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Endorsement by the board of directors and
the president and CEO

The consolidated financial statements of Actavis Group include the financial statements of Actavis Group hf. (the Company) and
its subsidiaries, together referred to as the Group.

Net profit for the year amounted to EUR81.0 million, according to the income statement. Total equity amounted to EUR1008.0
million at year-end as shown in the balance sheet. Changes in total equity and appropriation of net profits are further explained
in the financial statements. The board of directors does not propose a payment of dividend to shareholders in 2006.

In December the Company issued and sold 100 Class B preference shares each with a nominal value of EUR100,000 for a total
of EUR356 million. As preference shares they entitle the shareholders to receive dividend payments before class A common
stock shareholders but exclude any voting rights. Outstanding class A common stock was 3,329,102 thousand shares at the end
of the year, which had a book value of EUR43.0 million. Each share has a nominal value of one Icelandic krona. The number of
shareholders at year-end was 3477, an increase of 578 from the beginning of the year. Two shareholders owned more than 10%
of class A voting shares at the year-end, Amber International Ltd. with 35.1% ownership and Landsbanki Luxemburg S.A. with
11.3%.

At the beginning of February 2005 the Company completed the acquisition of Biovena Pharma Sp., a Polish company,
specialising in sales and marketing. The results of Biovena Pharma Sp. are included in the financial statements from 1 February
2005.

At the beginning of April 2005 the Company acquired the Indian company Lotus Laboratories Ltd. and the Czech company
Pharma AVALANCHE:e s.r.0. Lotus Laboratories specialises in research and development and Pharma AVALANCHEze in sales
and marketing of generics. The results of both Lotus Labroraties Ltd. and Pharma AVALANCHEe s.r.0. are included in the
financial statements from 1 April 2005.

In May 2005 the Company signed a stock purchase agreement for the purchase of the American company Amide
Pharmaceuticals Inc., which specialises in developing, manufacturing and marketing of pharmaceuticals. The acquisition was
supported by a EUR263 million share offering and sale of treasury shares along with a EUR600 million syndicated credit facility
which was also used to refinance the Group's existing short-term and long-term debt. The result of Amide Pharmaceuticals Inc.
is included in the financial statements from 1 July 2005.

At the beginning of September 2005 the Company acquired the Bulgarian company Higia AD, a distributor for pharmaceuticals
in Bulgaria. At the end of September the Company acquired the generic business of the Hungarian company Kéri Pharma. Kéri
Pharma specialises in the development, sales and marketing of generic pharmaceuticals. The results of Kéri Pharma and Higia
AD are included in the financial statements from 1 October and from 1 December 2005, respectively.

At 17 October 2005 the Company signed an agreement to purchase the human generic business of the US listed company
Alpharma Inc., for a total consideration of USD810 million (EUR675 million) in cash. The Company has secured USD1,695
million (EUR1,413 million) in financing for the acquisition and refinancing of the majority of existing debt. The financing
comprises a USD970 million (EUR808 million) term loan facility, a USD300 million (EUR250 million) revolving credit facility
and a USD443 million (EUR369 million) preference share offering. The results of Alpharma's human generic business are
included in the financial statements from 18 December 2005.

The accompanying financial statements are prepared in accordance with International Financial Reporting Standards (IFRS), as
further explained in Note 2 in the financial statements. The implementation of IFRS on 1 January 2005 resulted in an increase of
EURS5.9 million in shareholder's equity.

The Group's consolidated financial statements for the year 2005 were approved by the board of directors and the president and
CEO of Actavis Group hf. on 7 March 2006 and signed on their behalf by:

Board of Directors:

Bjorgolfur Thor Bjorgolfsson
Chairman of the Board

Andri Sveinsson Karl Wernerson

Sindri Sindrason Magnus Thorsteinsson
President and CEO:

Robert Wessman
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Auditors” report

Board of directors and shareholders of Actavis Group hf.

We have audited the accompanying consolidated balance sheet of Actavis Group hf. (the "Company") as of 31 December, 2005
and the related consolidated income statements, changes in equity and cash flows for the year then ended. These consolidated
financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing. 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 includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements give a true and fair view of the financial position of the Company as of 31
December 2005 and of the results of its operations and its cash flows for the year then ended in accordance with International
Financial Reporting Standards as adopted by the EU.

Reykjavik, 7 March 2006.

Alexander G. Edvardsson
Audur Thorisdottir

KPMG Endurskodun hf.
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Consolidated income statement

2005 2004 2005 2004
Notes Q4 Q4
NEE SAIES ... 185,316 106,237 551,384 424,596
COoSt Of SAIES ... (89,970) (54,007) (276,470) (225,007)
Gross Profit ... 95,345 52,230 274,913 199,589
Other operating iNCOME ..........cccveevvevrnriennnes 9,231 6,191 27,880 28,616
Sales and marketing .........c.ccoceevvervinennnnnns (24,311) (21,799) (81,374) (64,892)
Research and development ..........cccccoeeveeenee. (21,472) (7,239) (54,289) (32,269)
General and administrative ..........c.cccceceveeans (24,284) (8,634) (60,618) (39,450)
Impairment losses of goodwill ...................... 0 (3,128) 0 (3,128)
(60,835) (34,610) (168,401) (111,123)
Profit from operations ...............ccccc..e... 34,510 17,620 106,512 88,466
L0ss from associates .........cccecereereneevrenenne (1,015) (285) (1,816) (1,129)
Financial income and (EXPenses) ........c.ccvev.. 8 3,153 (66) (13,216) (12,347)
Profit before tax .......cccooeevvcinncinnnnns 36,648 17,269 91,479 74,990
INCOME TAX ..o 9 (1,232) 910 (10,477) (10,708)
Net Profit .....cccoeeeiii 35,416 18,179 81,003 64,282
Attributable to:
Equity holders of the Parent ............c..ccc.c...... 34,511 16,360 78,007 60,286
Minority iNterest ........ccvvvveirieneinencesenene 905 1,819 2,995 3,996
NEt Profit .....cceeeeeieieeee e 35,416 18,179 81,003 64,282
Earnings per Share 10
Basic Earnings per Share (EUR) ................... 0.01038 0.00586 0.02551 0.02162
Diluted Earnings per Share (EUR) ............... 0.01036 0.00586 0.02548 0.02159
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Consolidated balance sheet at 31 December 2005

Notes 2005 2004
Assets
Non-current assets
GOOAWII ...t 11 784,634 236,801
Other iNtangible 8SSELS ......cviiiiiiiiiece e 12 547,956 30,622
Property, plant and eqUIPMENT .........coeiiiiiiieeee e 13 346,270 145,228
Investment in associated COMPANIES .......ccvierveirierieiiieiene e 253 2,032
OLher INVESIMENTS ...oveieiirieiieirie ettt e 701 6,155
DEferred TaX @SSELS ...c.viuerieieriiieieiere et 27 54,417 21,247
1,734,232 442,085
Current assets
INVENTOTIES ..ttt bbbt bbb 16 231,367 71,572
Fair value deriVatiVES ..........ccoeoiiiiiiiiee e 17 9,205 0
Trade and other reCeIVADIES ..........cooviiiiiie e 18 294,742 153,184
Cash and cash equIVaIENES ..o 99,308 17,325
634,622 242,081
Total assets 2,368,854 684,166
Equity and liabilities
Stockholders' equity
ISSUBA CAPILAL ... 19 52,961 36,181
Sare PrEMIUM ..o.eivieiiieiee ettt ettt ene s 687,764 98,332
OLNEE TESEIVES ...ttt ettt ettt e e et e st e e st e e st e e s ate e e st e e sbeeessreesanes 20 10,012 (23,410)
REtaINEd BAMMINGS ....vevieeiieieieiee ettt ene s 246,597 170,720
997,334 281,822
MINOFILY INEEIEST ...ttt 10,695 9,853
Total equity 1,008,029 291,676
Liabilities
Non-current liabilities
Interest Dearing 08NS ... 23 868,389 162,983
Retirement benefit obligation ............ccoeiviiciiiice 24 11,558 5,753
Obligations under fiNANCE 1EASES .........ccvveiiiriicire e 25 15,516 4,894
Deferred income tax liabilities ..........coocvviiniiinini e 27 78,506 9,493
973,969 183,123
Current liabilities
Interest Dearing 08NS ..........cooeiiiii e 22,383 129,868
Accounts payable and other Habilities ...........ccccoieiinii 359,888 73,379
Obligations under fiNANCE 1EASES .........ccvvveiiiriicire e 25 2,111 2,158
PIOVISIONS ..ttt bbbt 28 2,474 3,962
386,855 209,367
Total liabilities 1,360,825 392,490
Total equity and liabilities 2,368,854 684,166
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Consolidated statements of cash flows

Notes 2005 2004
Cash flows from operating activities
NEL BAIMINGS ..ttt b e sben 81,003 64,282
Adjustments to reconcile net earnings to net cash provided by operating activities:
Depreciation and impairment of fixed assets ..........cccecvereiieneiniineiiene 13 21,159 13,372
Amortisation of intangible aSSets .........ccccvviiiiiriiiine 12 20,801 8,793
Impairment of QOOAWIll ...........ccoiiriiiie e 0 3,128
Currency fluctuations and iNdeXation ............cccocerenereineieinee e (14,208) 8,025
Changes in deferred tAXES ..o (5,856) (5,119)
OLher CRANGES ..o 6,182 (365)
Working capital provided by operating activities 109,079 92,116
Changes in operating assets and liabilities:
Inventories, (INCrease) AECIEASE .........coeieirreirrerieisesee s (13,630) 9,831
Receivables, decrease (INCIEASE) ........ccoeirerieirerieiriesieesre e 5,988 (58,289)
Short-term liabilities, increase 1,567 3,052
Changes in operating assets and liabilitie (6,075) (45,406)
Net cash provided by operating activities 103,004 46,710
Cash flows to investing activities
Increase in iNtangible aSSETS ........covviieiiriieee e (41,188) (13,790)
Proceeds from sale of intangible aSSets ... 1,426 0
Investment in property, plant and equUIPMENT ........ccceevereineneiseeeen (62,365) (43,081)
Proceeds from sale of property and equipMeNt .........cccoovveveerineienenseseee 3,686 1,650
Investment in subsidiaries and other companies net of cash acquired .............. (884,578) (8,374)
Proceeds from sale of investment in other companies ..o, 3,792 0
SECUILIES, CNANGE ....vviiiiiiiree s 18,001 451
Net cash used in investing activities (961,227) (63,144)
Cash flows from financing activities
Changes in capital SLOCK .........ccccooveiriiiiine s 247,379 (768)
Issuance of Preference SNAES ..........cceiieiiineiee e 356,498 0
DivIdend Paid ........ccooveiiiiiiieee s (3,554) (3,182)
Proceeds from [ong-term DOIrTOWINGS .........eovvirieiniiieieeeee e 661,348 36,766
Payments of 10ng-term debt ..o (163,307) (18,508)
Changes in bank 10aNS ... s (160,113) (9,041)
Changes in fiNANCE 1ASE ........oevvirieire e (471) 0
Net cash generated from financing activities 937,780 5,267
Net change in cash and cash equivalents ..........cccccocoiviieinineinc e 79,557 (11,167)
Effects of foreign exchange adjustments ...........c.ccooeovvereiierecnenee e 2,426 (1,475)
Cash and cash equivalents at beginning of year ............cccocvervieieineneiecenne, 17,325 29,967
Cash and cash equivalents at end of year ............ccccocereiiiineiinnecce e 99,308 17,325
Other information
LT 1Y o - Lo SRS (18,756) (13,714)
INCOME TAX PRI ..ottt ne s (18,795) (6,252)

Consolidated financial statements of Actavis Group hf. 2005 7 Amounts are in thousands of euro



Consolidated statement of changes in shareholders' equity

Issued capital

Common Preference Share Other Retained Shareholder's Minority Total
stock shares premium reserves earnings equity interest equity
Balance at 1 January 2004 ..........cccooeeoirieienncenineeeneeas 36,113 0 99,447 (21,252) 113,609 227,917 7,316 235,233
Research and development............ccoeeeviieinnciniinecnns (2,158) (2,158) (2,158)
Changes in treasury StoCK .........cccoveveninienneccccee 68 (1,115) (1,047) (1,047)
Net profit for the year ... 60,286 60,286 3,996 64,282
Changes in minority INterest ...........cococevvrreerrceinseens (1,459) (1,459)
Dividend Paid ........cccoeeeiiiiiiirie e (3,175) (3,175) (3,175)
Balance at 31 December 2004 ..........ccccoviveienneienineeennas 36,181 0 98,332 (23,410) 170,720 281,823 9,853 291,676
Change due to implementation of IAS 39 ..........cccccvrnnee. 1,429 1,429 1,429
Adjusted equity at 1 January 2005 ...........cccoveirieenennnn. 36,181 0 98,332 (23,410) 172,149 283,252 9,853 293,105
NEW SNAres iISSUEM .........ccooerueeririieiinsiee e 4,557 160,895 165,452 165,452
Changes in treasury StoCK .........cccoveenieiennecrcceee 2,223 82,039 84,262 84,262
Preference Shares isSUed .........ccccovvevevreeninsieninccc e, 10,000 346,498 356,498 356,498
Translation difference ... 31,674 31,674 31,674
Accrued StOCK OPLION ........ceiiririciiieerree e 1,748 1,748 1,748
Net profit for the year ..., 78,007 78,007 2,995 81,003
Changes in minority INterest ...........cococevvrveenrsieinneenns 0 (2,153) (2,153)
Dividend Paid ........cccoeeiiiiiiirieee e (3,560) (3,560) (3,560)
Balance at 31 December 2005..........ccceovrieienreieninieieeneas 42,961 10,000 687,764 10,012 246,596 997,334 10,695 1,008,028
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Notes to the consolidated financial statements

20.  Other reserves

Included in other reserves are translation reserve, stock option reserve and statutory reserve.

The translation reserve comprises all foreign exchange differences arising from the translation of the financial statements
of foreign operations and is recgonised directly as a separate component of equity.

21.  Stock options

During the year Actavis Group granted its employees stock options exercisable in the years 2006 - 2007. The Company
intends to use treasury shares and / or increase share capital to meet the obligations. These stock options at the end of the
period amounted to 35,9 million shares.

Number of shares

Contract rate (ISK)/Conditions/Date granted 2006 2007 Total

2,64/Condtional/June 2001 .........cc.ooeviiiiiieeeieeeeeeeeeeee e 377 0 377

38.5/Condtional/June 2005..........cceeovievieeiieeiieerieieereeie et ere e re e e e 18,294 17,249 35,543
18,671 17,249 35,920

Options are terminated if an employee leaves the Group before the options vest. The stock options granted in June 2005
are exercisable in 10 days from exercise date which falls on 10 November in 2006 and 2007 respectively.

2005
Weighted

Number of average
shares in contract rate

thousands in ISK
Outstanding stock options at beginning of Year.........cccccceevieirineiinincinienceeeceecnees 833 3.57
Granted AUIING the YEAT........cceviiriirieieieieteete ettt ettt et saessesbeeseeseensensenseeseas 57,836 38.50
Forfeited during the Year..........cccoiveirinieinineiniereee ettt ( 6,267) 38.50
Exercised during the YEaT.........cociiiiiiieieieceeteteeetee ettt ae et seene s ( 16,482) 37.55
Outstanding stock options at the end of year..........cccocveviveneninincnninccceee 35,920 38.12
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Notes to the consolidated financial statements

22.  Risk management

The principal objective of risk management is to reduce financial risk in the Group and to increase its financial stability.
The Group's risk management policy constitutes a framework of guidelines and rules covering areas such as foreign
exchange, interest, and use of derivatives, as well as liquidity and credit risk. The Group's treasury and risk management
function is centralised and supports this objective by identifying, evaluating and hedging financial risk. The Group's
Treasury guarantees cost-efficient funding and acts as an internal bank for the subsidiaries.

* Foreign exchange risk

Foreign exchange risk, transaction and translation exposure. The Group operates internationally and is exposed to foreign
exchange risk from various currencies. The underlying net foreign exchange transaction exposure is hedged with
derivatives, mainly foreign exchange contracts. These instruments all mature within one year. The Group only hedges
foreign exchange currency cash flow forecast of less than 12 months. Translation risk arises as a result of converting the
Group's financial results to the functional currency. Translation risk is not hedged.

* Interest rate risk
Fluctuations in interest rates have direct impact on earnings. The interest rates used in the Group's budget are based on
forward rates and the Group policy is to have the majority of funding on floating interest rates.

* Credit risk
The Group has no significant credit risk. To minimise credit risk it focuses on ensuring that customers have an
appropriate credit history and various guarantees are given. There is an active monitoring process within the Group.

* Liquidity and refinancing risk
The Group has uncommitted and committed credit lines in place to maintain sufficient liquidity and flexibility in funding.
The Company is a net borrower and surplus liquidity is used to repay external debt.

Consolidated financial statements of Actavis Group hf. 2005 31 Amounts are in thousands of euro



Notes to the consolidated financial statements

23.  Interest bearing loans

Interest bearing loans are specified as follows:

Weighted
average rate 2005 2004
Loans i USD .....c.ocieiiieieciieeeeeeee ettt ettt a e et besae e 5.44% 171,673 31,003
Loans in EUR .....c.ocoiiiiiiiiiceceeeeee ettt 3.41% 689,476 133,257
L0ans in CHE .....ooiiiiiieieeeeeee ettt aaeeeeas 0 12,209
L0ans in GBP .....ccoiiiiiicececeeee e 227 2,301
L0anS 1N JPY ittt ettt ettt et e eae b e 0 11,923
Loans in SEK ......oooiiiiie et 0 1,442
L0ans in MTL .....ooiiiiiiiiccece ettt 1.76% 8,488 8,272
L0ans i BGL ....ocuoiiiiiiiciiceceeeteee ettt ettt 5.00% 1,534 3,268
L0ans in ISK ....oviiiiiiiiieeeicece e 8.10% 16,362 229
Loans denominated in other CUITENCIES .........ceccveeveeierieeieeieeieeieeieeenns 10.80% 673 527
888,433 204,431
Current maturities, included in interest bearing 1l0ans ..........cc.coceeevererirererneneneneneeneneen ( 20,043) ( 41,448)
INterest Dearing LOANS .........c.ccuevieriiiieieieierie ettt ettt eete e sbe s eteesaensessesseeseeseensensannas 868,389 162,983
Aggregated annual maturities are as follows:
On demand or within 12 months 20,043 41,448
Within 24 months 20,796 30,027
Within 36 months 126,197 23,346
Within 48 months 128,290 82,407
Within 60 months 576,575 6,420
Subsequent years 16,531 20,783
888,432 204,431

The Company has pledged certain assets to secure banking facilities granted. The EUR808 million loan facility and the
EUR250 million revolving credit facility include certain financial convenats; both standard for such a facility as well as
company specific. Included in the loan agreement is various provisions which limits Company’s actions without prior
consultancy with the lender. The main, being certain net dept/EBITDA requirements and restrictions on further M&A
activity.

24.  Retirement benefit obligation

The retirement benefit obligation represents an employee termination indemnity due to the Turkish subsidiaries. In
accordance with the existing social legislation in Turkey, companies are required to make certain lump-sum payments to
employees whose employment is terminated due to retirement or for reasons other than resignation or misconduct. Such
payments which are calculated on the basis of an agreed formula, are subject to certain upper limits and are recognized in
the accompanying financial statements as accrued. The reserve has been calculated by estimating the present value of the
future obligation of the Group that may arise from the retirement of the employees.
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Notes to the consolidated financial statements

25.  Obligation under finance leases

Accounts payable under finance leases: Min. lease Min. lease Remaining Remaining
payments payments balances balances
2005 2004 2005 2004
Obligation under finance 1€ases ..........cecvecveveereerreerereeciennns 26,414 8,092 17,626 7,052
Current MALUTIEIES ....c.evveveuerieieerieieenieeeiesee e ( 3,084) ( 2,507) ( 2,111) ( 2,158)
Long term obligation under finance leases ...............cccenenn. 23,330 5,585 15,516 4,894

Aggregated annual maturities are as follows:

On demand or within 12 months .............cccceeevvieeciiecreeene, 3,084 2,507 2,111 2,158
Within 24 months .... 3,047 2,203 2,583 1,907
Within 36 Months ..........ccooereeiiinieecceeeee e 1,885 919 1,251 820
Within 48 MOnths .......ccccevevveeireieinreeeeeseee e 1,371 681 766 516
SUDSEQUENT YEATS ....oovvenriiiiieiieiieieie ettt ae e 17,026 1,782 10,916 1,651
26,414 8,092 17,626 7,052
Less: future finance charges ...........ccoceeeevevienieneneeeeienenn, ( 8,788) ( 1,040)
Remaining balances ..........cccoceeieveerienienenieieieiesieeeeeeeenen 17,626 7,052

The management estimates that the fair value of the consolidated lease obligations approximates their carrying amount.

The obligations under finance leases are pledged by the lessor's charge over the leased assets.

26.  Operating lease arrangements

2005 2004

Minimum lease payments recognised in income statements during the year ....................... 3,444 3,071

The Group had commitments under non-cancellable operating leases outstanding at the end of the year. The commitments
will fall due as follows:

On demand or wWithin 12 MONERS ........cc.oiiiiiiiiiicie e 2,953 1,184
WIthin 24 MONTAS ...oocvviiiieicceeceeee et et e e e et e e ae e e e e e teeeereeeeneeeanns 967 2,526
Within 36 MONTAS .....oviiiiiiiiieieieiceeeee ettt ettt st s ese s e sesbeeaeeneeneens 932 33
Within 48 MONTNS .....eiceiiiiieieeiieie ettt e e e e e b e e s e e b e e sbeesbeesseensessaeas 80 24
SUDSEQUENT YEATS ....eevveviinietieiieiieiieteete ettt estetestesteeseeseesaessessesseeseesaensensesseeseessensensessesseeseensen 42 20

4,974 3,786
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Notes to the consolidated financial statements

27. Deferred tax
Deferred tax ~ Deferred tax

asset liabilities Net

At 1 January 2005 ......ccooveieinieieineecee e 21,247 ( 9,493) 11,754
Recognised directly in €qUIty .......ccceeeeieierienenieeeee e 0 ( 2,830) ( 2,830)
Addions due t0 aCQUISILIONS .....cc.eeuerueruieieiiieeieee et 25,321 ( 68,308) ( 42,987)
Calculated tax for the period ..........cccoeeveviverieinicninciceceeceeeee 595 ( 11,072) ( 10,476)
Income tax payable for the period 6,033 12,036 18,069
Exchange differences 1,220 1,161 2,381
At 31 December 2005 54,417 ( 78,506) ( 24,089)
Recognised deferred tax assets and (liabilities)

2005
INTANGIDIE ASSELS ..e.veuveviienieiirieietertet ettt ettt sttt ettt st e be et b et b s st a et b et snenene ( 77,366)
OPETatiNg fIXEA @SSELS ....vevveureiirieieiirteteieeter ettt ettt ettt a et et a et et b et et b et e b e b st et e s st et e neseebe s eneerens ( 4,890)
INVEIEOTIES ..nveuitinteiiiteieterte ettt ettt ettt st s b e bt b s e b e b e b bt ebe s s eseebe s eseebesaeneenenaeneenen 57
RECEIVADIES ...ttt ettt a ettt ettt a et sttt n et en e ( 3,442)
LAQUIA fUNAS <ttt ettt b ettt b et b et bt se b n et erens ( 159)
LONG-ETM HADIIIEIES ..eveuveiietiieiieiiieiintiteeetet ettt ettt ettt ettt ettt ettt b ettt b b enenes 20,487
CUITENE HADIIIEIES ...veiivieceeie ettt ettt e e e et e e et e e etee e eteeeeteeeesteeeeteeeenseesseeeenseeeseeeenseeeseeensreeanes 3,661
Carry forward INCOME taX LOSSES ...c.crveveuerieieiirieieinieteertet ettt sttt et et ebe et sbesn et resnesesnenaenennen 13,789
Investment tax credits 23,772

Net tax liability 24,089)

28.  Provisions

Other
provisions
At 1 JANUATY 2005......ce ettt ettt ettt ettt ettt ettt b et a e n et a e n et ae e 3,962
Additional provision during the Period...........ceiiiiiirieieee ettt 2,021
UIlISAtION OF PrOVISION. c.c.veuteuitinteiinientetenietcet ettt ettt et be st besa et be et ebe st ebesn e enenaeneene ( 3,580)
Exchange difference............... 57
Currency adjustments 13
At 31 December 2005 2,474
29. Commitments
Commitments
Contingent liability due to earn-out clauses 35,830
Loan guarantee granted to SUDSIAIAIIES ........couerviriiitiriieieiee ettt ettt ettt be b e eneeneas 12,000
Commitment to invest in Serbia during NeXt three YEarS .........ccceceeriereriririeieee et 4,300
Commitment to increase share capital in subsidiary during next three years 2,000
AL 31 DECEMDBET 2005, ettt et et e et e e et e et e e e e e eeteeeeaaeeeaeeeeateeeteeeaaeeeeteeeteeeareeanreeeanes 54,130

Purchase agreements in respect of acquired businesses include earn-out clauses based on performance. The total value of
these earn-out clauses is capped at EUR88.0. Within this amount, the earn-out clause in respect of the acquisition
agreement for Amide Pharmaceuticals Inc. represents a value of up to EUR83.0 million. As at 31 December 2005,
EURSS5.1 million of the Amide Pharmaceutical Inc. earn-out had been recognised. Subject to conditions, the balance of
up to EUR27.9 million will be payable in March 2007.
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Notes to the consolidated financial statements

30. Explanation of Transition to IFRSs

As stated in Note 2, these are the Group's first annual financial statements prepared in accordance with IFRS. The
Accounting policies in note 2 have been applied in preparing the consolidated financial statements for the year ended
2005, the comparative information for the year 2004, the financial statements for the year ended 31 December 2004 and
2003 and the preparation of an opening IFRS balance sheet at 1 January 2003 (the Group's date of transistion).

In preparing its opening balance sheet, comparative information for the twelwe months ended 31 December 2004 and
financial statements for the year ended 31 December 2004, the Group has adjusted amounts previously reported in

financial statements prepared in accordance with previous GAAP.

An explanation of how the transistion from previous GAAP to IFRSs has effected Groups financial position and financial
performance is set out in the following tables and the notes that accompany the tables.

Reconciliation of equity at 31 December 2004

Effect of Effect of
01/01/2004 2004
Previous transition transition
Note GAAP to IFRSs to IFRSs IFRSs
13. Property, plant and equipment ..........cc.ceeceeerrereenreneennenn 142,523 1,502 1,203 145,228
11. GOOAWILL .. 229,126 6,995 680 236,801
12. INtangible ASSELS ....cevveirierieirierieeee ettt 32,905 ( 993) ( 1,290) 30,622
Deferred tax aSSEt .......oeivuviiieeeieeeieeeeeeeeeeeeee e 21,217 12 18 21,247
Financial ASSEtS ......ccccevievieririniiieeieseeeeee e 10,002 ( 688) ( 1,127) 8,187
Total NON-CUITENT ASSELS ...cveeveereeriereeereereeereeere e eereeereens 435,773 6,828 ( 516) 442,085
Trade receivables 113,974 0 113,974
16. Inventories ............... 71,572 2,469 ( 2,469) 71,572
Other receivables 39,850 0 ( 640) 39,210
Cash and cash equivalents 17,325 0 0 17,325
Total CUITENt ASSELS ....ecvieevierrieieereere et et ere v ere v 242 721 2,469 ( 3,109) 242,081
TOtAl ASSELS ..vveuveriiieiieiieieie ettt ettt enens 678,494 9,297 ( 3,625) 684,166
23. Interest bearing 10ans ...........ccoccvevevierienieneeieieiese s 297,561 ( 4,753) 45 292,852
Trade and other payables .........c..ccevenineniinieeicee 78,029 ( 5,769) 1,119 73,379
Employee benefits ........ccoocveieeieniinineeieieieeeeeeeenen 5,753 0 0 5,753
Restructuring provision ...........cccceeceeeeeeeenienieneseneeeeneenees 0 5,071 ( 1,110) 3,961
25. Obligagtion under finance 1€ases .............cceevevierienereeenennn. 0 6,661 391 7,052
Deferred tax liability ......c..cccoceeveeimiineiininiinirecncnecnnes 9,578 621 ( 706) 9,493
Total Habilities .......ccoccevieieieienieee e 390,921 1,831 ( 261) 392,490
Total assets less total liabilities ...........ccceevvevieeieirieeieinienns 287,573 7,466 ( 3,364) 291,676
Outstanding capital StOCK ........cccovvieievierieniieieieienieeeeiens 135,297 ( 503) ( 281) 134,513
Accrued stock option 47 ( 281) 234 0
Other reserves ................. 29,250) 6,432 ( 593) ( 23,410)
Retained arnings .........cccceoeverereeienieneneneeceee e 171,286 1,797 ( 2,364) 170,720
Stockholders qUILY ....c.ccevvievieieiierieniieieeeieie e 277,380 7,445 ( 3,004) 281,823
Minority interest 10,193 21 ( 361) 9,853
TOtal EQUILY .vevveeeieeieieiecie ettt 287,573 7,466 ( 3,365) 291,676
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31. Explanation of Transition to IFRSs, continued
Reconciliation of income statement for YTD 2004

2004 Effect of
Previous transition 2004
GAAP to IFRSs IFRSs

INEE SALES ...ttt ettt ettt ettt ettt b et 424,761 ( 165) 424,596
COSE OF SALES ...ttt enenes ( 214,376) ( 10,631) ( 225,007)
Gross Profit .... 210,385 ( 10,796) 199,589
OthET INCOIME. ....c.veiviiriectiecteeete e ettt ettt e ettt e ete e teeereesteeeteessseereeesseeseenseens 26,936 1,680 28,616
Sales and Marketing EXPEeNSES..........everierierrererrieeeriesrenieereeseeeesensessesseennens ( 61,584) ( 3,308) ( 64,892)
Research and development eXPenses...........eovieeeeeierienieeeeeeseenienveeseeseennens 0 ( 32,269) ( 32,269)
General and adminiStrative EXPEenSeS.........oeveverierierieereeeeierieniessesseeseessensens ( 36,973) 2,477) ( 39,450)
Other Operating EXPEeNSES........c.vereierierrerrerrieieeertessesseeseeseesessessessesseessesenes ( 24,056) 24,056 0
Depreciation and amortiSation............c.ecververereeeerierieneneeeeeeiesve e eeeeseennes 25,646) 25,646 0
Impairment losses on goodwill................ 0 (3,128) (3,128)
Income / (Loss) from associates 0 ( 1,129) ( 1,129)
Finance inCOME (EXPENSES)....c.erverrirriereerrerrerreeseereesensesseeseeseessesessesseeseessenes ( 10,611) ( 1,736) ( 12,347)

( 131,934) 7,335 (124,599)
Profit DefOre taX.......cueevieiieeieiieciestese ettt sveesre e be e e beereeaeenes 78,451 ( 3,461) 74,990
TNCOME TAX.c.euitineeiietiieeieieeeie et e et see et teseesesseseesesseneesesseneesesseneesesseneasens ( 11,431) 723 ( 10,708)
NEt PIOFit (0SS).c.veuveverienieiirieieireeerec ettt 67,020 (2,738) 64,282

Presentation

Depreciation of fixed assets is now allocated to appropriate line items in the income statement such as cost of goods sold,
sales and marketing, research and development and general and administrative instead of presenting it in a separate line as
previously. Impairment losses of goodwill is presented as a separate line in the income statement. Previously the
impairment losses were included in the line depreciation and amortisation.

Balance sheet items have been reclassified to be in conformity with newly applied IFRS rules.
Investment in subsidiaries

In March 2004 the International Accounting Standards Board issued revised rules on business combinations. The Group's
accounting methods concerning acquisition of subsidiaries have been adjusted to the new regulations.

All business combinations are accounted for by applying the purchase method. Goodwill has been recognized in
acquisitions of subsidiaries and represents the difference between the cost of the acquisition and the fair value of the net
identifiable assets acquired. Goodwill is stated at cost less any accumulated impairment losses. Goodwill is not amortised
but is tested annually for impairment.
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32. Explanation of Transition to IFRSs, continued

Negative goodwill arising on an acquisition is recognized directly in the income statement.

The effect of applying IFRS to business combinations concerning subsidiaries is an increase in net equity at year-end
2004 by the amount of EUR12.7 million. The effect on the income statement for the year 2004 is an increase in net
earnings of EUR48 thousand.

Development expenses

According to IFRS companies that undertake product development should capitalise such cost if an entity can
demonstrate that the projects meet certain conditions and it can be demonstrated that future economic benefit will flow
to companies. The Group has capitalised development cost that meets such conditions.

The Group retained the service of specialists to assist in reviewing the Group's compliance with IFRS concerning
capitalised development expenses. The specialists submitted a detailed report on the matter which was used as a guide
when the accounting methods concerning capitalisation of development cost were established.

The changes made to the capitalised development expenses resulted in a reduction of EUR4.2 million at year end 2004.
The effect on the operation in the year 2004 is a reduction in net earnings amounting to EUR1.6 million.

Associates

The associates are incorporated in these financial statements using the equity method of accounting. Investments in
associates are carried in the balance sheet at cost as adjusted by post-acquisition changes in the Group's share of the net
assets of the associate, less any impairment in the value of individual investments. Losses of the associates in excess of
the Group's interest in those associates are not recognised.

The effect of new accounting methods concerning associates results in a reduction of net equity in the amount of
EUR2.2 million. Net earnings for the year 2004 is reduced by EUR1.1 million by this change.

Translation reserve
Accumulated foreign exchange difference arising on the translation of financial statements of foreign subsidiaries to the
Group's reporting currency is eliminated as of 1 January 2003. Other changes in the translation reserve relate to the

changes made to the financial statements of the subsidiaries when applying IFRS.

Changes in translation differences in the Group's stockholder's equity due to the implementation of IFRS by foreign
subsidiaries is a reduction of EUR2.8 million.

Other changes

Other changes made to the Group's financial statements on the implementation of IFRS relate to the recognition of
leased assets, changes in depreciation of fixed assets and share based payments.

The total increase in the Group's stockholders' equity at year-end 2004 due to other changes amounts to EUR0.9
million. Net earnings for the year 2004 are reduced by EUR0.4 million due to these other changes.

The Group applied IAS 39 as of 1 January 2005. The application results in a recognition of derivatives which are are
recogniced at fair value and interest-bearing loans are stated at amortised cost with any difference between cost and
redemption value recogniced in profit or loss over the period of the borrowings on an effective interest rate. The effect
of applying IAS 39 is an increase in net equity at 1 January 2005 amounting to EUR1.3 million.
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33.  Contingent liabilities

German authorities required the Group’s German subsidiary to provide updated safety and efficiency data on one of its
major product on or before November 2004. The subsidiary complied but has received a non-approval letter. The
subsidiary has appealed this decision to the Administrative Court which has suspended effect. If market authorization for
the product is withdrawn, the subsidiary’s operating income would be significantly impacted. The subsidiary was
included in the acquisition of the Alpharma subsidiaries effective on 18 December. In the purchase price allocation the
fair value of this product was determined taking this uncertainty into consideration.

In June 2003, Alpharma Ltd. UK received a request for certain information from the United Kingdom Office of Serious
Fraud. The Serious Fraud Office (SFO) requested documents related to the Company’s dealings with several of its
competitors with respect to activities in certain specified drugs during the late 1990s. The Company responded to this
request and has been informed by the SFO that it has initiated a criminal investigation of possible violations of laws by
the Company and its former UK executives. If the Company is found guilty it could be subject to a fine in an amount not
limited by statute.

34. Related party transactions
-ldentity of related parties:

The Group has a related party relationship with its subsidiaries (see note 13) and with its directors and executive officers
(see note 6).

-Transactions with key management personnel:

Directors of the Company own directly or indirectly through holding companies 44.6 per cent of the voting shares of the
Company. Loans to CEO amounted EUR2.7 million with market interests at the year ended 31 December 2005. The loan
to CEO is included in other receivables (see note 16).

-Other related party transactions:

Subsidiaries

The Company has a intercompany positions with its subsidiaries which is eliminated in the consolidated financial
statements.
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35. Events after the balance sheet date

-Changes in shareholder structure

At 9 January 2006 an investment company owned by the Chief Executive Officer, Mr. Robert Wessman acquired shares
in the Company. Through its investment company Aceway, the CEO purchased a forward contract to buy 64.8 million
shares in Actavis Group with a redempion date at 9 July 2006. In addition Aceway purchased 25.6 million of Actavis
Group treasury shares. Aceway also purchased a put option for 25.6 million shares, dated 1 June 2008.

At 9 January 2006 Milestone ehf. and Dialog Global Investment Ltd., investment companies owned by one of the

directors of the board, Mr. Karl Wernerson and related parties sold 98.6 million shares in the company. Mr. Karl
Wernerson holds control over 170.6 million shares after the transaction or 5.1 per cent of total share of the Company.

36. Other matters

The directors of Actavis Group hf. support high standards of corporate governance and have taken into account the
guidelines on corporate governance adopted by the Icelandic Stock Exchange, the Confederation of Icelandic Employers
and the Chamber of Commerce.

37. Financial ratios

The main financial ratios for the Group are as follows: 2005 2004
Equity ratio..... 0.43 0.43
Current ratio 1.64 1.16

2005 2004
REUIN ON @QUILY . ...eevieiitieiieiieieiect ettt ettt ettt e ae st e e b e seeseeseeseessessenseeseeseennensen 19.6% 27.8%
EBITDA 148,471 113,759
EBITDA as a percentage of revenues 25.6% 25.1%
Working capital provided by operating aCtivities...........ccevvererererirerienieerenieereriee e 109,079 92,116
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