 2004 and 2003, and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 2004 in conformity with accounting principles generally accepted in the United States of America. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits. We conducted our audits of these statements in accordance with the standards of the
Public Company Accounting Oversight Board {United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit of financial
statements includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

Internal Control Over Financial Reporting

Also, in our opinion, management’s assessment, included in Management's Report on Internal Control over Financial Reporting
appearing on page 17 of the 2004 Annual Report to Shareholders, that the Company maintained effective internal control over
financial reporting as of December 31, 2004 based on criteria established in Internal Control—Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (COSO), is fairly stated, in all material respects,
based on those criteria. Furthermore, in our opinion, the Company maintained, in all material respects, effective internal con-
trol over financial reporting as of December 31, 2004, based on criteria established in Internal Control—Integrated Framework
issued by the COSO. The Company’s management is responsible for maintaining effective internal control over financial report-
ing and for its assessment of the effectiveness of internal control over financial reporting. Qur responsibility is to express opin-
ions on management’s assessment and on the effectiveness of the Company’s internal control over financial reporting based on
our audit. We conducted our audit of internal control over financial reporting in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain rea-
sonable assurance ahout whether effective internal control over financial reporting was maintained in all material respects. An
audit of internal control over financial reporting includes obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating the design and operating effectiveness of internal control, and per-
forming such other procedures as we consider necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures
that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispo-
sitions of the assets of the company; (ii] provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expendi-
tures of the company are being made only in accordance with authorizations of management and directors of the company;
and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition
of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

DM..“.LW I o

PricewaterhouseCoopers LLP
McLean, Virginia
March 7, 2005
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FINANCIAL STATEMENTS/AND SUPPLEMENTARY DATA

CONSOLIDATED BALANCE SHEETS
J
J

|

December 31,

December 31,

(in millions) | 2004 2003
ASSETS: |
Cash and cash equivalents ! $ 1713 § 5155
Marketable securities ( 172.6 272.7
Trade receivables, net j 203.3 161.2
Inventory, net } 64.1 91.7
Deferred tax assets | 50.6 29.3
Other current assets fr 31.9 32.3
Total Current Assets 693.8 1,102.7
Marketable securities ( 1,362.2 1,111.9
Property and equipment, net ‘ 310.9 273.6
Deferred tax assets, net 1 127.3 151.3
Intangible assets, net \} 13.1 96.7
Goodwill | 24.8 13.6
Other assets Q 323 44.8
Total Assets J $2,564.4 $2,794.6
LIABILITIES AND SHAREHOLDERS' EQUITYJ:
Accounts payable ! $ 15.1 $ 221
Accrued expenses ; 251.4 218.0
Product royalties payable f 85.9 81.8
Advances from Wyeth “ — 5.9
Other current liabilities i 114 16.9
Total Current Liabilities J 363.8 390.7
Long-term debt r 506.2 681.2
Other liabilities \ 19.8 23.5
Total Liabilities ! 889.8 1,095.4
Commitments and Contingencies a
SHAREHOLDERS' EQUITY: |
Preferred stock, $.01 par value; authorized 5.5 shares; none issued or outstanding — —
Common stock, $.01 par value; authorized 420.0 shares; issued
255.4 at December 31, 2004 and 254.3 at December 31, 2003 2.6 2.5
Paid-in capital i 2,690.0 2,673.1
Deferred compensation j (0.1 (1.4)
Accumulated deficit J (788.5) 1772.9)
Accumulated other comprehensive incojme 111 27.7
} 1,915.1 1,929.0
Less: Treasury stock at cost; 6.9 shareslas of December 31, 2004 and 6.2 shares
at December 31, 2003 | {240.5) {229.8)
Total Shareholders’ Equity 1,674.6 1,699.2
Total Liabilities and Shareholders‘f’ Equity $2,564.4 $2,794.6

)

/

| . . . ,
The accompanying notes are an integral part of these financial statements.

J
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CONSOLIDATED STATEMENTS OF OPERATIONS

For the year ended December 31,

(in millions, except per share data) 2004 2003 2002
REVENUES
Product sales $1,124.0 $ 992.6 $ 790.9
Other revenue 17.1 61.8 61.8
Total revenues 1,141.1 1,054.4 852.7

COSTS AND EXPENSES

Cost of sales 366.4 289.8 201.8
Research and development 327.3 156.3 148.0
Selling, general, and administrative 400.2 340.9 299.6
Other operating expenses 8.6 26.1 100.0
Impairment of intangible asset 73.0 — —
Acquired in-process research and development 29.2 — 1,179.3
Total expenses 1,204.7 813.1 1,928.7
Operating (loss) income {63.6) 241.3 (1,076.0
Interest income 65.5 56.8 49.4
Interest expense {8.4) {10.3) {9.1)
{Loss) gain on investment activities (2.7 34 {14.1}
(Loss) earnings before income taxes {9.2) 291.2 (1,049.8)
{Benefit) provision for income taxes {5.4) 108.0 48.2
NET (LOSS) EARNINGS $ (3.8 $ 1832 ${1,098.0)
BASIC {LOSS) EARNINGS PER SHARE $ {0.02) $ 073 $  (4.40)
Shares used in calculation of basic (loss) earnings per share 248.6 250.1 249.6
DILUTED (LOSS) EARNINGS PER SHARE $ (0.02) $ 072 $ (4.40)
Shares used in calculation of diluted (loss) earnings per share 248.6 257.2 249.6

The accompanying notes are an integral part of these financial statements.
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|
|
CONSOLIDATED STATEM]}ENTS OF CASH FLOWS
|
!

For the year ended December 31,

(in millions) } 2004 2003 2002
CASH FLOWS FROM OPERATING ACTIVITIEg
Net |loss) earnings } $ (3.8) $183.2 $(1,098.0)
Adjustments to reconcile net {loss) earnings to net cash provided by operating activities:
Impairment of intangible asset 73.0 — —
Write-down of acquired in-process research and development 29.2 — 1,179.3
Deferred taxes J 9.5 87.0 50.8
Deferred revenue ‘! {0.4) (6.0} (7.1)
Depreciation and amortization f 411 37.7 36.8
Advances from Wyeth | (51.9) 51.9 —
Amortization of premium on marketable securities 14.2 14.8 9.8
Amortization of deferred compensation | 1.1 4.0 19.2
Realized (gain) loss on investments | 2.7 (3.4} 14.1
Impairment of long-lived assets r — — 14.1
Increase in sales allowances | 13.5 10.9 17.4
Losses on write-downs of inventory | 70.9 59.0 48.6
Other J 1.4 {0.1) (6.1
Increase (decrease} in cash due to changes'in assets and liabilities:
Trade receivables ( (45.6) (36.7) 3.9
Inventory | (43.1) 86.6] (47.9)
Other assets J {2.9) (14.7) (2.2}
Accounts payable and accrued expense“s 33.3 45.3 4.6
Product royalties payable 4.1 7.8 26.3
Other liabilities | (1.6) 3.4 (0.1)
Net cash provided by operating activities 144.7 3575 263.5
CASH FLOWS FROM INVESTING ACTIVITIFIS
Investments in securities available for sale {652.9) (659.9) {1,008.9)
Maturities of securities available for sale | 182.9 345.6 467.2
Proceeds from sales of securities available for sale 308.0 219.3 137.4
Net cash acquired in acquisition of Aviron — — 146.9
Capital expenditures 1 (79.8) {112.9) (80.9)
Purchase of assets from Wyeth | (34.8) — —
Investments in strategic alliances (24.3) (30.4) (8.7)
Net cash used in investing activities ! {300.9) (238.3) (347.0)
CASH FLOWS FROM FINANCING ACTIVITI;}ES
Proceeds from issuance of common stock 19.5 44.4 46.7
Share repurchases f (30.0% (229.8) —
Proceeds of 1% Notes, net of issuance costs — 489.4 —
Debt prepayments “ (172.7) (33.1) —
Repayments on long-term obligations | (4.7} (4.7 (4.7)
Net cash (used in) provided by financing activities (187.9) 266.2 42.0
Effect of exchange rate changes on cash i (0.1) — 0.3
Net increase {decrease) in cash and cash equivalents (344.2) 385.4 (41.2)
Cash and cash equivalents at beginning ?f year 515.5 130.1 171.3
Cash and cash equivalents at end of year $171.3 §515.5 $ 130.1
SUPPLEMENTAL CASH FLOW DATA: {
Cash paid during the year for interest, net of amounts capitalized $ 9.7 $ 84 $ 110
Cash paid (received] during the year for income tax payments {refunds] $ 3.1 $§ 32.7 $ (2.3)

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING AND FINANCING ACTIVITIES:

During January 2002, the Company acquired 100% of the outstanding capital stock of Aviron through an exchange offer and merger transaction. The
Company exchanged approximately 34.0 million of its common shares for all of the outstanding shares of Aviron common stock and assumed Aviron’s
outstanding options and warrants, for which appr‘oximately 7.0 million additional shares of the Company’s common stock were issuable. The estimated
fair value of the net assets acquired was $1,635.1 million, and included $1,179.3 million of acquired research and development assets that were charged
to current period results at the date of acquisitiort and $211.4 million of 5%% notes due in 2008.

i ; . . :
The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Accumu-  Accumulated
Common-Stock, Deferred lated Other
$.01 par Paid-in  Compen- Earnings Comprehensive _Treasury Stock

(in millions) Shares Amount Capital sation (Deficit)  Income (Loss} Shares Amount Total
BALANCE, DECEMBER 31, 2001 2145 822 § 8916 § — § 1419 $ 86 — $§ — $1,0443
Net loss — — — — {1,098.0) - — —  (1,098.0)
Change in foreign currency translation adjustment — — — — — 0.8 - — 0.8
Change in unrealized gain on investments, net of tax — — — — — 15.1 — — 15.1
Unrealized gain on hedged inventory purchases, net of tax — — — — — 0.1 — — 0.1
Comprehensive loss (1,082.0)
Common stock options exercised 2.7 — 42.7 — — —_— — — 42.7
Issuance of common stock under the employee stock

purchase plan 0.2 —_ 4.0 — — — — — 4.0
Tax benefit associated with the exercise of stock options — — 14.7 — — — — — 14.7
Shares issued related to the acquisition of Aviron 33.9 0.3 1,664.4  (39.4) — — — — 1,625.3
Amortization of deferred compensation for the vesting of stock — — — 19.2 — — — — 19.2
Reversal of deferred compensation for cancellation of stock — — (4.4 4.4 — — — —_ —
Decrease in restructuring liability for amortization of

deferred compensation for the vesting of stock options — — — 9.0 — —_ — — 9.0
BALANCE, DECEMBER 31, 2002 2513 2.5 2,613.0 (6.8} (956.1) 24.6 — — 1,677.2
Net earnings — — — — 1832 — — — 183.2
Change in foreign currency translation adjustment — — — — — 1.6 — — 1.6
Change in unrealized gain on investments, net of tax — — — — —_ 3.7 — — 3.7
Change in unrealized (loss) on cash flow hedges, net of tax — — — — — (2.2 — — (2.2)
Comprehensive income 186.3
Common stock options exercised 2.8 — 39.9 — — — — — 39.9
Issuance of common stock under the employee stock

purchase plan 0.2 — 4.8 — — — — _ 4.8
Repurchases of common stock — — — — —_ —_ (6.2} (229.8) (229.8}
Tax benefit associated with the exercise of stock options — — 16.1 — — —_ — — 16.1
Amortization of deferred compensation for the vesting

of stock options — — — 4.7 — — — — 4.7
Reversal of deferred compensation for

cancellation of stock options — — 0.7) 0.7 — — — _ _
BALANCE, DECEMBER 31, 2003 254.3 25 26731  (14)  (772.9] 27.7 (62) (229.8) 1,699
Net loss — — — — (3.8} - — — {3.8)
Change in foreign currency translation adjustment — — — — — 0.5 — — 0.5
Change in unrealized {loss} on investments, net of tax — — — — — (19.2) — — {19.2}
Change in unrealized gain on cash flow hedges, net of tax — — — — — 2.1 — — 2.1
Comprehensive loss {20.4)
Common stock options and warrants exercised 0.9 0.1 7.3 — (11.8) — 0.5 193 149
Issuance of common stock under the employee stock

purchase plan 0.2 — 4.6 — — — — —_ 4.6
Repurchases of common stock — — — — — — (1.2} (30.0) {30.0)
Tax benefit associated with the exercise of stock options — — 5.2 — — — — — 52
Amortization of deferred compensation for the vesting

of stock options — — - 1.1 — _ _ _ 1.1
Reversal of deferred compensation for cancellation

of stock options — —_ (0.2} 0.2 — — — _ —_
BALANCE, DECEMBER, 31 2004 2554  $2.6 $2,650.0 $ (0.1 § (788.5) $11.1 {6.9) ${240.5) $1,674.6

The accompanying notes are an integral part of these financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

]. l ORGANIZATION
MedIimmune, Inc., a Delaware corporation {together with its
subsidiaries, the “Company”), is a biotechnblogy company
headquartered in Gaithersburg, Maryland. The Company is
committed to advancing science to develop;better medicines
that help people live healthier, longer and more satisfying lives.
The Company currently focuses its efforts on using biotechnol-
ogy to produce innovative products for prev‘ention and treat-
ment in the therapeutic areas of infectious disease, oncology
and immunology. The Company’s scientific: expertise is largely
in the areas of monoclonal antibodies and v}accines. The
Company markets four products, Synagis, FluMist, Ethyol and
CytoGam and has a diverse pipeline of development-stage
products. In January 2002, the Company acguired Aviron, a
California-based vaccine company (“the Aciquisition”).

‘ |

2 | SUMMARY OF SIGNIFICANT ACpOUNTING
POLICIES !

Significant accounting policies applied in rlche preparation of

these financial statements are as follows: }
i

Basis of Presentation ‘
The consolidated financial statements include the accounts
of the Company and its wholly owned suﬂsidiaries. All
significant intercompany accounts and transactions have

been eliminated. }

Seasonality }
The Company’s largest revenue-generatingj product, Synagis,
is used to prevent RSV disease in high-risk infants. RSV is
most prevalent in the winter months in the northern hemi-
sphere. Because of the seasonal nature of REV, limited sales, if
any, of Synagis are expected during the sec}ond and third quar-
ters of any calendar year, causing results td vary significantly
from quarter to quarter. Sales of Synagis comprised approxi-
mately 84%, 86% and 85% of total produc:t sales for the years
ended December 31, 2004, 2003 and 2002, ‘respectively.
FluMist is a nasally delivered live atten;uated vaccine used
to help prevent influenza in healthy individuals age 5 to 49,
which is most prevalent in the fall and wi}nter months. The
majority of FluMist sales are expected to occur between
October and January because of the seasonal nature of
influenza, causing results to vary significa;ntly from quarter

to quarter. ‘ i

Cash, Cash Equivalents and Marketable} Securities

The Company considers all highly liquid instruments pur-
chased with a maturity of three months orj less at date of
purchase to be cash equivalents. The majority of the
Company’s cash equivalents consist of money market
mutual funds, commercial paper, and U.S. government and
agency securities. Investments in marketable securities con-
sist principally of U.S. government and agency securities and

\
corporate notes and bonds. Investments with maturities of
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three to twelve months from the balance sheet date are con-
sidered current assets, while those with maturities in excess
of one year are considered non-current assets. The securities
are held for an unspecified period of time and may be sold to
meet liquidity needs and therefore are classified as available-
for-sale. Accordingly, the Company records these invest-
ments at fair value, with unrealized gains and losses on
investments reported as a component of other comprehen-
sive income, net of tax.

Substantially all of the Company’s cash and cash equiva-
lents, and short-term and long-term investments are held in
custody by three major U.S. financial institutions. Deposits
held with banks may exceed the amount of insurance pro-
vided on such deposits. Generally, these deposits may be
redeemed upon demand and, therefore, bear minimal risk.
The Company’s short-term and long-term investments gen-
erally consist of marketable securities with investment grade
credit ratings and deposits with major banks. The Company’s
investment guidelines are intended to limit the amount of
investment exposure as to issuer, maturity, and investment
type. Maturities generally range from one month to seven
years. The fair values of these investments are sensitive to
changes in interest rates and the credit-worthiness of the
security issuers. Further, interest income earned on variable
rate debt securities is exposed to changes in the general level
of interest rates.

The Company’s short-term and long-term investments are
subject to adjustment for other-than-temporary impairments.
Impairment charges are recognized in the consolidated state-
ments of operations when a decline in the fair value of an
investment falls below its cost value and is judged to be
other than temporary. Various factors are considered in deter-
mining whether an impairment charge is required, including:
the length of time and extent to which the fair value has
been less than the cost basis; the financial condition and
near-term prospects of the issuer; fundamental changes to
the business prospects of the issuer; share prices of subse-
quent offerings; and the Company’s intent and ability to hold
the investment for a period of time sufficient to allow for
any anticipated recovery in market value.

Minority Interest Investments

The Company’s wholly-owned venture capital subsidiary,
MedImmune Ventures, Inc., manages the Company’s portfo-
lio of minority interest investments and makes additional
investments in public or private biotechnology companies
focused on discovering and developing human therapeutics.
The Company’s minority interest investments are accounted
for under the risk and rewards model or the voting interest
model, depending on the facts and circumstances of the indi-
vidual investments. Currently, the Company does not have
investments that are subject to consolidation under the risks
and rewards model.




The Company’s minority interest investments in publicly
traded companies are categorized as available-for-sale securi-
ties. Due to the highly volatile share prices of these invest-
ments, the investments are subject to unrealized holding
gains or losses. The Company’s minority interest invest-
ments in private companies are maintained on the cost or
equity method of accounting, depending upon the facts and
circumstances of the individual investments. For invest-
ments carried on the equity method, the Company’s propor-
tionate share of the investees’ gains or losses is recorded on
a quarterly basis.

The Company’s minority interest investments are subject
to adjustment for other-than-temporary impairments.

Fair Value of Financial Instruments

The carrying amount of financial instruments, including cash
and cash equivalents, trade receivables, contracts receivable,
other current assets, accounts payable and accrued expenses,
approximate fair value as of December 31, 2004 and 2003 due
to the short maturities of these instruments.

Concentration of Credit Risk

The Company sells its products primarily to a limited number
of pharmaceutical wholesalers and distributors without requir-
ing collateral. The Company periodically assesses the financial
strength of these customers and establishes allowances for
anticipated losses when necessary. As of December 31, 2004,
trade accounts receivable included four customers that

each accounted for 23%, 18%, 13% and 13% of gross trade
accounts receivable, respectively. As of December 31, 2003,
trade accounts receivable included four customers that

each accounted for 27%, 16%, 15% and 12% of gross trade
accounts receivable, respectively.

Inventory

Inventories are stated at the lower of cost or market, deter-
mined using the first-in, first-out method. The Company
evaluates inventories available for commercial sale sepa-
rately from inventories related to product candidates {“pre-
approval inventories”| that have not yet been approved.

In the lower of cost or market evaluation for inventories
available for commercial sale, market value is defined as the
lower of replacement cost or estimated net realizable value,
based upon management’s estimates about future demand
and market conditions. When the Company determines that
inventories for commercial sale have expired, exist in exces-
sive quantities, or will not generate sufficient revenues to
cover costs of production and distribution, the Company
measures the amount of the permanent write down as the
difference between the historical cost of the inventory and
its estimated market value.

The Company may capitalize pre-approval inventories if
management believes that 1) commercial approval by the
FDA is probable, such as would be evidenced by a favorable
recommendation for approval regarding the safety and effi-
cacy of the product candidate by the FDA or one of its advi-
sory bodies (or other regulatory body with authority to grant

marketing approval for drugs and biological products for
international sale), and 2} it is probable that its manufactur-
ing facilities will be approved by the FDA (or other regula-
tory body) for the production of inventory as determined by
the nature and scope of any unresolved issues and the reme-
diation required.

In the lower of cost or market evaluation for pre-approval
inventories, market value is defined as the lower of replace-
ment cost or estimated net realizable value, based upon
management’s estimates about future demand and market
conditions, including probability of market acceptance of the
product. When the Company determines that pre-approval
inventories will not have a sufficient shelf life to be sold
commercially, or if sold, will not generate sufficient rev-
enues to cover costs of production and distribution, the
Company measures the amount of permanent write down
as the difference between the historical cost and its esti-
mated probable future market value.

As of December 31, 2004, the Company does not have
pre-approval inventories.

Product Sales

The Company recognizes revenue on product sales when per-
suasive evidence of an arrangement exists, delivery has
occurred, the sales price is fixed or determinable, and col-
lectibility is probable. These criteria are generally met upon
shipment of product or receipt of product by customers,
depending on the contractual terms of the arrangement.

In certain of the Company’s international distribution
agreements, a portion of the compensation received by the
Company from its partner is variable based, in part, on the
end-user sales price. When all of the other revenue criteria
have been met, the Company recognizes revenue to the
extent that the customer has an obligation to pay, the cus-
tomer has limited or no control over the end-user sales price
and, accordingly, any subsequent adjustments to the recorded
revenue are not expected to be significant. Subsequent
adjustments to recorded revenue that result from variances
between amounts previously invoiced and the total sales
price received are recorded as an adjustment to product sales
in the quarter in which they become known.

Product sales are recorded net of allowances for estimated
chargebacks, returns, discounts, and government rebates.
Both in the U.S. and elsewhere, sales of pharmaceutical prod-
ucts depend on the availability of reimbursement to the con-
sumer from third-party payers, such as government and
private insurance plans. The Company estimates the portion
of its sales that will be covered by government insurance and
records allowances at a level that management believes is suf-
ficient to cover estimated requirements for reimbursements.
Allowances for discounts, returns, and chargebacks, which
are netted against accounts receivable, totaled $14.5 million
and $9.0 million at December 31, 2004 and 2003, respec-
tively. Allowances for government reimbursements were
$52.5 million and $42.4 million as of December 31, 2004 and
2003, respectively, and are included in accrued expenses in
the accompanying balance sheets.
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Other Revenues

Contract Revenues

For contracts executed or acquired after Ianuary 1, 2002, the
Company changed its accounting method fo‘r contract rev-
enues to use the milestone payment method when all mile-
stones to be received under contractual arrangements are
determined to be substantive, at-risk and the culmination of
an earnings process. Substantive milestones|are payments
that are conditioned upon an event requiring substantive
effort, when the amount of the milestone is|reasonable rela-
tive to the time, effort and risk involved in achieving the
milestone and when the milestones are reasonable relative to

each other and the amount of any up front p‘ayment If all of

these criteria are not met, then the Compan‘y will use the
contingency-adjusted performance model. The change in
accounting principle was made to more clos[ely reflect the
essence of the Company’s contractual obliga}tions with col-
laborative partners. Also, the new method is: prevalent in the
industry in which the Company operates. The effect on net
loss and net loss per share for the year ended December 31,
2002 (the year of adoption) was not material,

For contracts executed prior to January 1,/2002, contract
revenues are recognized during each period ih accordance
with the contingency-adjusted performance model Revenue
from non-refundable up front license fees, rrulestones or
other payments where the Company contmqes involvement
through a development collaboration is recognized on a
straight-line basis over the development period, unless there
are specific output measures that indicate a (1:lifferent basis is
more appropriate. A portion of the up front and milestone
payments received under collaborative agreements with
Abbott International, ALZA, GSK, and Schefing were deferred
and are being recognized over the period of f}‘ﬂﬁllment of the
contractual obligations. As of December 31, 2004 and
December 31, 2003, the remaining balance of deferred rev-
enue with respect to amounts received unde;r these agree-
ments was $0.4 million and $0.8 million, respectively.

. i
Miscellaneous Revenues ‘

Other revenues include licensing fees, grant income, royalty
income, corporate funding, and reimbursement of expenses
under research and other collaborative agreements. These
revenues are recognized when the paymentsi are received or
when collection is assured and only when no further per-
formance obligations exist. ‘

Royalty Expense \

Product royalty expense is recognized as a cost of sales con-
currently with the recognition of product rejvenue, net of
allowances for estimated chargebacks, returhs, discounts,
and government rebates, based on a contractually stipulated
royalty percentage. Any adjustments to royalty expense that
result from adjustments to contractually defined net sales
are recorded as an adjustment to expense m‘the quarter they

become known.
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Research and Development Expenses

Research and development expenses include salaries, benefits
and other headcount related costs for personnel performing
research and development activities, clinical trial and related
clinical manufacturing costs, contract and other outside serv-
ice fees, and facilities and overhead costs.

Licensing Fees

In the normal course of business, the Company enters into
collaborative research and development and in-licensing
agreements to acquire access to technology. These collabora-
tive agreements usually require the Company to pay up front
fees and milestone payments, some of which are significant.
Up front payments and milestones related to early stage tech-
nology are expensed as incurred. The agreements may also
require that the Company provide funding to its partners for
research programs. These costs are expensed as incurred.

Other

The Company accrues estimated costs for clinical and pre-
clinical studies performed worldwide by contract research
organizations or by internal staff based on the total of the
costs incurred through the balance sheet date. The Company
monitors the progress of the trials and their related activities
ta the extent possible, and adjusts the accruals accordingly.

Selling, General and Administrative Expenses

Co-promotion Expenses

Co-promotion expense in connection with the Company’s
agreement with the Ross Products Division of Abbott
Laboratories (“Abbott”) to co-promote Synagis in the U.S. is
recognized as general and administrative expense concur-
rently with the recognition of product revenue, net of
allowances for estimated chargebacks, returns, discounts,
and government rebates, and is calculated based on a con-
tractually stipulated co-promotion percentage. Any adjust-
ments to co-promotion expense that result from variances
between estimated and actual net sales are recorded as an
adjustment to expense in the quarter they become known.

Allowances for Doubtful Accounts

The Company estimates the allowances for doubtful accounts
as a percentage of gross trade accounts receivable balances
outstanding at the end of the period, based upon an assess-
ment of the concentration of credit risk, the financial condi-
tion and environment of its customers, and the level of credit
insurance obtained on customer balances, if any. Because of
the seasonal nature of the Company’s largest product,
Synagis, the accounts receivable balances fluctuate signifi-
cantly. Accordingly, the allowance for doubtful accounts also
fluctuates. Allowances for doubtful accounts, which are net-
ted against accounts receivable, totaled $1.8 million and

$3.8 million at December 31, 2004 and 2003, respectively.




Advertising Expense
The Company expenses production costs of advertising as
incurred. Advertising costs for television time and space in

publications are deferred until the first advertisement occurs.

Advertising expense for the years ended December 31, 2004,
2003 and 2002 was $8.0 million, $8.1 million and $7.4 mil-
lion, respectively.

Property and Equipment

Property and equipment are stated at cost. Interest cost
incurred during the period of construction of plant and
equipment is capitalized until the asset is placed in service,
after FDA licensure of the facility is obtained. Depreciation
and amortization expense commence when the asset is
placed in service for its intended purpose. Depreciation and
amortization is computed using the straight-line method
based upon the following estimated useful lives:

Years
Building and improvements 15-30
Manufacturing, laboratory, and facility equipment 5-15
Office furniture, computers and equipment 3-7

Amortization of leasehold improvements is computed on
the straight-line method based on the shorter of the esti-
mated useful life of the improvement or the term of the
lease. Depreciation and amortization expense for the years
ended December 31, 2004, 2003 and 2002 was $30.4 million,
$24.0 million and $20.7 million, respectively. Upon the dis-
position of assets, the costs and related accumulated depreci-
ation are removed from the accounts and any resulting gain
or loss is included in the statements of operations. Repairs
and maintenance costs are expensed as incurred and were
$8.5 million, $6.8 million and $7.0 million for the years
ended December 31, 2004, 2003 and 2002, respectively.

The Company evaluates property and equipment for
impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable.
The Company considers historical performance and antici-
pated future results in its evaluation of the potential impair-
ment. Accordingly, when the indicators of impairment are
present, the Company evaluates the carrying value of these
assets in relation to the operating performance of the busi-
ness and future undiscounted cash flows expected to result
from the use of these assets. Impairment losses are recog-
nized when both the fair value and the sum of the expected
future cash flows are less than the assets’ carrying value.

Intangible Assets

The Company’s intangible assets are definite-lived assets
stated at amortized cost. The Company reviews its intangible
assets for impairment whenever events or changes in circum-
stances indicate that the carrying amount of an asset may not
be recoverable and continually evaluates the reasonableness

of the remaining useful lives of these assets. Intangible assets
at December 31 are comprised of the following (in millions):

2004 2003
Worldwide collaborative agreement

with Wyeth $ — $ 90.0
Agreement with Evans 39.0 39.0
Other intangible assets 0.4 0.4
394 129.4
Less accumulated amortization {26.3) (32.7)
$13.1 $ 96.7

Amortization of intangible assets is computed on the
straight-line method based on the estimated useful lives of
the assets. Amortization for the years ended December 31,
2004, 2003 and 2002 was $10.6 million, $16.6 million
and $16.1 million, respectively. The estimated aggregate
remaining amortization for the next years is as follows:
2005 —$8.7 million; and 2006— $4.4 million.

In April 2004, the Company entered into agreements to
dissolve its worldwide collaborative agreement with Wyeth
[see Note 15). As a result, the Company recorded a perma-
nent impairment loss of $73.0 million to write off the
remaining unamortized cost of the intangible asset.

Goodwill

Goodwill represents the excess cost of the Acquisition over
the net of the amounts assigned to assets acquired and liabili-
ties assumed. Goodwill is not amortized, but is evaluated for
impairment annually or whenever events or changes in cir-
cumstances suggest that the carrying amount may not be
recoverable. During 2004 and 2003, the Company recorded
adjustments to goodwill totalling $11.2 million and {$2.4) mil-
lion, respectively, reflecting adjustments to deferred tax assets
relating to the resolution of income tax related uncertainties.

Derivative Instruments
Derivative instruments are recorded on the balance sheet at
fair value. Changes in fair value of derivatives are recorded
each period in current earnings or other comprehensive
income, depending on whether a derivative is designated as
part of a hedge transaction and, if so, depending on the type
of hedge transaction. For foreign currency cash-flow hedge
transactions in which the Company is hedging the variabil-
ity of cash flows related to inventory purchases, changes in
the fair value of the derivative instruments are reported in
other comprehensive income. The gains and losses on these
derivatives that are reported in other comprehensive income
are reclassified as earnings or losses in the periods in which
the related inventory is sold. The ineffective portion, if any,
of all hedges or gains or losses on cash-flow hedges related to
inventory transactions that subsequently become not proba-
ble of occurring are recognized in the current period.

The Company is obligated to make certain payments to
foreign suppliers in local currency. To hedge the effect of
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fluctuating foreign currencies in its financiai statements, the
Company may enter into foreign forward ex:change contracts.
Gains or losses associated with the forward contracts are
computed as the difference between the foreign currency
contract amount at the spot rate on the balajnce sheet date
and the forward rate on the contract date. As of December
31, 2004 and December 31, 2003, the Compgny had no out-
standing forward contracts. As of December;Sl, 2002, the
Company had outstanding forward Euro contracts for the
purchase of 1.1 million Euros, all expiring w:ithin one

year, with a fair value of $0.3 million. During the year
ended December 31, 2002, net unrealized gains on forward
exchange contracts, net of tax, of $0.6 million, were reclassi-
fied to earnings during the year as the relateh inventory

was sold. During the year ended December 31, 2002, the
Company reclassified a gain of $0.2 million to current
period earnings for hedge ineffectiveness related to forward
exchange contracts.

During 2003, the Company made plans to liquidate its
holdings in certain equity securities in its portfolio, over a
period of approximately one year. To hedge the risk of market
fluctuations, the Company entered into equit:y derivative con-
tracts which were designated as cash flow hedges. As of
December 31, 2003, the unrealized gain on the marketable
equity securities related to this hedge was 31?.2 million while
the net fair value of the derivative contracts was a liability of
$3.5 million, resulting in 2 net unrealized gain on the hedging
transaction. These contracts were settled during 2004, and the
Company recognized a net gain of $9.7 million on the sale of
the equity securities, which is included in gain on investment

activities in the accompanying statement of operations.

Income Taxes

Deferred income taxes are recognized for the differences
between the tax bases of assets and liabilities and their
financial reporting amounts at each year end based on
enacted tax laws and statutory tax rates applicable to the
periods in which the differences are expected to affect tax-
able income. Valuation allowances are established when nec-
essary to reduce deferred tax assets to the amount expected
to be realized and are reversed at such time that realization
is believed to be more likely than not. Future reversals of
valuation allowances on acquired deferred tax assets will
first be applied against goodwill and other intangibles before
recognition of a benefit in the consolidated statement of
operations. Income tax expense is the tax payable for the
period and the change during the period in djeferred tax assets
and liabilities, exclusive of amounts related to the exercise of
stock options which benefit is recognized directly as an
increase in shareholders’ equity.

Earnings Per Share

Basic earnings per share is computed based on the weighted
average number of common shares outstanding during the
period. Diluted earnings per share is computed based on the
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weighted average shares outstanding adjusted for all dilutive
potential common shares. The dilutive impact, if any, of
common stock equivalents outstanding during the period,
including outstanding stock options and warrants, is meas-
ured by the treasury stock method. The dilutive impact, if
any, of the Company’s 5%4% Notes, which were redeemed in
March 2004, is measured using the if-converted method.
Historically, the Company’s 1% Notes were considered con-
tingent convertible securities, meaning they were eligible for
conversion to common stock only if certain requirements
were met, and had been excluded from the diluted earnings
per share calculations due to these contingencies. Beginning
in the fourth quarter of 2004, EITF No. 04-8, “The Effect of
Contingently Convertible Debt on Diluted Earnings per
Share,” requires contingently convertible debt instruments,
such as the Company’s 1% Notes, to be included in diluted
earnings per share using the if-converted method, regardless
of whether the market price trigger has been met. Diluted
earnings per share computations for 2003 have been recom-
puted as required by this new guidance (Note 12) and the
effect is immaterial. Potential common shares are not
included in the computation of diluted earnings per share

if they are antidilutive.

Comprehensive Income

Comprehensive income is comprised of net earnings and
other comprehensive income, which includes certain changes
in equity that are excluded from net earnings, such as trans-
lation adjustments, unrealized holding gains and losses on
available-for-sale marketable securities, and unrealized gains
and losses on hedging instruments. During 2004 and 2003,
reclassification adjustments for realized gains on available-
for-sale marketable securities, net of tax, were $6.7 million
and $3.6 million, respectively. Reclassification adjustments
during 2002 were immaterial.

Stock-based Compensation

Compensation costs attributable to stock option and simi-
lar plans are recognized based on any excess of the quoted
market price of the stock on the date of grant over the
amount the employee is required to pay to acquire the
stock, in accordance with the intrinsic-value method under
Accounting Principles Board Opinion No. 25, “Accounting
for Stock Issued to Employees” {“Opinion 25”}. Such
amount, if any, is accrued over the related vesting period,
as appropriate.

In accordance with SFAS 123R, “Share-Based Payment”
(“SFAS 123R"”), which was issued by the Financial
Accounting Standards Board (“FASB”| during December 2004
(see discussion of New Accounting Standards below}, the
Company plans to begin recognizing the expense associated
with its stock option and similar plans, as determined using
a fair value-based method, in its statement of operations
beginning on July 1, 2005.




The following table illustrates the effect on net earnings and earnings per share if the Company had applied the fair value
recognition provisions to stock-based employee compensation (in millions, except per share data):

2004 2003 2002

Net earnings {loss), as reported

$ (3.8) $183.2 ${1,098.0}

Add: stock-based employee compensation expense included in historical results for the

vesting of stock options assumed in conjunction with the Acquisition, calculated in

accordance with FIN 44, “Accounting for Certain Transactions Involving Stock

Compensation—an Interpretation of Opinion 25”, net of related tax effect 0.7 2.5 121
Deduct: stock-based employee compensation expense determined under the fair value

based method for all awards, net of related tax effect
Pro forma net earnings (loss}
Basic earnings (loss) per share, as reported
Basic earnings {loss) per share, pro forma

Diluted earnings (loss) per share, as reported
Diluted earnings (loss) per share, pro forma

The pro forma expense related to the stock options is rec-
ognized over the vesting period, generally three to five years.
The fair value of each option grant was estimated using the
Black-Scholes option pricing model with the following
weighted average assumptions for each year:

2004 2003 2002
Risk-free interest rate 3.42% 3.27% 4.16%
Expected life of options—vyears 5 5 6
Expected stock price volatility 49% 51% 53%
Expected dividend yield N/A N/A N/A

To better estimate the future expected stock price
volatility, during 2002 the Company changed its method
of calculating historical volatility from using daily stock
price observations to using monthly observations over the
expected life of the options.

The weighted average fair value of options granted
during 2004, 2003, and 2002 was $11.20, $16.55, and
$20.56, respectively.

Defined Contribution Plans

The Company sponsors a defined contribution plan under
Section 401(k] of the Internal Revenue Code covering sub-
stantially all full-time U.S. employees. Employee contribu-
tions are voluntary and are determined on an individual basis
subject to the maximum allowable under federal tax regula-
tions. Participants are always fully vested in their contribu-
tions. The Company also makes employer contributions,
which primarily vest pro ratably over three years of service.
During 2004, 2003 and 2002, the Company contributed
approximately $3.2 million, $2.4 million and $1.9 million,
respectively, in cash to the plan. The Company also sponsors
various defined contribution savings plans covering its full-
time non-U.S. employees.

Reclassifications
Certain prior year amounts have been reclassified to conform
to the current presentation.

(63.1) (87.5) (96.3)
$(66.2) $ 98.2 $(1,182.2)
$(0.02) $ 0.73 $  (4.40)
$(0.27) $ 0.39 $  (4.74)
$(0.02) $ 0.72 $  (4.40)
${0.27) $ 0.39 $ (4.74)

Use of Estimates

The preparation of financial statements in conformity with
accounting principles generally accepted in the United States
of America requires management to make estimates and
assumptions that affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabilities
at the financial statement date and the reported amounts of
revenues and expenses during the reporting period. Actual
results could differ from those estimates.

New Accounting Standards

In January 2003, the FASB issued FIN No. 46, “Consolidation
of Variable Interest Entities, an interpretation of Accounting
Research Bulletin No. 51.” FIN No. 46 requires certain vari-
able interest entities to be consolidated by the primary bene-
ficiary of the entity if the equity investors in the entity do
not have the characteristics of a controlling financial interest
or do not have sufficient equity at risk for the entity to
finance its activities without additional subordinated finan-
cial support from other parties. The Company has adopted
FIN No. 46 and has determined that it does not currently
hold interests in any entities that are subject to the consolida-
tion provisions of this interpretation.

In December 2004, the FASB issued SFAS 123R, a revision
of SFAS 123, "Accounting for Stock-based Compensation.”
SFAS 123R requires public companies to recognize expense
associated with share-based compensation arrangements,
including employee stock options, using a fair value-based
option pricing model, and eliminates the alternative to use
Opinion 25s intrinsic value method of accounting for share-
based payments. In accordance with the new pronouncement,
the Company plans to begin recognizing the expense associ-
ated with its share-based payments, as determined using a
fair value-based method, in its statement of operations begin-
ning on July 1, 2005. Adoption of the expense provisions of
the statement are expected to have a material impact on the
Company'’s results of operations. The standard allows three
alternative transition methods for public companies: modified
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prospective application without restatement Tof prior interim
periods in the year of adoption; modified retrespective appli-
cation with restatement of prior interim pericl)ds in the year of
adoption; and modified retrospective applicat‘ion with restate-
ment of prior financial statements to include'the same
amounts that were previously included in pr(‘) forma disclo-
sures. The Company has not determined whi}ch transition
method it will adopt. |

During July 2004, the FASB’s Emerging Issues Task Force
(“EITF”) reached a consensus on Issue No. 02 14, “Whether
an Investor Should Apply the Equity Method of Accounting
to Investments Other Than Common Stock.” EITF 02-14
requires investors to apply the equity metho:d of accounting
to investments that are in-substance commoln stock, defined
as an investment in an entity that has risk and reward char-
acteristics that are substantially similar to t}jle entity’s com-
mon stock. The EITF is effective for reportinjg periods
beginning after September 15, 2004. During the third quarter
of 2004, the Company early adopted EITF 02:14, with an
immaterial impact to the Company’s consohdated financial
position and results of operations. ‘

During September 2004, the EITF reached a consensus on
Issue No. 04-8, “The Effect of Contingently Convertible
Debt on Diluted Earnings Per Share.” EITF 04-8 requires that
all contingently convertible debt instruments}; be included in
diluted earnings per share using the if-converted method,
regardless if the market price trigger (or other contingent fea-
ture) has been met. The EITF is effective for reporting peri-
ods ending after December 15, 2004 and requ:ires that prior
period earnings per share amounts presentedfor comparative
purposes be restated. Under the provisions of EITF 04-8, the
Company’s 1% Convertible Senior Notes (the “1% Notes”),
which represent 7.3 million potential shares of common
stock, will be included in the calculation of diluted earnings
per share using the if-converted method regardless if the con-
tingent requirements have been met for conversion to com-
mon stock. The Company adopted EITF O4-8i during the
fourth quarter of 2004, and has recomputed diluted earnings
per share for prior periods as required by the new guidance
{Note 12). The impact is immaterial.

In December 2004, the FASB issued SFAS ;151, “Inventory
Costs— An Amendment of ARB No. 43, Chapter 4.” SFAS
151 amends the guidance in ARB No. 43, Chapter 4 to
require that idle facility expense, freight, han}dling costs and
wasted material (spoilage) be recognized as current-period
charges regardless of whether they meet the criterion of
“so abnormal”. In addition, the Statement rejquires that allo-
cation of fixed production overheads to the costs of conver-
sion be based on the normal capacity of the ﬂroduction
facilities. The Company will adopt SFAS 151, for inventory
costs incurred beginning January 1, 2006 as required by
the Standard. The Company expects that adoption of the
Standard will have an immaterial impact on fhe Company’s
consolidated financial position and results of operations.

\
I
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3 ACQUISITION

On January 10, 2002, the Company completed the
Acquisition through an exchange offer and merger transac-
tion. Through the Acquisition, the Company obtained a new
product, FluMist. The Acquisition was accounted for as a
purchase and, accordingly, the results of Aviron’s operations
were included with the Company’s operations beginning
January 10, 2002.

Under the terms of the Acquisition, the Company
exchanged approximately 34.0 million of its common shares
for 100% of the outstanding common stock of Aviron.
Additionally, the Company assumed Aviron’s outstanding
options and warrants.

The Company’s aggregate purchase consideration was
approximately $1.6 billion, as follows (in millions):

Common stock $1,497.3

Assumption of Aviron’s options and warrants,
less intrinsic value of unvested portion 128.0
Transaction costs 9.8
$1,635.1

The value of common shares issued was $44.10 per share,
based on the closing market price of the Company’s common
stock on November 30, 2001, the last business day prior to
the signing of the merger agreement. The fair value of
options and warrants assumed in the transaction was esti-
mated using the Black-Scholes option pricing model.

The following table summarizes the final estimated fair
values (in millions) of the assets acquired and liabilities
assumed in accordance with the acquisition.

Assets:

Cash and marketable securities $ 4175
Other current assets 24.9
Other assets 45.8
Deferred tax assets 118.8
Intangible assets 129.4
In-process research and development 1,179.3
Goodwill 24.8
Total assets $1,940.5
Liabilities:

Current liabilities $49.2
Restructuring liability 15.8
Long-term debt 211.4
Long-term obligations 28.5
Other liabilities 0.5
Total liabilities 305.4
Net assets acquired $1,635.1

Intangible Assets

Of the $129.4 million of acquired intangible assets, $90.0 mil-
lion was assigned to the worldwide collaborative agreement
with Wyeth for the development, manufacture, distribution,




marketing, promotion, and sale of FluMist, which is subject
to amortization over its estimated useful life of approximately
11 years. The Company estimated the fair value of the Wyeth
agreement using the sum of the probability-adjusted scenarios
under the income approach. In applying this method, the
Company relied on revenue assumptions, profitability assump-
tions and anticipated approval dates. As part of the dissolution
of the agreement with Wyeth in 2004, the Company wrote-off
the remaining unamortized cost of this intangible asset (Note
2). The remaining $39.0 million was assigned to the contract
manufacturing agreement with Evans Vaccines Limited,
which is subject to amortization over its estimated useful life
of approximately four years. The Company estimated the fair
value of the Evans agreement using the cost approach, which
is based on the theory that a prudent investor would pay no
more for an asset than the amount for which the asset could
be replaced. In its analysis, the Company reduced replacement
cost for such factors as physical deterioration and functional
or economic obsolescence.

In-Process Research and Development

Approximately $1,179.3 million of the purchase price was
allocated to acquired research and development assets that
were written off at the date of acquisition as a separate com-
ponent of the Company’s results of operations. The amount
represents the fair value of purchased in-process technology
for projects, principally FluMist, which, as of the date of the
acquisition, had not yet reached technological feasibility and
had no alternative future use.

Goodwill

Approximately $24.8 million in goodwill was recognized in
the final allocation of the purchase price, none of which is
expected to be deductible for tax purposes. During 2004
and 2003, the Company recorded adjustments to goodwill
totaling $11.2 million and ($2.4) million, respectively,
reflecting adjustments to deferred tax assets relative to the
resolution of income tax related uncertainties (Note 2). The
Company performed its annual impairment analysis during
the fourth quarter of 2004, and determined that the good-
will was not impaired.

Restructuring Liability
Included in the final allocation of acquisition cost was a
restructuring liability of $15.8 million for estimated costs
associated with the Company’s restructuring plan. The
restructuring plan was originally formulated and announced
to employees in December 2001, to consolidate and restruc-
ture certain functions, including the involuntary termination
of eight executives and 52 other employees of Aviron from
various functions and levels.

During 2004, 2003 and 2002, the Company incurred
restructuring costs of $0.3 million, $0.7 million and
$14.8 million, respectively.

| SEGMENT, GEOGRAPHIC AND

4’ PRODUCT INFORMATION

The Company is organized along functional lines of responsi-
bility as opposed to a product, divisional or regional organi-
zational structure. The Company’s chief operating decision
makers make decisions and assess the Company'’s perform-
ance on a consolidated level. As such, the operations of the
Company comprise one operating segment.

The Company sells its products primarily to a limited
number of pharmaceutical wholesalers and distributors.
Synagis is distributed by about a dozen U.S. specialty distrib-
utors. Customers individually accounting for at least ten per-
cent of the Company’s product sales during the past three
years are as follows:

2004 2003 2002
Amerisource - Bergen Corp. 25% 29% 27%
Cardinal Health, Inc. 15% 18% 17%
McKesson HBOC, Inc. 18% 12% 13%
Caremark Rx, Inc.! 6% 10% 11%
Total % of product sales 64% 69% 68%

I During 2004, Caremark became an indirect customer, purchasing
through one of the Company’s wholesalers.

The Company has contractual agreements with Abbott
International, an affiliate of Abbott, for distribution of
Synagis outside of the U.S., and with affiliates of Schering
Plough Corporation for international distribution of Ethyol.
The Company also relies on a limited number of distributor
agents/affiliates to sell CytoGam and NeuTrexin internation-
ally. The breakdown of product sales by geographic region is
as follows {in millions):

2004 2003 2002
United States $1,008.7 $ 9113 $752.9
All other 115.3 81.3 38.0
Total product sales $1,124.0 992.6 790.9
Other revenue, primarily U.S. 17.1 61.8 61.8
Total revenues $1,141.1  $1,054.4  $852.7

Other revenue of $17.1 million, $61.8 million, and $61.8
million in 2004, 2003, 2002, respectively, consists mainly of
U.S. distribution, licensing and milestone revenues, corpo-
rate funding, and contract manufacturing revenues.

The breakdown of long-lived assets by geographic region
is as follows (in millions}:

2004 2003 2002
United States $253.1 $222.5 $161.0
All other 57.8 511 23.0
Total long-lived assets $310.9 $273.6 $184.0
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CASH, CASH EQUIVALENTS AND INVESTMENTS IN DEBT AND EQUITY SECURITIES

Investments in cash, cash equivalents and marketable securities are comprised of the following (in millions):

|
|

|

Fair Value at Balance Sheet Date

[ Cost/ Gross Gross Cash and Short-Term Long-Term
Principal Amortized Unrealized Unrealized Cash Marketable Marketable
}\mount Cost Gains Losses Equivalents  Securities Securities
1
December 31, 2004: |
Cash and Money Market Mutual Funds  §  38.6 $ 386 $ — $ — $ 38.6 $ — $ —
Commercial Paper . 620 61.9 — — 61.9 — —
U.S. Government and Agencies | 384.8 389.7 1.3 [2.8) 67.8 — 320.4
Corporate Notes and Bonds :1,126.8 1,180.3 11.6 (7.4) 3.0 139.7 1,041.8
Equity Securities ' 200 20.0 12.9 — — 32.9 —
Total $1,632.2 $1,690.5 $25.8 ${10.2) $171.3 $172.6 $1,362.2
December 31, 2003; 3
Cash and Money Market Mutual Funds  § 117.5 $ 1175 $ — $§ — $117.5 5 — $ —
Commercial Paper | 285.6 285.4 — — 2854 — —
U.S. Government and Agencies ' 200.6 204.3 2.1 — 112.6 21.4 72.4
Corporate Notes and Bonds '1,190.5 1,2455 33.2 {3.6) — 235.6 1,039.5
Equity Securities 125 2.5 13.2 - — 15.7 —
Total §1,796.7 $1,855.2 $48.5 $ (3.6) $515.5 $272.7 $1,111.9

The amortized cost and fair market value of the
Company’s investments in cash, cash equivalents and mar-
ketable securities at December 31, 2004, by contractual

maturities are {in millions):

l Cost/
Amortized Fair
" Cost Value
Equity securities $ 200 $ 329
Due in one year or less 293.2 294.3
Due after one year through two years . 440.7 443.1
Due after two years through five years I 832.2 831.7
Due after five years through seven years 104.4 104.1
Total $1,690.5  $1,706.1

|

Proceeds from sales of marketable securities totaled
$308.0 million, $219.3 and $137.4 million in 2004, 2003 and
2002, respectively. Gross gains recognized on sales of securi-
ties in 2004, 2003 and 2002 were $11.2 million, $5.9 million
and $0.9 million, respectively, as determined by specific
identification. Gross losses recognized on sales of securities
were immaterial during 2004, 2003 and 2002, as determined
by specific identification.

The following table shows the gross unrealized losses and
fair value of the Company’s investments in marketable securi-
ties with unrealized losses that are not deemed to be other-
than-temporarily impaired, aggregated by investment category
and length of time that individual securities have been in a
continuous unrealized loss position, at December 31, 2004
{in millions}:

Less Than 12 Months 12 Months or Greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
U.S. Government and Agencies $242.6 $2.8 $ 50 $— $247.6 $ 28
Corporate Notes and Bonds 367.6 3.5 188.8 39 556.4 7.4
Total $610.2 $6.3 $193.8 $3.9 $804.0 $10.2
|
[
|
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The Company reviewed these investments for potential
other-than-temporary impairment. Based on the credit worthi-
ness of the issuers and the Company’s ability and intent to
hold the investments until maturity, the Company deter-
mined that the unrealized losses are not other-than-temporary.

The cost basis of the Company’s minority interest invest-
ments in privately held companies was $27.9 million and
$36.7 million as of December 31, 2004 and 2003, respectively,
and is included in other assets in the accompanying consoli-
dated balance sheets. The fair value of these investments is
not readily determinable, and the cost basis was not adjusted
because there were no identified events or changes in circum-
stances that would have a significant adverse effect on the
fair value of the investments.

During 2004, 2003 and 2002, the Company recorded
impairment losses of $§13.7 million, $1.7 million and
$14.0 million, respectively, based on the duration and magni-
tude of the declines in fair value, as well as the financial con-
dition and near-term prospects of the investee companies.

6 I INVENTORY
Inventory, net of valuation reserves, at December 31, is com-
prised of the following (in millions):

2004 2003
Raw materials $16.5 $11.6
Work in process 38.3 39.3
Finished goods 9.3 40.8
$64.1 $91.7

The Company recorded permanent inventory write downs
totaling $57.9 million and $37.5 million in cost of goods sold
to reflect total FluMist inventories at net realizable value
during 2004 and 2003, respectively. The Company recorded
permanent inventory write downs totaling $19.6 million and
$47.5 million in other operating expenses to reflect Flumist
inventories at net realizable value during 2003 and 2002,
respectively.

The Company plans to replace the current lyophilized for-
mulation of Synagis with the liquid formulation during the
2005/2006 RSV season pending final regulatory authority
approval of the manufacturing facilities and processes. As of
December 31, 2004, the Company recorded a permanent
inventory write-down for excess inventories of $5.5 million
in cost of goods sold based on an analysis of inventory quan-
tities, including pending future commitments, and projected
sales levels of the current formulation of Synagis in connec-
tion with this conversion plan.

The Company recorded other permanent inventory write
downs totaling $7.5 million, $1.9 million and $1.1 million in
cost of goods sold during 2004, 2003, and 2002, respectively.

7 PROPERTY AND EQUIPMENT
Property and equipment, stated at cost at December 31, is
comprised of the following {in millions}):

2004 2003
Land and land improvements $ 302 $ 279
Buildings and building improvements 123.1 55.2
Leaschold improvements 55.5 36.2
Laboratory, manufacturing and
facilities equipment 70.7 57.0
Office furniture, computers
and equipment 52.4 40.4
Construction in progress 83.7 135.6
415.6 352.3
Less accumulated depreciation
and amortization (104.7) (78.7)
$ 310.9 $273.6

As of December 31, 2004, construction in progress includes
$15.9 million of engineering and construction costs and other
professional fees related to the pilot plant facility located in
Gaithersburg, Maryland, and $62.0 million of engineering,
construction and equipment costs related to the Company’s
manufacturing facilities in Pennsylvania and Speke, the
United Kingdom. As of December 31, 2003, construction in
progress primarily included costs related to the first phase of
the headquarters and research and development facility, which
was completed in March 2004, and costs associated with the
projects in Pennsylvania and the United Kingdom.

Effective November 2002, the Company outsourced the
process of converting human plasma to the critical interme-
diate used in CytoGam production to a third party manufac-
turer. Prior to that date, the process was performed at the
Company’s Frederick, Maryland manufacturing facility
(FMC). Accordingly, the Company recorded a $12.9 million
impairment charge, recorded in other operating expenses,
during the fourth quarter of 2002 for the write-off of certain
plasma manufacturing assets.

Interest costs capitalized in connection with the Company’s
construction activities totaled $1.6 million, $2.9 million and
$0.9 million in 2004, 2003 and 2002, respectively.
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8 ACCRUED EXPENSES

Accrued expenses at December 31, are comfnrised of the fol-
|

lowing {in millions):

i
2004 2003

Co-promotion expenses $ 85.6 $ 73.0
Rebates due to government purchasers 52.5 424
Research and development expenses 8.2 27.5
Sales and marketing costs 25.1 19.2
Property and equipment 4.0 18.3
Bonuses 133 9.8
Clinical trial costs 40.5 8.2

Other (sum of all items less
than $5 million) 22,2 19.6
$218.0

$251.4

9 l FACILITIES LEASES |
The Company leases warehouse, laboratory and administra-
tive space under numerous operating leases. Under the
leases, the Company is obligated to pay a basic monthly rent
as well as utilities and its proportionate share of taxes,
assessments, insurance and maintenance costs. Rent expense
for the years ended December 31, 2004, 2003 and 2002 was
$9.2 million, $9.3 million and $9.0 million, respectively.
The Company’s future minimum lease payments under
operating leases are as follows (in millions):i

Year Ending December 31,

2005 $78

2006 6.4

2007 4.7

2008 3.0

2009 2.4 i
Thereafter 27.5 ‘

$51.8

1 O ( LONG-TERM DEBT

Long-term debt at December 31, is compriséd of the follow-
ing (in millions}:

| 2004 2003

1% Convertible Senior Notes, due 2023 $500.0 $500.0
5Y4% Convertible Subordinated Notes,

due 2008 — 174.1
4% notes due to Maryland Department

of Business and Economic Development,

due 2016 4.8 5.1
7.53% note due to Maryland Industrial

Development Finance Authority,

due 2007 (collectively with the 4% notes

referred to as the “Maryland Notes"”) 2.1 2.6
Note due to Cooperative Rabobank, B.A,,
due 2009, variable interest rate 0.2 0.3
$507.1 $682.1
Less current portion included in other
current liabilities {0.9) (0.9
$681.2

$506.2
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Maturities of the Company’s long-term debt for the next five
years are as follows: 2005 —$0.9 million; 2006—$1.0 million;
2007 —$1.1 million; 2008 —$0.6 million; 2009—$0.4 million.

1% Convertible Senior Notes

During July 2003, the Company issued $500 million aggre-
gate principal amount of convertible senior notes due 2023
in a private placement. These notes bear interest at 1% per
annum payable semi-annually in arrears on January 15 and
July 15 of each year. Beginning July 2006, the Company will
pay contingent interest on these notes during a six-month
interest period if the average trading price of these notes
equals or exceeds 120% of the principal amount of the
notes. Under certain circumstances, these notes will be con-
vertible into the Company’s common stock at an initial
conversion price of approximately $68.18 per share. On or
after July 15, 2006, the Company may at its option redeem
all or a portion of these notes for cash at a redemption price
equal to 100% of the principal amount of the 1% Notes to
be redeemed, plus any accrued and unpaid interest; contin-
gent interest, if any; and liquidated damages, if any. In addi-
tion, on each of July 15, 2006, July 15, 2009, July 15, 2013
and July 15, 2019, holders may require the Company to pur-
chase all or a portion of their 1% Notes for cash at 100% of
the principal amount of the 1% Notes to be purchased, plus
any accrued and unpaid interest; contingent interest, if any;
and liquidated damages, if any. The estimated fair value

of the 1% Notes as of December 31, 2004 and 2003 was
$481.1 million and $475.0 million, respectively, based on
quoted market prices.

Convertible Subordinated Notes

Following the Acquisition, Aviron remained obligated for its
outstanding indebtedness, which included $200.0 million
aggregate principal amount of the 544 % Notes. Approxi-
mately $211.4 million of the acquisition cost was allocated
to the 5% % Notes, which represented the fair value as of the
acquisition date, based on quoted market prices. During
2003, the Company retired approximately $32.4 million prin-
cipal amount of the 5Y4% Notes for approximately $33.1
million. The retirement resulted in a net ordinary gain of
$0.5 million reflecting the accelerated amortization of pre-
mium. The estimated fair value of the 544 % Notes as of
December 31, 2003 was $173.4 million based on quoted mar-
ket prices. In March 2004, the Company redeemed the
remaining outstanding $168.6 million principal amount for
approximately $172.7 million. The redemption resulted in a
net ordinary gain of $1.0 million, reflecting the accelerated
amortization of bond premium net of a 3% call premium.
Gains on retirements of debt are included in interest expense
in the consolidated statements of operations.




Collateralized Loans

The Maryland Notes are collateralized by the land, buildings
and building fixtures of the FMC. The agreements include a
provision for early retirement of the notes by the Company.
Pursuant to the terms of the agreements, the Company is
required to meet certain financial and non-financial
covenants including maintaining minimum cash balances
and net worth ratios. The Company maintains a $0.4 million
compensating balance related to the Maryland Notes, which
is included in other assets.

The mortgage loan with Cooperative Rabobank B.A. is
held by the Company’s subsidiary, Medlmmune Pharma B.V,,
and is collateralized by the land and buildings of its manufac-
turing facility in Nijmegen, the Netherlands and guaranteed
by the Company. Proceeds from the loan were used to par-
tially fund the purchase of additional equipment for the facil-
ity. The mortgage loan, for which principal payments began
in March 1995, has a 15-year term and bears interest at a
quarterly variable rate. The interest rate as of December 31,
2004 and December 31, 2003 was 5.05% and 5.05%, respec-
tively. The estimated fair values of the Company’s collateral-
ized loans at December 31, 2004 and 2003 based on quoted
market prices or discounted cash flows using currently avail-
able borrowing rates, were $7.5 million and $8.4 million,
respectively compared to the carrying values of $7.1 million
and $8.0 million, respectively.

1 ]. | SHAREHOLDERS’ EQUITY

Pursuant to the terms of the Stockholder Rights Plan
adopted by the Company’s Board of Directors, common stock
purchase rights (“Rights”) were distributed as a dividend at
the rate of one Right for each share of common stock of the
Company held by stockholders of record as of the close of
business on July 21, 1997. The Rights will be exercisable
only if a person or group acquires beneficial ownership of
20% or more of the Company’s common stock or com-
mences a tender or exchange offer upon consummation of
which such a person or group would beneficially own 20%
or more of the Company’s stock. The Rights will expire on
July 9, 2007.

In May 2003, the Company’s shareholders approved an
amendment to the Company’s Restated Certificate of
Incorporation to increase the authorized number of shares
of common stock from 320.0 million to 420.0 million.

The Company’s Board of Directors has authorized the
repurchase of up to $500 million of the Company’s common
stock during the period from July 2003 through June 2006
on the open market or in privately negotiated transactions,

pursuant to terms management deems appropriate and at
such times it may designate. During 2004, the Company
repurchased approximately 1.2 million shares at a cost of
$30.0 million, or an average cost of $24.33 per share. In 2003,
the Company repurchased 6.2 million shares at a cost of
$229.8 million, or an average cost of $36.83 per share. The
Company will hold repurchased shares as treasury shares and
intends to use them for general corporate purposes, including
but not limited to acquisition-related transactions and for
issuance upon exercise of outstanding stock options. During
2004, the Company re-issued 0.5 million shares from treas-
ury upon the exercise of stock options by employees and
directors. From January 1, 2005 through February 25, 2005,
the Company purchased an additional 0.6 million shares
under the program at a total cost of $15.0 million or an
average price of $24.63 per share.

1 21 EARNINGS PER SHARE

The following is a reconciliation of the numerators and
denominators of the diluted EPS computation for the years
ended December 31, 2004, 2003 and 2002.

Numerator (in millions) 2004 2003 2002
Net income (loss) for basic EPS $ (3.8) $183.2 $(1,098.0)
Adjustments for interest expense
on 1% Notes, net of tax — 2.1 —
{Loss} income for diluted EPS $ (3.8) $185.3 §(1,098.0)
Denominator (in millions) 2004 2003 2002
Weighted average shares for
basic EPS 248.6 250.1 249.6
Effect of dilutive securities:
Stock options and warrants — 3.7 —
1% Notes — 3.4 —
Weighted average shares for
diluted EPS 248.6  257.2 249.6
Basic (loss) earnings per share ${0.02) $ 073 § (4.40)
Diluted (loss) earnings per share $(0.02) $ 0.72 § (4.40)

The Company incurred a net loss for 2004 and 2002 and
accordingly, did not assume exercise or conversion of any of
the Company’s outstanding stock options, warrants, or con-
vertible notes during the periods because to do so would be
anti-dilutive. As a result, options and warrants to purchase
30.9 million and 29.0 million shares of common stock were
outstanding at December 31, 2004 and 2002, respectively,
but were excluded from the calculation of diluted earnings
per share. The Company’s 1% Notes, which were issued
during 2003 and represent 7.3 million potential shares of
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|

|
common stock issuable upon conversion, were excluded
from the diluted earnings per share calculétion in 2004
because they were anti-dilutive. ‘

If option exercise prices are greater than the average mar-
ket price of the Company’s common stock{ for the period pre-
sented, the effect of including such options in the earnings
per share calculation is anti-dilutive. Optic\‘)ns to purchase
14.8 million shares of common stock at prices ranging from
$32.38 to $83.25 per share were outstanding at December 31,
2003 but were not included in the computa‘ltion of diluted
earnings per share because the exercise price of the options

exceeded the average market price. !
\

1 3 I COMMON STOCK EQUIVALENTS

The Company grants stock incentive awards under certain of
the following plans. At the Company’s annual meeting in
May 2004, the Company's shareholders approved the estab-
lishment of the 2004 Stock Incentive Plan, {the “2004 Plan”}
to be used as the primary plan for employee awards. A total
of 13,000,000 shares of common stock have been reserved for
issuance under the 2004 Plan. Of this amount, a total of
6,000,000 shares were previously approved by the stockhold-
ers for issuance under the 1999 Plan and were effectively
transferred into the 2004 Plan.

Shares
Authorized for
Option Grants

Plan Description (in millions)
1991 Plan Provides option incentives to employees, consultants and advisors of the Company 33.0

|
1999 Plan Provides option incentives to employees, consultants and advisors of the Company 25.3
2003 Non-Employee  Provides option incentives to non-employee directors 038

Directors Stock
Option Plan

2004 Plan Provides option, stock appreciation rights, restricted stock, stock units and/or 13.0

stock incentive awards to employees, non-employee directors, consultants and

advisors of the Company
|

|
The following compensation plans, for wjhich there are options outstanding but no future grants will be made, were
acquired by the Company in connection wi\fh its acquisitions of U.S. Bioscience, Inc. and Aviron {“Acquired Plans”);

Plan Description |

Non-Executive Plan Provided option incentives to employees who were not officers or directors of U.S. Bioscience, Inc.,
consultants and advisors of the company

Non-Employee Provided option incentives to elected non-employee directors of U.S. Bioscience, Inc.

Directors Plan

1996 Equity Provided incentive and nonstatutory stock options to employees and consultants of Aviron

Incentive Plan

i
1999 Non-Officer Provided nonstatutory stock options, stock bonuses, rights to purchase restricted stock, and stock
Equity Incentive Plan appreciation rights to consultants and employees who were not officers or directors of Aviron

Options under all plans normally vest ov:er a three to five year period and have a maximum term of 10 years. The Company
has reserved a total of 14.7 million shares of: common stock for issuance under these plans as of December 31, 2004.

i
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Related stock option activity is as follows (shares in millions):

1991, 1999 and

Non-Employee

2004 Plans Directors Plans Acquired Plans
Price per Price per Price per

Shares sharet! Shares share Shares share!
Outstanding, Dec. 31, 2001 202 $32.17 0.7 $29.22 — 3 —
Acquisition — — — — 6.5 27.25
Granted 59 36.74 0.2 28.90 — —
Exercised (0.8) 6.75 — — {1.9) 21.07
Canceled (1.2) 44.97 — — (1.0) 37.19
Outstanding, Dec. 31, 2002 24.1 33.45 0.9 29.53 3.6 28.17
Granted 5.4 30.18 0.2 35.87 - —
Exercised (2.0} 11.61 (0.1) 2.02 {0.7) 21.30
Canceled (1.4} 41.33 — — (0.3) 33.98
Outstanding, Dec. 31, 2003 26.1 34.00 1.0 30.52 2.6 29.82
Granted 49 23.93 Q.2 23.17 —
Exercised {1.0) 9.21 (0.2) 1.31 (0.2} 20.86
Canceled 35.51 — — (0.3} 32.63
Outstanding, Dec. 31, 2004 27.5 $33.12 1.0 $33.12 2.1 $30.48

(1) Price per share is the weighted average exercise price.

Additional information related to the plans as of December 31, 2004 is as follows (shares in millions):

Options Outstanding

QOptions Exercisable

Range of Options Wtd Avg remaining Wtd Avg Options Wtd Avg

exercise prices outstanding contractual life (yrs) Ex. Price Exercisable Ex. Price
$ 0.01-$10.00 23 2.4 § 544 2.3 $ 544
$10.01-320.00 2.5 3.7 $18.07 2.4 $18.06
$20.01-$30.00 11.9 7.6 $26.01 5.0 $26.48
$30.01-$40.00 5.5 6.1 $36.46 44 $36.91
$40.01-$50.00 4.0 6.1 $42.44 31 $42.55
$50.01-$60.00 0.6 4.6 $56.58 0.5 $56.58
$60.01-$70.00 34 4.5 $60.96 3.3 $60.92
$70.01-$80.00 0.4 5.6 $72.26 03 $72.32
30.6 6.0 $32.94 21.3 $34.46

In June 2001, the Company introduced an employee
stock purchase plan (“ESPP”) under which 3.0 million
shares of common stock were reserved for issuance. Eligible
employees may purchase a limited number of shares of the
Company’'s common stock at 85% of the market value at
plan-defined dates. Employees purchased 226,595 shares,
206,176 shares and 163,345 shares, for $4.6 million, $4.8
million and $4.0 million, during 2004, 2003 and 2002

respectively, under the plan.

In connection with the Acquisition, the Company
assumed warrants to purchase common stock, of which the
following are outstanding as of December 31, 2004:

Shares (in 000's} Exercise Price Expiration
234.1 $ 9.30 February 2007
46.8 $ 9.30 March 2008
5.1 $55.13 June 2008
286.0
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14 ' INCOME TAXES

The components of the provision for income

follows (in millions):

|
|
I
|

taxes are as

|
|
|

(

Year ended December 31,

2004 i 2003 2002

Current: !
Federal 5(109) 5330 {19
State 43 |, 74 —
Foreign 02 | 02 0.1
Total current (benefit) expense (15.0) 1 406 (1.8)

Deferred: }
Federal 4.8 " 83.1 48.7
State 48 | (15.7) 1.3
Foreign — — —
Total deferred expense 96 | 674 50.0
Total tax (benefit) expense $ {5.4) " $108.0 $48.2

Deferred income taxes reflect the net tax effects of the
temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the
amounts used for income tax purposes. Significant compo-
nents of the Company’s deferred tax assets and liabilities at
December 31, are as follows (in millions):

2004 2003

Deferred tax assets:
U.S. net operating loss carryforwards $ 774 81264
UK. net operating loss carryforwards 6.8 9.3
U.S. general business credit carryforwards 56.2 32.4
Accrued co-promotional expenses not

currently deductible 23.1 24.9
Difference in book and tax basis of

fixed assets 19.3 13.2
Accounts receivable allowances and reserves 14.7 16.8
Allowance for government rebates 14.1 9.9
Deferred compensation 6.3 6.8
Other accrued expenses not

currently deductible 6.6 4.2
State research and development credits 13.1 2.3
Deferred revenue 0.1 8.4
Prepaid and long term debt — 4.3
California capitalized research expenses 1.3 24
Other 8.0 7.8
Total deferred tax assets $247.0 $269.1

Deferred tax liabilities:

Unrealized gains on investments $ {6.0) $(15.0)
Acquired intangibles — (27.8)
Contingent interest (8.3 (2.8]
Total deferred tax liabilities $(14.3) ${45.6)
U.S. valuation allowance $(48.0) $(33.6)
U.K. valuation allowance {6.8) 9.3
Total valuation allowance $(54.8) §(42.9)
Net deferred tax assets $177.9 $180.6

The provision (benefit] for income taxes varies from the income taxes provided based on the federal statutory rate (35%)

as follows:

Year ended December 31,

2004 2003 2002

(In Millions) Amount  Tax Rate Amount Tax Rate Amount Tax Rate
USs. $(17.7) $292.4 $(1,035.7)
International 8.5 (1.2} (14.1)
{Loss} earnings before taxes on income: $ (9.2) $291.2 ${1,049.8)
Tax at U.S. federal statutory income tax rate (3.2} {35.0)% 101.9 350 % $ (367.4} (35.0)%
State taxes, net of federal tax benefit (2.3) (25.5)% (0.6) (0.2)% 2.6 03 %
State research and development credits (10.8) (117.5)% — 0.0 % — 0.0 %
Change in valuation allowance related to staté

research and development credits | 9.5 103.1 % — 0.0% — 0.0 %
Other changes in valuation allowance 2.4 26.4 % 10.8 3.7 % 2.1 02 %
Release of tax reserve related to state tax settlement (1.5} (15.8)% — 0.0 % — 0.0 %
Nondeductible IPR&D ‘ 2.4 26.4 % — 0.0 % 412.8 393 %
U.S. general business credits ‘ (3.6) {38.71% {2.4) (0.8)% {4.0) (0.4)%
Foreign rates other than 35% ‘ (0.4) (4.3)% — 0.0 % 0.7 0.1 %
Meals and entertainment ! 0.8 8.7 % 0.6 0.2 % 0.6 0.0 %
Unearned compensation i 0.5 51 % — 0.0 % — C.0%
Nondeductible costs associated with orphan drug credit 0.4 4.7 % — 0.0 % — 0.0 %
Other ‘ 0.4 3.8 % (2.3} (0.8)% 0.8 0.1 %

Total $ (5.4)  (58.6)% $108.0 37.1% $ 482 4.6 %
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At December 31, 2004 the Company had consolidated net
operating loss carryforwards for U.S. income tax purposes of
approximately $173.5 million expiring between 2020 and
2022. As of December 31, 2004, the Company had foreign
net operating loss carryforwards of $22.8 million for U.K.
income tax purposes that can be carried forward indefinitely.
The Company also has U.S. general business credit carryfor-
wards comprised of federal research and experimentation and
orphan drug credit carryforwards of approximately $65.9 mil-
lion at December 31, 2004 expiring through 2024. The tim-
ing and manner in which the Company will utilize U.S. net
operating loss and general business credit carryforwards in
any year, or in total, will be limited by provisions of the
Internal Revenue Code Sections 382 and 383, regarding
changes in ownership of the Company.

During 2004 and 2003, the Company recognized certain
tax benefits related to stock option plans in the amount of
$5.2 million and $16.1, respectively. Such benefits were
recorded as a reduction of income taxes payable and an
increase in additional paid-in-capital. During 2004 and 2003,
certain adjustments were made to the deferred tax asset that
arose upon the Acquisition, resulting in corresponding
adjustments to goodwill. During 2004, uncertainties related
to the book and tax basis differences in acquired fixed assets
were resolved, resulting in an $11.2 million reduction in the
deferred tax asset related to the Acquisition and a correspon-
ding increase in goodwill.

The change in the valuation allowance was a net increase
of $11.9 million and $10.6 million in 2004 and 2003, respec-
tively. The valuation allowance changes in 2004 and 2003
are primarily comprised of adjustments for the Company’s
state net operating losses and state tax credits. In addition,
$2.4 million of valuation allowance was released in 2004 to
reflect the partial utilization of net operating losses by the
Company’s U.K. subsidiary. Since there can be no assurance
that the Company will generate U.K. taxable income in the
future, the Company has provided a full valuation allowance
against remaining U.K. net operating losses. Management is
uncertain of the realization of the tax benefit associated with
a portion of the deferred tax assets attributable to the state
net operating losses, and the general business credits which
were generated by U.S. Bioscience, Inc. and Aviron prior to
their acquisition by the Company. Accordingly, a full valua-
tion allowance remains for some of these deferred tax assets
at December 31, 2004 and 2003.

The Company is currently evaluating the impact of the
American Jobs Creation Act of 2004 on its operations and
effective tax rate. In particular, the Company is evaluating
the law’s provisions relating to a phased-in special deduction
associated with pre-tax income from domestic production
activities. This special deduction is 3% of qualifying income
for years 2004 and 2005, 6% in years 2006 through 2009 and
9% thereafter. It is unclear as to whether the Company will
be eligible for the special deduction in 2005 because the
Company has net operating loss carryforwards that will
likely offset any taxable income.

The Company has studied the impact of the one-time
favorable foreign dividend provisions recently enacted as part
of the American Jobs Creation Act of 2004. After considering
the impact of this legislation on the Company’s position, the
Company has determined that it continues to be the
Company’s intention to indefinitely reinvest undistributed
foreign earnings. Accordingly, no deferred tax liability has
been recorded in connection therewith. It is not practicable
for the Company to determine the amount of the unrecog-
nized deferred tax liability for temporary differences related
to investments in foreign subsidiaries that are essentially
permanent in duration.

The state of Maryland passed legislation during 2004 dis-
allowing intercompany royalties and interest deductions.
The Company reached a settlement with the state of
Maryland on these transactions which resulted in the
Company releasing a reserve of $1.5 million previously
recorded in income taxes payable.

The Company is currently under audit by the California
Franchise Tax Board. The Company has established appropri-
ate reserves for items that could potentially be challenged by
the California Franchise Tax Board upon audit. Therefore,
management believes the ultimate resolution of this exami-
nation will not result in a material adverse effect to the
Company’s financial position or results of operations.

The Company has established adequate contingency
reserves related to income taxes in accordance with SFAS 5.
These reserves predominantly relate to research and experi-
mentation credits and transaction costs. These reserves were
recorded against correlating deferred tax assets. The
Company follows Internal Revenue Service guidelines in cal-
culating research and experimentation credits and deductibil-
ity of transaction costs; however, the guidelines for both are
subject to interpretation. These reserves will be released
when the statute of limitations expire or upon audit by the
Internal Revenue Service.

1 5 | COLLABORATIVE ARRANGEMENTS

The Company has entered into research, development and
license agreements with various federal and academic labora-
tories and other institutions to further develop its products
and technology and to perform clinical trials. Under these
agreements, the Company is obligated to provide funding and
milestone payments of approximately $12 million in 2005,
and $23 million in the aggregate. In addition, the Company is
also contingently committed for development and sales-
related milestone payments totaling $600 million as well as
royalties on potential future product sales under these agree-
ments. The amount, timing and likelihood of these payments
is unknown as they are dependent on the occurrence of future
events that may or may not occur, such as the granting by
the FDA of a license for product marketing in the U.S.
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Abbott Laboratories

The Company has entered into a co-promotion agreement
with Abbott for promotion of Synagis in the 1.S. and a distri-
bution agreement with Abbott International (‘”AI” ), an affili-
ate of Abbott, to distribute Synagis outside of the United
States. Under the terms of the co-promotion agreement, the
Company is required to pay Abbott an increa;sing percentage
of net domestic sales based on achieving certain sales thresh-
olds over the annual contract year. Under the terms of the
distribution agreement, the Company manufictures and
sells Synagis to Al at a price based on end-user sales. The
Company recognized $7.5 million in other revenues in each
of 2004 and 2003 upon the achievement of certain sales goals
under the distribution agreement. In February 2005, the
Company and AI amended the international distribution
agreement to include the exclusive distribution of Numax,

if and to the extent approved for marketing by regulatory
authorities outside of the United States. Under the terms of
the amended agreement, Al will be working to secure regula-
tory approval of Numax outside of the United States and,
upon receipt of such approval, will distribute'and market
Numax outside of the United States. ‘

ALZA Corporation ‘

In October 2001, the Company reacquired the domestic mar-
keting rights to Ethyol from ALZA Corporation. Beginning
April 1, 2002, the Company pays ALZA a de¢lining royalty
for nine years, based on sales of Ethyol in the United States.

Evans Vaccines Limited

The Company manufactures key components of FluMist,
specifically the bulk monovalents and diluents, at a facility
in Speke, the United Kingdom, pursuant to a sublease
arrangement with Evans Vaccines Limited, a division of
Chiron. The manufacturing areas on the existing site are
subleased through June 2006. In connection With the agree-
ments, the Company made an initial payment of $15.0 mil-
lion and additional payments of $3.9 million'each in
September 2001, 2002, 2003, and 2004. The Company is obli-
gated to make one additional annual payment of $3.9 million
in September 2005, which is included in othér current liabil-
ities in the accompanying consolidated balance sheet as of
December 31, 2004. The Company is also obligated to make
additional payments of $19 million, less accrued interest,
which will be paid over the term of the agreément based on
net sales of FluMist, with the unpaid balance, if any, due
January 2006, and are included in other liabilities in the
accompanying consolidated balance sheets.

GlaxoSmithKline (GSK)

The Company and GSK are developing a vaccine against
human papillomavirus (“HPV”} to prevent cervical cancer
under a strategic alliance. Under the terms of the 1997 agree-
ment, the companies will collaborate on research and devel-
opment activities. The Company conducted Phase 1 and
Phase 2 clinical trials and manufactures clinical material for
the studies. GSK is responsible for the final development of
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the product, as well as regulatory, manufacturing, and mar-
keting activities. In exchange for exclusive worldwide rights
to the Company’s HPV technology, GSK agreed to provide
the Company with an up front payment, equity investment
and research funding (substantially all received and recog-
nized prior to 2002}, as well as potential developmental and
sales milestones and royalties on any product sales.

In February 2005, the Company amended its agreement
with GSK for the development of the HPV vaccine. Under
the amended agreement, the Company may also receive cer-
tain milestone payments and royalties on future develop-
ment and sales of an investigational HPV vaccine now in
Phase 3 development by Merck & Co., Inc (“Merck”).

In 2000, the Company granted a worldwide, exclusive
license to its Streptococcus pneumoniae vaccine technology
to GSK in exchange for an up front payment of $10 million
and future milestones totaling more than $20 million,
plus royalties on any product sales. Under the terms of the
agreement, GSK is responsible for all clinical development,
manufacturing and sales and marketing activities for the
S. pneumoniae vaccine.

The Company has rights to a vaccine against certain sub-
units of Epstein-Barr virus (“EBV”), a herpes virus that is the
leading cause of infectious mononucleosis. The vaccine is
being developed by GSK under a worldwide collaborative agree-
ment, excluding North Korea and South Korea. Under the
agreement, the Company could receive future milestone pay-
ments, and royalties from GSK based on any net product sales.

Schering-Plough Corporation

The Company has entered into a collaboration arrangement
with affiliates of Schering-Plough Corporation (“Schering”),
for distribution of Ethyol in countries comprising the
European Union, the European Free Trade Association and
other countries outside of the U.S.

The Company also entered into licensing agreements for
Ethyol and NeuTrexin with affiliates of Schering for several
territories outside the United States. The licensees are
required to pay the Company compensation based on their
net sales of the products, and the Company sells the prod-
ucts to the licensees at an agreed upon price.

Wyeth

In April 2004, the Company entered into agreements to dis-
solve the collaboration with Wyeth for FluMist and to reac-
quire rights to an investigational second-generation liquid
formulation, CAIV-T [{Cold Adapted Influenza Vaccine—
Trivalent), and all related technology. As a result of the dis-
solution and in exchange for an upfront fee and future mile-
stones and sales-related royalties, Medlmmune reacquired
the influenza vaccines franchise, and has assumed full
responsibility for the manufacturing, marketing, and sale
of FluMist and any subsequent related products. During a
transition period that was substantially completed as of
December 31, 2004, Wyeth provided bulk manufacturing
materials and transferred clinical trial data, as well as pro-
vided manufacturing support services.




During 2004, the Company made cash payments totaling
$79.9 million under the terms of the agreement, representing
(1) the final reconciliation of the amounts owed between par-
ties related to the 2003/2004 influenza season, (2) the settle-
ment of commercialization and development expenses owed
between parties through the date of the agreement, {3) the pur-
chase of Wyeth's distribution facility in Louisville, Kentucky,
(4) the transfer of other assets from Wyeth and (5) the payment
of certain milestones for achieving certain goals for transition
activities. Additional amounts of $4.1 million due to Wyeth as
of December 31, 2004 for technology transfer and transition
activities, but not yet paid, are included in accrued expenses on
the Company’s consolidated balance sheet. The transaction
was accounted for as a purchase of assets, and the purchase
price was allocated to each of the components based on their
relative fair values as determined by an independent valuation.

In connection with the transaction, the Company
recorded charges for in-process research and development of
$29.2 million during 2004, as well as a permanent impair-
ment charge of $73.0 million to write off the remaining
unamortized cost of the Wyeth intangible asset originally
recorded for the collaboration {see Note 2).

Under the terms of the former collaboration, during the
2003/2004 influenza season, Wyeth distributed FluMist and
recorded all product sales, and the Company received pay-
ments from Wyeth in the form of product transfer payments,
supply goal payments and royalties. The Company shipped
approximately 4.1 million doses of FluMist to Wyeth during
2003, but did not recognize any sales-related revenue in 2003
due to the lack of certainty associated with returns and dis-
counts in the vaccine’s launch season. During 2003, the
Company received $8.4 million in reimbursements from
Wyeth for marketing expenses and $37.5 million in milestone
revenues upon FDA approval of FluMist and the achievement
of certain other goals, which are included in other revenues.
During 2003, the Company agreed to pay $10 million to
Wryeth for the purchase and use of clinical trial data from
Wryeth’s international CAIV-T trials, which is included in
research and development expense.

]. 6 | COMMITMENTS AND CONTINGENCIES

Manufacturing, Supply and Purchase Agreements

The Company has entered into manufacturing, supply and
purchase agreements to provide production capability for
CytoGam, and to provide a supply of human plasma for
production of the product. The Company has an agreement
with BioLife Plasma Services and is committed to purchase
$5.3 million of source plasma in 2005. The Company paid
BioLife $4.1 million, $4.1 million and $0.9 million in 2004,
2003, and 2002, respectively. No assurance can be given
that an adequate supply of plasma will be available from

the Company’s suppliers. Prior to November 2002, human
plasma for CytoGam was converted to an intermediate
(Fraction II+III paste} at the FMC facility. Effective November
2002, the Company contracted Precision Pharma Services to

manufacture all of the Company’s Fraction II+III paste.

The Company has a commercial agreement with Precision
Pharma Services through June 2006 and is committed for
$1.2 million of fractionation services pursuant to the pro-
duction of 11 + III, subject to production yield adjustments.
The Company paid Precision Pharma Services $0.7 million,
$2.4 million and $0.1 million in 2004, 2003 and 2002, respec-
tively. The intermediate material is then supplied to the
manufacturer of the bulk product, Massachusetts Biologic
Laboratories {“MBL”). Pursuant to the agreements with MBL,
the Company paid $5.9 million, $8.1 million and $3.2 mil-
lion in 2004, 2003 and 2002 for production and process
development. The Company has a commercial agreement
with MBL for planned production of CytoGam through

June 2006 for $9.3 million, subject to production level
adjustments. If MBL, which holds the sole product and
establishment licenses from the FDA for the manufacture of
CytoGam, is unable to satisfy the Company’s requirements
for CytoGam on a timely basis or is prevented for any reason
from manufacturing CytoGam, the Company may be unable
to secure an alternative manufacturer without undue and
materially adverse operational disruption and increased cost.

In December 1997, the Company entered into an agree-
ment with Boehringer Ingelheim Pharma GmbH & Co. KG
{“BI"”| to provide supplemental manufacturing of Synagis,
which is denominated in Euros. The Company paid $30.3 mil-
lion in 2004, $18.1 million in 2003 and $6.7 million in 2002
related to production and scale-up of production as part of an
additional agreement. The Company has firm commitments
with BI for planned production and fill/finish through 2012
for approximately 108 million Euros ($147.5 million using
the exchange rate as of December 31, 2004). Should the man-
ufacturer be unable to supply Synagis to the Company for
any reason, there can be no assurance that the Company will
be able to secure an alternate manufacturer in a timely basis
or without increased cost.

In December 2002, the Company entered into an agree-
ment with Sicor Pharmaceuticals, Inc. to provide for the fill-
ing of Synagis product manufactured at the FMC facility.
The Company has a firm commitment with Sicor for approx-
imately $3.3 million in 2005. During 2005, the Company
entered into an agreement with Cardinal Health PTS, LLC to
label and package Synagis filled by Sicor. The Company has a
firm commitment with Cardinal for approximately $0.2 mil-
lion in 2005. The Company has a production agreement with
Cardinal Health 406, Inc. to perform secondary production
(i.e., assembly, labeling and packaging) of FluMist. As part of
this agreement, the Company is obligated to pay annual non-
refundable minimum payments for each contract year, if the
price for units invoiced to the Company during a production
year totals less than the minimum payment. Payments of
$1.1 million were made for each of 2004, 2003 and 2002.
Future minimum payments totaling $4.7 million are com-
mitted through December 31, 2007. Should the actual level
of future production exceed the contract minimum, then
actual payments will be correspondingly higher.
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In August 1998, the Company signed a w%arldwide multi-
year supply agreement with Becton DickinsQn for the supply
of its AccuSpray non-invasive nasal spray delivery system
for administration of FluMist. The Company has the right
to terminate the agreement effective July 1, 2005 with no
financial penalties. The Company paid Becto;n Dickinson
$6.0 million, $2.4 million and $5.2 million in 2004, 2003
and 2002, respectively. 1

The Company has guaranteed performanée under certain
agreements related to its construction projecjts. The undis-
counted maximum potential amount of future payments that
the Company could be required to make un(‘ier such guaran-
tees, in the aggregate, is approximately $2.6 jrnillion.

]. 7 I LEGAL PROCEEDINGS ‘

On September 16, 2002, Celltech R&D Limited {“Celltech”)
commenced a legal proceeding against the C:ompany in the
UK. High Court of Justice, Chancery Division, Patents
Court, based on a license agreement dated January 19, 1998.
Celltech sought payment of a 2% royalty baéed on net sales
of Synagis sold or manufactured in Germany, with interest
and certain costs, including attorney fees. This matter was
tried before the High Court of Justice from March 31 to April 7,
2004. The Company received a ruling from the UK. High
Court of Justice on May 19, 2004, in which the Court found
in the Company’s favor and dismissed Celltéch’s lawsuit
against the Company. Celltech has filed an dppeal with the
UK. Court of Appeal. The Company expects the appeal to be
heard in April 2005. !

In January 2004, the Company filed a declaratory judg-
ment action in the United States District Cqurt for the
District of Columbia against Celltech R&D Ltd. concerning
U.S. Patent No. 6,632,927 B2 (the “Adair 927 Patent”) alleg-
ing patent invalidity and non-infringement with regard to
Synagis. The Adair 927 Patent was issued on: October 14,
2003. On March 12, 2004 Celltech moved to dismiss the
non-infringement portion of the Company’s complaint,
asserting that the courts of England had exclusive jurisdic-
tion over the non-infringement claim pursua“nt to a January
19, 1998 license agreement. That motion was granted in
November, 2004. On March 22, 2004 Celltech filed an action
in the U K. High Court of Justice, Chancery ‘Division,
Patents Court against the Company based on the Adair 927
Patent seeking payment of a 2% royalty based on net sales of
Synagis made or sold in the U.S. pursuant tq the 1998 license
agreement. The trial of Celltech’s action in the U.K. High
Court of Justice will begin in March 2005. If the manufac-
ture or sale of Synagis or any of the Company’s other prod-
ucts is ultimately found to be covered by any valid claim of
the Adair 927 Patent and/or any other Celltéch patent that is
the subject of the January 19, 1998 license agreement, the
Company'’s total royalty obligation would equal 2% of the net
sales of the products that are so covered. As of December 31,
2004, the Company estimates the range of possible loss from
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$0 to $25 million, exclusive of any potential offsets and roy-

alty obligations going forward. To date, the Company has not
made any royalty payments to Celltech under the January 19,
1998 license agreement.

In April 2002, the Company filed a suit against Centocor,
Inc. (“Centocor”) in the United States District Court for the
District of Maryland. That action was amended in January
2003 to add the Trustees of Columbia University in the City
of New York {“Columbia”) and the Board of Trustees of the
Leland Stanford Junior University (“Stanford” and together
with Columbia, the “Universities”} as the owners of the
patent. The Company currently pays Centocor a royalty for
sales of Synagis made or sold in the United States pursuant
to a patent Sublicense Agreement between the parties (the
“Sublicense Agreement”). In the litigation, the Company has
been seeking a declaratory judgment that it has no obligation
to continue paying royalties to Centocor on the basis that
the patent is invalid, unenforceable and does not cover
Synagis. Centocor and the Universities moved on March 22,
2004 to dismiss this suit for lack of subject matter jurisdic-
tion. The Court granted Centocor and the Universities’
motion on June 17, 2004. The Company has filed an appeal
with the United States Court of Appeals for the Federal
Circuit, and briefing has been completed before that court.
Oral argument is scheduled in April 2005.

In April 2003, the Company filed a suit against Genentech,
Inc. {“Genentech”), Celltech R&D Ltd. and City of Hope
National Medical Center (“City of Hope”} in the United
States District Court for the Central District of California.
The Company currently pays Genentech a royalty for sales
of Synagis made or sold in the United States pursuant to a
patent license agreement between the parties covering
United States Patent No. 6,331,415B1 (the “Cabilly Patent”).
In the complaint, the Company has alleged that the Cabilly
Patent was obtained as a result of a collusive agreement
between Genentech and Celltech that violates federal
and California antitrust laws as well as California’s unfair
business practices act. Additionally, the Company has
alleged that the Cabilly Patent is invalid and unenforceable
under federal patent law and is not infringed by Synagis. In
December 2003, the Court granted Celltech and Genentech’s
motion to dismiss the antitrust claims, and denied
MedIimmune’s motion to amend its complaint in January
2004. In March 2004, the Company appealed from the dis-
missal of the antitrust claims to the United States Court of
Appeals for the Federal Circuit. On April 23, 2004 the Court
dismissed the remaining claims in the case for lack of sub-
ject matter jurisdiction. The Company has filed a second
appeal of that dismissal to the United States Court of
Appeals for the Federal Circuit, which has consolidated it
with the first appeal. Briefing in both appeals has been com-
pleted and oral argument was held in February, 2005 and the
Company is awaiting a decision.

In January 2003, a lawsuit was filed by the County of
Suffolk, New York (“Suffolk”) in the United States District




Court, Eastern District of New York, naming the Company
along with approximately 25 other pharmaceutical and
biotechnology companies as defendants. In August 2003, the
County of Westchester, New York (“Westchester”) filed and
served a similar suit against the Company and approximately
25 other pharmaceutical and biotechnology companies.
Likewise, in September 2003, the County of Rockland, New
York {“Rockland”} also filed and served a similar suit against
the Company and approximately 25 other pharmaceutical
and biotechnology companies. On August 4, 2004, the City
of New York {“New York”} also filed and served a similar
suit against the Company and approximately 60 other
pharmaceutical and biotechnology companies. Suffolk,
Westchester and Rockland {collectively, the “Counties”] and
New York allege that the defendants manipulated the “aver-
age wholesale price” (“AWP”) causing the Counties and New
York to pay artificially inflated prices for covered drugs. In
addition, the Counties and New York argue that the defen-
dants {including the Company| did not accurately report the
“best price” under the Medicaid program. The plaintiffs seek
declaratory and injunctive relief, disgorgement of profits, tre-
ble and punitive damages suffered as a result of defendants’
alleged unlawful practices related prescription medication
paid for by Medicaid. All four of these cases have been
consolidated (for pre-trial purposes) and transferred to the
United States Court for the District of Massachusetts as

In re Pharmaceutical Industry Average Wholesale Price
Litigation {AWP Multidistrict Litigation}. A motion to dis-
miss the complaint against the Company relative to Suffolk
has been argued before the Court and a decision is pending.
On September 30, 2004 the Court issued a ruling on a con-
solidated Motion to Dismiss filed by the Defendants in the
Suffolk Action, and dismissed certain claims of the Suffolk
Complaint. The Company is still awaiting a ruling from the
Court on its individual motion to dismiss. In addition,
amended complaints have been filed in January 2005 by New
York City, Rockland and Westchester. The Company is also
aware that Complaints have been filed by the New York
Counties of Onandaga and Nassau against numerous U.S.
companies including the Company, although those com-
plaints have not been served on the Company. Likewise, in
January 2005 a complaint was filed by the State of Alabama
against more than 70 companies including the Company,
accusing all defendants of improper AWP and AMP submis-
sions and further alleging fraudulent misrepresentation,
unjust enrichment, and wantonness.

On April 16, 2004, an abbreviated new drug application
(“ANDA"”) was submitted to the United States Food and
Drug Administration for a generic version of Ethyol (amifos-
tine). The application was submitted by Sun Pharmaceutical
Industries Limited (“Sun”}. By letter dated June 29, 2004,
Sun notified the Company that Sun had submitted its
ANDA to the FDA. In the notice, Sun notified the Company
that as part of its ANDA Sun had filed certification on the
type described in Section 505(j)(2){A}){vii}{IV) of the Federal

Food, Drug and Cosmetic Act, 21 U.S.C. § 335(j){2){A)[vii){IV)
with respect to certain patents owned by the Company. On
August 10, 2004, the Company filed an action in the United
States District Court for the District of Maryland for patent
infringement against Sun, arising out of the filing by Sun of
the ANDA with the FDA seeking approval to manufacture
and sell the generic version of Ethyol prior to the expiration
of various US patents. The Company intends to vigorously
enforce its patents.

The Company is also involved in other legal proceedings
arising in the ordinary course of its business. After consulta-
tion with its legal counsel, the Company believes that it has
meritorious defenses to the claims against the Company
referred to above and is determined to defend its position
vigorously. While it is impossible to predict with certainty
the eventual outcome of these proceedings, the Company
believes they are unlikely to have a material adverse effect
on its financial position, but could possibly have a material
adverse effect on its results of operations for a particular
period. There can be no assurance that the Company will be
successful in any of the litigations to which it is a party. In
its ordinary course of business, the Company has provided
indemnification to various parties for certain product liabil-
ity claims and claims that the Company’s products were not
manufactured in accordance with applicable federal stan-
dards. While the Company is not aware of any current
claims under these provisions, there can be no assurance that
such claims will not arise in the future or that the effect of
such claims will not be material to the Company.
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CORPORATE INFORMATION

CORPORATE HEADQUARTERS
One MedImmune Way
Gaithersburg, MD 20878

Tel.: (301) 398-0000

Fax: (301) 398-9000

Web site: www.medimmune.com

COUNSEL
Dewey Ballantine LLP
New York, NY

INDEPENDENT AUDITORS
PricewaterhouseCoopers LLP
McLean, VA

ANNUAL SHAREHOLDERS' MEETING

The next annual meeting of the shareholders will be held
on May 19, 2005, 10:00 a.m. at MedImmune’s research and
development facility and corporate headquarters located at
One MedImmune Way, Gaithersburg, MD 20878

(301 398-0000.

SEC FORM 10-K AND REQUESTS FOR INFORMATION
A copy of the Company’s annual report to the Securities
and Exchange Commission on Form 10-K is available with-
out charge upon writtén request to:

INVESTOR RELATIONS

MedImmune, Inc.

One MedImmune Way

Gaithersburg, MD 20878
or

IR@MedImmune.com

TRANSFER AGENT AND REGISTRAR
American Stock Transfer & Trust Company
40 Wall Street, 46th Floor

New York, NY 10005

{(718) 921-8200

COMMON STOCK PRICES

MedImmune’s stock trades on The Nasdaq National Market
under the symbol MEDI. At December 31, 2004, there

were 248,499,655 shares of common stock outstanding

and 2,046 common stockholders of record. The following
table shows the range of high and low prices and year-end
closing prices for the common stock for the two most
recent fiscal years.

2004 2003
HIGH LOW HIGH LOW
First Quarter $26.41 $20.77 $34.60 $26.80
Second Quarter 25.95 22.91 42.09 31.52
Third Quarter 25.15 21.70 40.88 31.69
Fourth Quarter 28.70 23.62 35.00 22.79
Year End Close $27.11 $25.38
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FORWARD-LOOKING STATEMENTS

Unless otherwise indicated, the information in this annual
report is as of December 31, 2004. The statements in this
annual report that are not descriptions of historical facts
may be forward-looking statements. Those statements
involve substantial risks and uncertainties. You can identify
those statements by the fact that they contain words such
as “anticipate,” “believe,” “estimate,” “expect,
“project” or other terms of similar meaning. Those state-
ments reflect management’s current beliefs, and are based

on numerous assumptions, which MedImmune cannot con-
trol and that may not develop as Medlmmune expects.
Consequently, actual results may differ materially from
those described in the forward-looking statements. Among
the factors that could cause actual results to differ materially
are the risks, uncertainties and other matters discussed in
this report, particularly under the section captioned “Risk
Factors.” MedImmune cautions that RSV disease and
influenza disease targeted by two of MedImmune'’s products,
Synagis and FluMist, respectively, occur primarily during the
winter months and MedImmune believes its operating
results will reflect that seasonality for the foreseeable future.
MedImmune is also developing several products for potential
future marketing. There can be no assurance that such devel-
opment efforts will succeed, that such products will receive
required regulatory clearance or that, even if such regulatory
clearance is received, such products will ultimately achieve
commercial success. This annual report will not be updated
as a result of new information or future events except as
may be required by applicable law or regulation.
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