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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-K/A
(Amendment No. 1)
b ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the year ended December 31, 2007.
Or
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

Commission file number 0-18443
MEDICIS PHARMACEUTICAL CORPORATION
(Exact name of registrant as specified in its charter)

Delaware 52-1574808

(State of other jurisdiction (I.R.S. Employer Identification No.)
of incorporation or organization)

7720 N. Dobson Road, Scottsdale, Arizona 85256-2740
(Address of principal executive office) (Zip Code)
Registrant s telephone number, including area code: (602) 808-8800
Securities registered pursuant to Section 12(b) of the Act: Class A common stock, $0.014 par value
New York Stock Exchange Preference Share Purchase Rights
(Name of each exchange on which (Title of each Class)
registered)

Securities registered pursuant to Section 12(g) of the Act: NONE
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

Yes b No o

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yeso No p

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes p No o
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of the registrant s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form or any amendment to this Form 10-K/A o.

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

Large Accelerated filer Non-accelerated filer o Smaller reporting company o
accelerated filer 0
b

(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act) Yes
oNop
The aggregate market value of the voting stock held on June 30, 2008 by non-affiliates of the registrant was
$534,024,659 based on the closing price of $20.78 per share as reported on the New York Stock Exchange on June 30,
2008, the last business day of the registrant s most recently completed second fiscal quarter (calculated by excluding
all shares held by executive officers, directors and holders known to the registrant of five percent or more of the
voting power of the registrant s common stock, without conceding that such persons are affiliates of the registrant for
purposes of the federal securities laws). As of November 3, 2008, there were 56,717,496 outstanding shares of
Class A common stock.
Documents incorporated by reference:
Portions of the Proxy Statement for the registrant s 2008 Annual Meeting of Shareholders (the Proxy Statement ) are
incorporated herein by reference in Part III of this Form 10-K/A to the extent stated herein.
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EXPLANATORY NOTE

On September 22, 2008, the Audit Committee of the Board of Directors of Medicis Pharmaceutical Corporation
( Medicis ,the Company , or as used in the contextof we , us or our )concluded that our financial statements for th
annual, transition and quarterly periods in fiscal years 2003 through 2007 and the first and second quarters of 2008
would likely need to be restated and should no longer be relied upon.

This Amendment No. 1 (the Form 10-K/A ) to our Annual Report on Form 10-K for the year ended December 31,
2007 (the 2007 10-K ) is being filed to restate our consolidated financial statements as of December 31, 2007 and
December 31, 2006, and for the years ended December 31, 2007 and December 31, 2006 (including the corresponding
2007 and 2006 interim periods), the six months ended December 31, 2005 and the fiscal year ended June 30, 2005.
Note 24 to our restated consolidated financial statements sets forth unaudited restated quarterly financial information
for each of the eight quarters in the two years ended December 31, 2007. The restatement also affects periods prior to
the fiscal year ended June 30, 2005. The impact of the restatement on such prior periods is reflected in an adjustment
to retained earnings as of July 1, 2004. In addition, we are concurrently filing Forms 10-Q/A to amend and restate our
consolidated financial statements for the quarters ended March 31, 2008 and June 30, 2008.

The restatement principally relates to an error in our interpretation and application of Statement of Financial
Accounting Standards No. 48, Revenue Recognition When Right of Return Exists ( SFAS 48 ), as it applies to a
component of our sales return reserve calculations. Management commenced a review and analysis of its accounting
for sales return reserves after the Public Company Accounting Oversight Board s (the PCAOB ) inspection of our
independent public accounting firm s, Ernst & Young LLP s, audit of our 2007 financial statements. Based on the
PCAOB inspection, Ernst & Young LLP informed management that the method of accounting for returns of short
dated and expired goods in the periods covered by the financial statements was not in conformity with generally
accepted accounting principles, as the returns for expired product did not qualify for warranty or exchange accounting
and, accordingly, under SFAS 48, the Company should have deferred the full sales price of the product for the amount
of estimated returns. Management conducted a review of whether the reserve complied with SFAS 48 and whether the
amounts involved were material under Staff Accounting Bulletin No. 99, Materiality ( SAB 99 ), and Staff Accounting
Bulletin No. 108, Considering Effects of Prior Misstatements When Quantifying Misstatements in Current Year
Financial Statements ( SAB 108 ), for one or more periods. Management determined that there was an error in its
interpretation and application of SFAS 48 and that the adjustments necessary to properly state the sales returns reserve
were material for the annual, transition and quarterly periods in fiscal years 2003 through 2007 and the first and
second quarters of 2008. Accordingly, management recommended to the Audit Committee that a restatement was
required.

Our prior accounting method with respect to sales return reserves accrued estimated future returns of short-dated
and expired products, which were expected to be replaced with similar products, at replacement cost, based on our
view of the economic impact of returns on our business, rather than deferring the gross sales price. The replacement of
short-dated and expired products, which was treated as a warranty or an exchange, was reserved for based on the
estimated cost associated with the exchange. In the course of our review and analysis, we determined that, although
the exchanged product was similar, it was not of the same quality, strictly due to dating, as we were replacing
nearly-expired or expired product with newer, fresher product. Therefore, in accordance with SFAS 48, we have
revised our reserve calculations to defer the gross sales value of the estimated product returns that were expected to be
replaced with similar products. The revised reserve calculations were developed based on conditions that existed at the
end of each reporting period and in certain cases were revised based on the Company s actual return experience.
Additionally, because of the impact of the changes in the sales returns reserve, we recorded adjustments to certain
managed care, Medicaid and consumer rebate accruals and have also reflected the related income tax effects of these
adjustments. In addition, related to the modification of the reserve calculation methodology, the reserve for estimated
future returns has been classified within current liabilities rather than as an allowance reducing accounts receivable.

The restated consolidated financial statements include other adjustments, including adjustments related to
conforming our historical accounting policies to current accounting policies, that were previously identified, but not
previously recorded, as they were not material, either individually or in the aggregate. While none of these other
adjustments is individually material, they are being made as part of the restatement process.
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The following tables set forth the effects of the restatement on selected line items within our previously reported
consolidated financial statements for the fiscal years ended December 31, 2007 and 2006, the transition period from
July 1, 2005 to December 31, 2005 (the Transition Period ) and the fiscal years ended June 30, 2005, 2004 and 2003.
The restatement has no impact on our cash flows. The following tables provide only a summary of the effects of the
restatement, do not include all line items that have been impacted by the restatement and should be read in
conjunction with the restated consolidated financial statements contained in Item 15 of Part IV of this amended report.

Fiscal Fiscal Transition Fiscal Fiscal Fiscal
Year Year Period Year Year Year
Net revenues(in Ended Ended Ended Ended Ended Ended
millions) 12/31/07 12/31/06 12/31/05 6/30/05 6/30/04 6/30/03
As Reported $ 464.7 $ 349.2 $ 164.0 $ 376.9 $ 303.7 $ 247.5
Adjustment (7.3) 44.0 1.3 (11.2) 11.5 (37.2)
As Restated $ 4574 $ 393.2 $ 1653 $ 365.7 $ 3152 $ 2103
Fiscal Fiscal Transition Fiscal Fiscal Fiscal
Diluted net Year Year Period Year Year Year
income (loss) per Ended Ended Ended Ended Ended Ended
share(in dollars) 12/31/07 12/31/06 12/31/05 6/30/05 6/30/04 6/30/03
As Reported $ 1.14 $ (1.39) $ 0.76 $ 1.01 $ 052 $ 0.84
Adjustment (0.06) 0.51 0.03 (0.09) 0.06 (0.34)
As Restated $ 1.08 $ (0.88) $ 0.79 $ 092 $ 0.58 $ 0.50
Fiscal Fiscal Transition Fiscal Fiscal Fiscal
Year Year Period Year Year Year
Working capital Ended Ended Ended Ended Ended Ended
(in millions) 12/31/07 12/31/06 12/31/05 6/30/05 6/30/04 6/30/03
As Reported $ 460.1 $ 3569 $ 6925 $ 600.1 $ 666.7 $ 576.8
Adjustment 37.1) (33.8) (61.5) (69.2) (62.1) (62.0)
As Restated $ 423.0 $ 323.1 $ 6310 $ 530.9 $ 604.6 $514.8

In connection with the restatement, management has assessed the effectiveness of our disclosure controls and
procedures and has included revised disclosure in this Form 10-K/A under Item 9A of Part II, Controls and
Procedures. Management identified a material weakness in our internal control over financial reporting with respect to
our interpretation and application of SFAS 48 as it applies to the calculation of sales return reserves, as described
under Item 9A of Part Il in Management s Report on Internal Control over Financial Reporting. Solely as a result of
this material weakness, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls
and procedures were not effective at a reasonable assurance level as of December 31, 2007 and the date of this filing.
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As of the date of this Form 10-K/A, we have adopted a sales return reserve methodology that management believes
complies with the requirements of SFAS 48. Management has taken and is taking steps, as described under Item 9A of
Part ITin Remediation Steps to Address Material Weakness, to remediate the material weakness in our internal control
over financial reporting. We believe that, as a result of management s in-depth review of its accounting processes, the
utilization of external resources and the additional procedures management has implemented, there are no material
inaccuracies or omissions of material fact in this Form 10-K/A and, to the
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best of our knowledge, we believe that the consolidated financial statements in this Form 10-K/A fairly present in all
material aspects the financial condition, results of operations and cash flows of the Company in conformity with
generally accepted accounting principles.

Consistent with good corporate governance, the Audit Committee of our Board of Directors, working with its
independent counsel and forensic accountants, conducted an independent inquiry into the matters giving rise to the
Company s need to restate its financial statements (the Internal Inquiry ). After completing the Internal Inquiry, the
Audit Committee concluded that the need to restate our consolidated financial statements was not the result of any
fraud or intentional wrongdoing on the part of any of our directors, officers or other employees. The Audit Committee
also noted that our independent registered public accounting firm, Ernst & Young LLP, was aware of and discussed
with us on several occasions in the past our methodology of accounting for sales return reserves. Neither the Company
nor Ernst & Young LLP has previously identified the misinterpretation and misapplication of generally accepted
accounting principles with respect to our sales return reserves prior to the PCAOB review, and Ernst & Young LLP
expressed unqualified opinions on our consolidated financial statements and our internal control over financial
reporting for each of the now-restated annual and transition periods. We have discussed this matter with the SEC s
Division of Enforcement and have committed to cooperating fully with the SEC in connection with any questions they
may have.

Because this Form 10-K/A sets forth the 2007 Form 10-K in its entirety, it includes items that have been changed
as a result of the restatement and the items that are unchanged from the 2007 Form 10-K. Other than the amending of
the disclosures relating to the restatement, this Form 10-K/A speaks as of the original filing date of the 2007 10-K and
has not been updated to reflect other events occurring subsequent to the original filing date. This includes
forward-looking statements and the portions of the Business section, Risk Factors and all other sections of this Form
10-K/A that were not directly impacted by the restatement, which should be read in their historical context. This Form
10-K/A should be read in conjunction with our Forms 10-Q/A for the quarters ended March 31, 2008 and June 30,
2008 and our Form 10-Q for the quarter ended September 30, 2008.

The following items have been amended as a result of the restatement:

PartI Item 1. Business and Item 1A. Risk Factors

Part I Item 6. Selected Financial Data

PartII Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations
PartII Item 8. Financial Statements and Supplementary Data

Part II Item 9A. Controls and Procedures

Part IV Item 15. Exhibits and Financial Statement Schedules

Note 2 to our restated consolidated financial statements discloses the nature of the restatement adjustments and
details the impact of the restatement adjustments on our consolidated financial statements as of December 31, 2007
and December 31, 2006, and the years ended December 31, 2007 and December 31, 2006, the six months ended
December 31, 2005, the unaudited six months ended December 31, 2004 and the fiscal year ended June 30, 2005. In
addition, Note 2 to the restated consolidated financial statements describes the effects of the restatement adjustments
to opening retained earnings as of July 1, 2004, which reflects the impact of the restatement on periods prior to the
fiscal year ended June 30, 2005. Information on the impact of the restatement on the fiscal years ended June 30, 2004
and June 30, 2003 is included in Item 6, Selected Financial Data, in Part II of this Form 10-K/A. Note 24 to our
restated consolidated financial statements sets forth unaudited restated quarterly financial information for each of the
eight quarters in the two years ended December 31, 2007. A discussion of the effects of the restatement for the
quarterly periods during 2007 and 2006 can be found in Management s Discussion and Analysis of Financial
Condition and Results of Operations under the section titled Quarterly Effects of the Restatement.
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We have not amended our Annual Reports on Form 10-K or Quarterly Reports on Form 10-Q for periods affected
by the restatement that ended prior to December 31, 2007, and the financial statements and related financial
information contained in such reports should no longer be relied upon. However, all applicable amounts relating to
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this restatement for such prior periods have been reflected in the consolidated financial statements and the related
notes to the consolidated financial statements in this Form 10-K/A.

Item 15 of Part IV of this Form 10-K/A has been amended to contain the currently-dated certifications from our
principal executive officer and principal financial officer, as required by Section 302 and 906 of the Sarbanes-Oxley
Act of 2002. Ernst & Young LLP has dual dated their reports on the consolidated financial statements and internal
control over financial reporting to the board of directors and stockholders with regard to Note 2 of the consolidated
financial statements and the material weakness described previously and updated their consent to the date of this
filing.
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PART I
Item 1. Business
Change in Fiscal Year

Effective December 31, 2005, we changed our fiscal year end from June 30 to December 31. This change was
made to align our fiscal year end with other companies within our industry. This Form 10-K/A is intended to cover the
audited calendar year January 1, 2007 to December 31, 2007, which we refer to as 2007. We refer to the audited
calendar year January 1, 2006 to December 31, 2006 as 2006 . Comparative financial information to 2006 is provided
in this Form 10-K/A with respect to the calendar year January 1, 2005 to December 31, 2005, which is unaudited and
we refer to as  2005. Additional audited information is provided with respect to the transition period July 1, 2005
through December 31, 2005, which we refer to as the Transition Period. We refer to the period beginning July 1, 2004
and ending June 30, 2005 as fiscal 2005 .

Restatement

We have amended and restated our consolidated financial statements as of December 31, 2007 and December 31,
2006, and for the years ended December 31, 2007 and December 31, 2006, the six months ended December 31, 2005
and the fiscal year ended June 30, 2005. The restatement principally relates to an error in our interpretation and
application of SFAS 48 as it relates to a component of our sales return reserve calculations. Additionally, because of
the impact of the changes in the sales returns reserve, we recorded adjustments to certain managed care, Medicaid and
consumer rebate accruals and have also reflected the related income tax effects of these adjustments. The restated
consolidated financial statements include other adjustments, including adjustments related to conforming our
historical accounting policies to current accounting policies, that were previously identified, but not previously
recorded, as they were deemed not to be material, either individually or in the aggregate. While none of these other
adjustments is individually material, they are being made as part of the restatement process. See Note 2 in the
accompanying consolidated financial statements for further information regarding the restatement.

The Company

We, together with our wholly owned subsidiaries, are a leading independent specialty pharmaceutical company
focusing primarily on helping patients attain a healthy and youthful appearance and self-image through the
development and marketing in the U.S. of products for the treatment of dermatological, aesthetic and podiatric
conditions. We believe that the U.S. market for dermatological pharmaceutical sales exceeds $6 billion annually.
According to the American Society for Aesthetic Plastic Surgery, a national not-for-profit organization for education
and research in cosmetic plastic surgery, nearly 11.7 million cosmetic surgical and non-surgical procedures were
performed in the United States during 2007, including approximately 9.6 million non-surgical cosmetic procedures.
We also market products in Canada for the treatment of dermatological and aesthetic conditions.

We have built our business by executing a four-part growth strategy: promoting existing brands, developing new
products and important product line extensions, entering into strategic collaborations, and acquiring complementary
products, technologies and businesses. Our core philosophy is to cultivate high integrity relationships of trust and
confidence with the foremost dermatologists and podiatrists and the leading plastic surgeons in the United States.

We offer a broad range of products addressing various conditions or aesthetic improvements, including facial
wrinkles, acne, fungal infections, rosacea, hyperpigmentation, photoaging, psoriasis, skin and skin-structure
infections, seborrheic dermatitis and cosmesis (improvement in the texture and appearance of skin). We currently
offer 18 branded products. Our primary brands are PERLANE® (hyaluronic acid), RESTYLANE® (hyaluronic acid),
SOLODYN® (minocycline HCI, USP), TRIAZ® (benzoyl peroxide), VANOS® (fluocinonide) Cream 0.1%, and
ZIANA® (clindamycin phosphate 1.2% and tretinoin 0.025%) Gel. Many of our primary brands currently enjoy
branded market leadership in the segments in which they compete. Because of the significance of these brands to

7
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our business, we concentrate our sales and marketing efforts in promoting them to physicians in our target markets.
We also sell a number of other products that we consider less critical to our business.

We develop and obtain marketing and distribution rights to pharmaceutical agents in various stages of
development. We have a variety of products under development, ranging from new products to existing product line
extensions and reformulations of existing products. Our product development strategy involves the rapid evaluation
and formulation of new therapeutics by obtaining preclinical safety and efficacy data, when possible, followed by
rapid safety and efficacy testing in humans. As a result of our increasing financial strength, we have begun adding
long-term projects to our development pipeline. Historically, we have supplemented our research and development
efforts by entering into research and development agreements with other pharmaceutical and biotechnology

companies.

Currently, we outsource all of our product manufacturing needs. The underlying cost to us for manufacturing our
products is established in our agreements with outside manufacturers. Because of the short-term nature of these
agreements, our expenses for manufacturing are not fixed and could change from contract to contract.

Our Products

We currently market 18 branded products. Our sales and marketing efforts are currently focused on our primary
brands. The following chart details certain important features of our primary brands:

Brand
PERLANE®

RESTYLANE®

SOLODYN®

TRIAZ®

VANOS®

ZIANA®

Dermal Restorative

Treatment

Injectable gel for implantation into the deep
dermis to superficial subcutis for the correction
of moderate to severe facial folds and wrinkles,
such as nasolabial folds

Injectable gel for treatment of moderate to
severe facial wrinkles and folds, such as
nasolabial folds

Once daily dosage in the treatment of
inflammatory lesions of non-nodular moderate
to severe acne vulgaris in patients 12 and older

Topical patented gel and cleanser and
patent-pending pad treatments for acne

Super-high potency topical corticosteroid
indicated for the relief of the inflammatory and
pruritic manifestations of corticosteroid
responsive dermatoses in patients 12 years of
age or older

Once daily topical gel treatment for acne
vulgaris in patients 12 and older

Products

U.S. Market Impact

Launched in May 2007 following U.S. Food
and Drug Administration ( FDA ) approval on
May 2, 2007

The leading worldwide injectable dermal filler,
launched in January 2004 following FDA
approval on December 12, 2003

Launched in July 2006 following FDA
approval on May 8, 2006

A leading branded prescription benzoyl
peroxide product, launched during fiscal 1996

Launched in April 2005 following FDA
approval on February 11, 2005

Approved by the FDA on November 7, 2006.
First commercial sales to wholesalers in
December 2006 and launched in January 2007

Our principal branded dermal restorative products are described below (see also Item 1A. Risk Factors):
RESTYLANE®, PERLANE®, RESTYLANE FINE LINES™ and SubQ™ are injectable, transparent,

stabilized hyaluronic acid gels, which require no patient sensitivity tests in advance of product administration. These
products are the leading particle-based hyaluronic acid dermal fillers and offer patients a tissue tailored result based on
their particular skin type volume augmentation needs. In the United States, the FDA regulates these products as
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medical devices. Medicis offers all four of these products in Canada, and began offering RESTYLANE® and
PERLANED® in the United States on January 6, 2004 and May 2, 2007, respectively. RESTYLANE FINE LINES ™
and SubQ™ have not yet been approved by the FDA for use in the United States. We acquired the exclusive U.S. and
Canadian rights to these dermal restorative products from Q-Med AB, a Swedish biotechnology and medical device
company and its affiliates (collectively Q-Med ) through license agreements.
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Prescription Pharmaceuticals

Our principal branded prescription pharmaceutical products are described below (see also Item 1A. Risk Factors):

SOLODYN®, launched to dermatologists in July 2006 after approval by the FDA on May 8, 2006, is the only oral
minocycline approved for once daily dosage in the treatment of inflammatory lesions of non-nodular moderate to
severe acne vulgaris in patients 12 years of age and older. SOLODYN® is also the only approved minocycline in
extended release tablet form. SOLODYN@ is lipid soluble, and its mode of action occurs in the skin and sebum.
SOLODYN@ is not bioequivalent to any other minocycline products, and is in no way interchangeable with other
forms of minocycline. SOLODYN® is patented until 2018 by a U.S. patent which covers SOLODYN® (see also
Item 1A. Risk Factors). Other patent applications covering SOLODYN® are to be filed or are pending (see also
Item 1A. Risk Factors). SOLODYN® is available by prescription in 45mg, 90mg and 135mg extended release tablet
dosages.

TRIAZ®, a topical therapy prescribed for the treatment of numerous forms and varying degrees of acne, is
available as a patented gel or cleanser or in a patent-pending pad in three concentrations. TRIAZ® products are
manufactured using the active ingredient benzoyl peroxide in a patented vehicle containing glycolic acid and zinc
lactate. Studies conducted by third parties have shown that benzoyl peroxide is the most efficacious agent available
for eradicating the bacteria that cause acne with no reported resistance. We introduced the TRIAZ® brand in fiscal
1996. In July 2003, we launched TRIAZ® Pads, the first benzoyl peroxide pad available in the U.S. indicated for the
topical treatment of acne vulgaris. TRIAZ® is protected by a U.S. patent that expires in 2015.

VANOS® Cream, launched to dermatologists in April 2005 after approval by the FDA on February 11, 2005, is a
super-high potency (Class 1) topical corticosteroid indicated for the relief of the inflammatory and pruritic
manifestations of corticosteroid responsive dermatoses in patients 12 years of age or older. The active ingredient in
VANOS® is fluocinonide 0.1%, and is the only fluocinonide available in the Class I category of topical
corticosteroids. Physicians may already be familiar with the fluocinonide 0.05%, the active ingredient in another of
our products, the Class II corticosteroid LIDEX®. Two double blind clinical studies have demonstrated the efficacy,
safety and tolerability of VANOS®. Its base was formulated to have the cosmetic elegance of a cream, yet behave like
an ointment on the skin. In addition, physicians have the flexibility of prescribing VANOS® either for once or twice
daily application. VANOS® Cream is protected by three U.S. patents that expire in 2021.

ZIANA® Gel, which contains clindamycin phosphate 1.2% and tretinoin 0.025%, was approved by the FDA on
November 7, 2006. Initial shipments of ZIANA® to wholesalers began in December 2006, with formal promotional
launch to dermatologists occurring in January 2007. ZIANA® is the first and only combination of clindamycin and
tretinoin approved for once daily use for the topical treatment of acne vulgaris in patients 12 years and older. ZIANA®
is also the first and only approved acne product to combine an antibiotic and a retinoid. ZIANA® is protected by a
U.S. patent for both composition of matter on the aqueous-based vehicle and method that expires in 2020. An
additional patent covering composition of matter has been placed before the U.S. Patent and Trademark Office to be
reissued. Each of these patents cover aspects of the unique vehicle which are used to deliver the active ingredients in
ZIANA®, ZIANA® is available by prescription in 30 gram and 60 gram tubes.

Research and Development

We develop and obtain rights to pharmaceutical agents in various stages of development. Currently, we have a
variety of products under development, ranging from new products to existing product line extensions and
reformulations of existing products. Our product development strategy involves the rapid evaluation and formulation
of new therapeutics by obtaining preclinical safety and efficacy data, when possible, followed by rapid safety and
efficacy testing in humans. As a result of our increasing financial strength, we have begun adding long-term projects
to our development pipeline. Historically, we have supplemented our research and development efforts by entering
into research and development agreements with other pharmaceutical and biotechnology companies.

9

Table of Contents 15



Edgar Filing: MEDICIS PHARMACEUTICAL CORP - Form 10-K/A

Table of Contents

We incurred total research and development costs for all of our sponsored and unreimbursed co-sponsored
pharmaceutical projects for 2007, 2006, the Transition Period, the corresponding six-month period of 2004 and fiscal
2005 of $39.4 million, $161.8 million, $22.4 million, $45.1 million, and $65.7 million, respectively. Research and
development costs for 2007 includes $8.0 million related to our option to acquire Revance Therapeutics, Inc.

( Revance ) or to license Revance s product currently under development. Research and development costs for 2006
include $125.2 million paid to Ipsen Ltd., a wholly-owned subsidiary of Ipsen, S.A. ( Ipsen ) pursuant to the
RELOXIN® development agreements. Research and development costs for the Transition Period include

$11.9 million paid to Dow Pharmaceutical Sciences, Inc. ( Dow ) pursuant to a development agreement. Research and
development costs for the corresponding six-month period of 2004 include $30.0 million related to our license
agreement with Q-Med related to the SubQ™ product, and $5.0 million related to our development and license
agreement with Ansata Therapeutics, Inc. ( Ansata ). Research and development costs for fiscal 2005 include $30.0
million related to our license agreement with Q-Med related to the SubQ™ product, $5.0 million related to our
development and license agreement with Ansata, and $8.3 million related to our research and development
collaboration with AAIPharma, Inc. ( AAIPharma ).

On December 11, 2007, we announced a strategic collaboration with Revance whereby we made an equity
investment in Revance and purchased an option to acquire Revance or to license exclusively in North America
Revance s novel topical botulinum toxin type A product currently under clinical development. The consideration to be
paid to Revance upon our exercise of the option will be at an amount that will approximate the then fair value of
Revance or the license of the product under development, as determined by an independent appraisal. The option
period will extend through the end of Phase 2 testing in the United States. In consideration for our $20.0 million
payment, we received preferred stock representing an approximate 13.7 percent ownership in Revance, or
approximately 11.7 percent on a fully diluted basis and the option to acquire Revance or to license the product under
development. The $20.0 million is expected to be used by Revance primarily for the development of the new product.
$12.0 million of the $20.0 million payment represents the fair value of the investment in Revance at the time of the
investment and is included in other long-term assets in our consolidated balance sheets as of December 31, 2007. The
remaining $8.0 million, which is non-refundable and is expected to be utilized in the development of the new product,
represents the residual value of the option to acquire Revance or to license the product under development and is
included in research and development expense for the three months ended December 31, 2007. Additionally, we have
committed to make further equity investments in Revance of up to $5.0 million under certain terms, subject to certain
conditions and prior to the exercise of the option to acquire Revance or to license exclusively Revance s topical
botulinum toxin type A product in North America.

Prior to the exercise of the option, Revance will remain primarily responsible for the worldwide development of
Revance s topical botulinum toxin type A product in consultation with us in North America. We will assume primary
responsibility for the development of the product should consummation of either a merger or a license for topically
delivered botulinum toxin type A in North America be completed under the terms of the option. Revance will have
sole responsibility for manufacturing the development product and manufacturing the product during
commercialization worldwide. Our right to exercise the option is triggered upon Revance s successful completion of
certain regulatory milestones through the end of Phase 2 testing in the United States. A license would contain a
payment upon exercise of the license option, milestone payments related to clinical, regulatory and commercial
achievements, and royalties based on sales, as defined in the license. If we elect to exercise the option, the financial
terms for the acquisition or license will be determined through an independent valuation in accordance with specified
methodologies.

On October 9, 2007, we entered into a development and license agreement with a company for the development of
a dermatologic product. Under terms of the agreement, we made an initial payment of $1.5 million upon execution of
the agreement. In addition, we are required to pay $18.0 million upon successful completion of certain clinical
milestones and $5.2 million upon the first commercial sales of the product in the U.S. We will also make royalty
payments based on net sales as defined in the license. The $1.5 million payment was recognized as a charge to
research and development expense during 2007.
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On June 19, 2006, we entered into an exclusive start-up development agreement with a company for the
development of a dermatologic product. Under terms of the agreement, we made an initial payment of $1.0 million
upon execution of the agreement, and are required to pay a milestone payment of $3.0 million upon execution of a
development and license agreement between the parties. In addition, we will pay approximately $16.0 million upon
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successful completion of certain clinical milestones and approximately $12.0 million upon the first commercial sales
of the product in the U.S. We also will make additional milestone payments upon the achievement of certain
commercial milestones. The $1.0 million payment was recognized as a charge to research and development expense
during 2006.

On March 17, 2006, we entered into a development and distribution agreement with Ipsen, whereby Ipsen granted
Aesthetica Ltd., our wholly-owned subsidiary, rights to develop, distribute and commercialize Ipsen s botulinum toxin
type A product in the United States, Canada and Japan for aesthetic use by physicians. The product is commonly
referred to as RELOXIN® in the U.S. aesthetic market and DYSPORT® in medical and aesthetic markets outside the
U.S. The product is not currently approved for use in the U.S., Canada or Japan. Upon execution of the development
and distribution agreement, we made an initial payment to Ipsen in the amount of $90.1 million in consideration for
the exclusive distribution rights in the U.S., Canada and Japan. We will pay Ipsen an additional $26.5 million upon
successful completion of various clinical and regulatory milestones (including $25.0 million upon the FDA s
acceptance of our Biologics License Application ( BLA ) for RELOX®N $75.0 million upon the product s approval
by the FDA and $2.0 million upon regulatory approval of the product in Japan. Ipsen will manufacture and provide the
product to us for the term of the agreement, which extends to December 2036. Ipsen will receive a royalty based on
sales and a supply price, the total of which is equivalent to approximately 30% of net sales as defined under the
agreement. Under the terms of the agreement, we are responsible for all remaining research and development costs
associated with obtaining the product s approval in the U.S., Canada and Japan.

On January 30, 2008, we received a letter from the FDA stating that, upon a preliminary review of our BLA for
RELOXIN®, the FDA has determined not to accept the BLA for filing because it is not sufficiently complete to permit
a substantive review. While we are uncertain of the impact at this time, the FDA s determination not to accept the BLA
may result in delays in the FDA s substantive response to the BLA.

Additionally, on March 17, 2006, Medicis and Ipsen agreed to negotiate and enter into an agreement relating to the
exclusive distribution and development rights of the product for the aesthetic market in Europe, and subsequently in
certain other markets. Under the terms of the U.S., Canada and Japan agreement, as amended, we were obligated to
make an additional $35.1 million payment to Ipsen if this agreement was not entered into by April 15, 2006. On
April 13, 2006, Medicis and Ipsen agreed to extend this deadline to July 15, 2006. In connection with this extension,
we paid Ipsen approximately $12.9 million in April 2006, which would be applied against the total obligation, in the
event an agreement was not entered into by the extended deadline. On July 17, 2006, Medicis and Ipsen agreed that
the two companies would not pursue an agreement for the commercialization of the product outside of the U.S.,
Canada and Japan. On July 17, 2006, we made the additional $22.2 million payment to Ipsen, representing the
remaining portion of the $35.1 million total obligation, resulting from the discontinuance of negotiations for other
territories.

The initial $90.1 million payment and the $35.1 million obligation were recognized as charges to research and
development expense during 2006.

On January 28, 2005, we amended our strategic alliance with AAIPharma, previously initiated in June 2002, for
the development, commercialization and license of a dermatologic product, SOLODYN®. The consummation of the
amendment did not affect the timing of the development project. The amendment allowed for the immediate transfer
of the work product as defined under the agreement, as well as the product s management and development, to us, and
provided that AATPharma would continue to assist us with the development of SOLODYN® on a fee for services
basis. We had no financial obligations to pay AAIPharma on the attainment of additional clinical milestones, but we
incurred approximately $8.3 million as a charge to research and development expense during the third quarter of fiscal
2005, as part of the amendment and the assumption of all liabilities associated with the project. SOLODYN® was
approved by the FDA on May 8, 2006. In addition to the amendment, we entered into a supply agreement with
AAIPharma for the manufacture of the product by AAIPharma. We have the right to qualify an alternate
manufacturing facility, and AAIPharma agreed to assist us in obtaining these qualifications. Upon the approval of the
alternate facility and approval of the product, we will pay AAIPharma approximately $1.0 million.
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On December 13, 2004, we entered into an exclusive development and license agreement and other ancillary
agreements with Ansata. The development and license agreement granted us the exclusive, worldwide rights to
Ansata s early stage, proprietary antimicrobial peptide technology. In accordance with the development and license
agreement, we paid $5.0 million upon signing of the contract, and would have been required to make additional
payments for the achievement of certain developmental milestones. In June 2006, the development project was
terminated. We have no current or future obligations related to this project. The initial $5.0 million payment was
recorded as a charge to research and development expense during the second quarter of fiscal 2005.

On July 15, 2004, we entered into an exclusive license agreement and other ancillary documents with Q-Med to
market, distribute and commercialize in the United States and Canada Q-Med s product currently known as SubOM.
Q-Med has the exclusive right to manufacture SubQ™ for Medicis. SubQ™ is currently not approved for use in the
United States. Under the terms of the license agreement, Medicis Aesthetics Holdings Inc., a wholly owned subsidiary
of Medicis, licenses SubQ™ for approximately $80.0 million, due as follows: approximately $30.0 million paid on
July 15, 2004, which was recorded as research and development expense during the first quarter of fiscal 2005;
approximately $10.0 million upon successful completion of certain clinical milestones; approximately $20.0 million
upon the satisfaction of certain defined regulatory milestones; and approximately $20.0 million upon U.S. launch of
SubQ™, We also will make additional milestone payments to Q-Med upon the achievement of certain commercial
milestones. SubQ™ is comprised of the same NASHA™ gsubstance as RESTYLANE®, PERLANE® and
RESTYLANE FINE LINES™ with a larger gel particle size and has patent protection until at least 2015 in the United
States.

On September 26, 2002, we entered into an exclusive license and development agreement with Dow for the
development and commercialization of ZIANA®. Under terms of the agreement, as amended, we made an initial
payment of $5.4 million and a development milestone payment of $8.8 million to Dow during fiscal 2003, a
development milestone payment of $2.4 million to Dow during fiscal 2004 and development milestone payments
totaling $11.9 million to Dow during the Transition Period. These payments were recorded as charges to research and
development expense in the periods in which the milestones were achieved. During the quarter ended December 31,
2006, ZIANA® was approved by the FDA and, in accordance with the agreement between the parties, we made an
additional payment of $1.0 million to Dow for the achievement of this milestone. The $1.0 million payment was
recorded as an intangible asset in our consolidated balance sheets. The agreement also included a one-time milestone
payment of $1.0 million payable to Dow the first time ZIANA® achieved a specific commercialization milestone
during a 12-month period ending on the anniversary of ZIANA® s launch date. This milestone was achieved during the
three months ended June 30, 2007, and the $1.0 million milestone payment was accrued for as of June 30, 2007 and
recorded as an addition to intangible assets in our consolidated balance sheets. In accordance with the agreement, the
milestone is payable during the three months ended March 31, 2008.

Sales and Marketing

Our combined dedicated sales force, consisting of 200 employees as of December 31, 2007, focuses on high patient
volume dermatologists and plastic surgeons. Since a relatively small number of physicians are responsible for writing
a majority of dermatological prescriptions and performing dermal aesthetic procedures, we believe that the size of our
sales force, including its currently ongoing expansion, is appropriate to reach our target physicians. Our therapeutic
dermatology sales forces consist of 109 employees who regularly call on approximately 12,000 dermatologists. Our
dermal aesthetic sales force consists of 91 employees who regularly call on leading plastic surgeons, facial plastic
surgeons, dermatologists and dermatologic surgeons. We also have eight national account managers who regularly
call on major drug wholesalers, managed care organizations, large retail chains, formularies and related organizations.

Our strategy is to cultivate relationships of trust and confidence with the high prescribing dermatologists and the
leading plastic surgeons in the United States. We use a variety of marketing techniques to promote our products
including sampling, journal advertising, promotional materials, specialty publications, coupons, money-back or
product replacement guarantees, educational conferences and informational websites. We also promote our dermal
aesthetic products through television and radio advertising.

We believe we have created an attractive incentive program for our sales force that is based upon goals in
prescription growth, market share achievement and customer service.
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Warehousing and Distribution

We utilize an independent national warehousing corporation to store and distribute our products from primarily
two regional warehouses in Nevada and Georgia, as well as additional warehouses in Maryland and North Carolina.
Upon the receipt of a purchase order through electronic data input ( EDI ), phone, mail or facsimile, the order is
processed through our inventory management systems and is transmitted electronically to the appropriate warehouse
for picking and packing. Upon shipment, the warehouse sends back to us via EDI the necessary information to
automatically process the invoice in a timely manner.
Customers

Our customers include certain of the nation s leading wholesale pharmaceutical distributors, such as Cardinal
Health, Inc. ( Cardinal ) and McKesson Corporation ( McKesson ) and other major drug chains. During 2007, 2006, the
Transition Period, the comparable six-month period in 2004 and fiscal 2005, these customers accounted for the
following portions of our net revenues:

Comparable
Six-Month
Transition Period
Fiscal
2007 2006 Period in 2004 2005
McKesson 52.2% 56.8% 54.9% 50.8% 51.2%
Cardinal 16.9% 19.3% 18.9% 19.7% 21.8%

McKesson is our sole distributor of our RESTYLANE® and PERLANE® products in the United States and
Canada.

Third-Party Reimbursement

Our operating results and business success depend in large part on the availability of adequate third-party payor
reimbursement to patients for our prescription-brand products. These third-party payors include governmental entities
such as Medicaid, private health insurers and managed care organizations. Because of the size of the patient
population covered by managed care organizations, marketing of prescription drugs to them and the pharmacy benefit
managers that serve many of these organizations has become important to our business.

The trend toward managed healthcare in the United States and the growth of managed care organizations could
significantly influence the purchase of pharmaceutical products, resulting in lower prices and a reduction in product
demand. Managed care organizations and other third party payors try to negotiate the pricing of medical services and
products to control their costs. Managed care organizations and pharmacy benefit managers typically develop
formularies to reduce their cost for medications. Formularies can be based on the prices and therapeutic benefits of the
available products. Due to their lower costs, generic products are often favored. The breadth of the products covered
by formularies varies considerably from one managed care organization to another, and many formularies include
alternative and competitive products for treatment of particular medical conditions. Exclusion of a product from a
formulary can lead to its sharply reduced usage in the managed care organization patient population. Payment or
reimbursement of only a portion of the cost of our prescription products could make our products less attractive, from
a net-cost perspective, to patients, suppliers and prescribing physicians.

Some of our products are not of a type generally eligible for reimbursement. It is possible that products
manufactured by others could address the same effects as our products and be subject to reimbursement. If this were
the case, some of our products may be unable to compete on a price basis. In addition, decisions by state regulatory
agencies, including state pharmacy boards, and/or retail pharmacies may require substitution of generic for branded
products, may prefer competitors products over our own, and may impair our pricing and thereby constrain our market
share and growth.

Seasonality
13
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Our business, taken as a whole, is not materially affected by seasonal factors, although a substantial portion of our
prescription product revenues has been recognized in the last month of each quarter and we schedule our inventory
purchases to meet anticipated customer demand. As a result, relatively small delays in the receipt of manufactured
products by us could result in revenues being deferred or lost.

Manufacturing

We currently outsource all of our manufacturing needs, and we are required by the FDA to contract only with
manufacturers who comply with current Good Manufacturing Practices ( cGMP ) regulations and other applicable laws
and regulations. Typically our manufacturing contracts are short-term. We review our manufacturing arrangements on
a regular basis and assess the viability of alternative manufacturers if our current manufacturers are unable to fulfill
our needs. If any of our manufacturing partners are unable to perform their obligations under our manufacturing
agreements or if any of our manufacturing agreements are terminated, we may experience a disruption in the
manufacturing of the applicable product that would adversely affect our results of operations.

Under several exclusive supply agreements, with certain exceptions, we must purchase most of our product supply
from specific manufacturers. If any of these exclusive manufacturer or supplier relationships were terminated, we
would be forced to find a replacement manufacturer or supplier. The FDA requires that all manufacturers used by
pharmaceutical companies comply with the FDA s regulations, including the cGMP regulations applicable to
manufacturing processes. The cGMP validation of a new facility and the approval of that manufacturer for a new drug
product may take a year or more before manufacture can begin at the facility. Delays in obtaining FDA validation of a
replacement manufacturing facility could cause an interruption in the supply of our products. Although we have
business interruption insurance to assist in covering the loss of income for products where we do not have a secondary
manufacturer, which may mitigate the harm to us from the interruption of the manufacturing of our largest selling
products caused by certain events, the loss of a manufacturer could still cause a reduction in our sales, margins and
market share, as well as harm our overall business and financial results.

We and the manufacturers of our products rely on suppliers of raw materials used in the production of our
products. Some of these materials are available from only one source and others may become available from only one
source. We try to maintain inventory levels that are no greater than necessary to meet our current projections, which
could have the affect of exacerbating supply problems. Any interruption in the supply of finished products could
hinder our ability to timely distribute finished products. If we are unable to obtain adequate product supplies to satisfy
our customers orders, we may lose those orders and our customers may cancel other orders and stock and sell
competing products. This, in turn, could cause a loss of our market share and reduce our revenues. In addition, any
disruption in the supply of raw materials or an increase in the cost of raw materials to our manufacturers could have a
significant effect on their ability to supply us with our products, which would adversely affect our financial condition
and results of operations.

Our TRIAZ®, VANOS® and ZIANA® branded products are manufactured by Contract Pharmaceuticals Limited
pursuant to a manufacturing agreement that automatically renews on an annual basis, unless terminated by either
party.

Our RESTYLANE® and PERLANE® branded products in the U.S. and Canada are manufactured by Q-Med
pursuant to a long-term supply agreement that expires no earlier than 2013.

Our SOLODYN® branded product is manufactured by AAIPharma pursuant to a long-term supply agreement that
expires in 2010, unless extended by mutual agreement. We are also in the process of qualifying an alternative
manufacturing facility for SOLODYN®. Upon the approval of the alternate facility and approval of the product, we
will pay AAIPharma approximately $1.0 million.
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Raw Materials

We and the manufacturers of our products rely on suppliers of raw materials used in the production of our
products. Some of these materials are available from only one source and others may become available from only one
source. Any disruption in the supply of raw materials or an increase in the cost of raw materials to our manufacturers
could have a significant effect on their ability to supply us with our products.

License and Royalty Agreements

Pursuant to license agreements with third parties, we have acquired rights to manufacture, use or market certain of
our existing products, as well as many of our development products and technologies. Such agreements typically
contain provisions requiring us to use our best efforts or otherwise exercise diligence in pursuing market development
for such products in order to maintain the rights granted under the agreements and may be canceled upon our failure to
perform our payment or other obligations. In addition, we have licensed certain rights to manufacture, use and sell
certain of our technologies outside the United States and Canada to various licensees.

Trademarks, Patents and Proprietary Rights

We believe that trademark protection is an important part of establishing product and brand recognition. We own a
number of registered trademarks and trademark applications. U.S. federal registrations for trademarks remain in force
for 10 years and may be renewed every 10 years after issuance, provided the mark is still being used in commerce.
OMNICEF® is a trademark of Fujisawa Pharmaceutical Co. Ltd. and is used under a license from Abbott
Laboratories, Inc. ( Abbott ). On April 1, 2005, Fujisawa Pharmaceutical Co. Ltd. merged with Yamanouchi
Pharmaceutical Co. Ltd., creating Astelles Pharma, Inc.

We have obtained and licensed a number of patents covering key aspects of our products, including a U.S. patent
expiring in October of 2015 covering various formulations of TRIAZ®, a U.S. patent expiring in October of 2015
covering RESTYLANE®, a U.S. patent expiring in February of 2018 covering SOLODYN® Tablets, two U.S. patents
expiring in February of 2015 and August of 2020 covering ZIANA® Gel, and three U.S. patents expiring in
December 2021 covering VANOS® Cream. We have patent applications pending relating to SOLODYN® Tablets,
and ZIANA® Gel. We are also pursuing several other U.S. and foreign patent applications.

We rely and expect to continue to rely upon unpatented proprietary know-how and technological innovation in the
development and manufacture of many of our principal products. Our policy is to require all our employees,
consultants and advisors to enter into confidentiality agreements with us.

Our success with our products will depend, in part, on our ability to obtain, and successfully defend if challenged,
patent or other proprietary protection. However, the issuance of a patent is not conclusive as to its validity or as to the
enforceable scope of the claims of the patent. Accordingly, our patents may not prevent other companies from
developing similar or functionally equivalent products or from successfully challenging the validity of our patents. As
a result, if our patent applications are not approved or, even if approved, such patents are circumvented or not upheld
in a legal proceeding, our ability to competitively exploit our patented products and technologies may be significantly
reduced. Also, such patents may or may not provide competitive advantages for their respective products or they may
be challenged or circumvented by competitors, in which case our ability to commercially exploit these products may
be diminished.

Third parties may challenge and seek to invalidate or circumvent our patents and patent applications relating to our
products, product candidates and technologies. Challenges may result in potentially significant harm to our business.
The cost of responding to these challenges and the inherent costs to defend the validity of our patents, including the
prosecution of infringements and the related litigation, can require a substantial commitment of our management s
time, be costly and can preclude or delay the commercialization of products. For example, on January 15, 2008,
IMPAX Laboratories, Inc. filed a lawsuit against us in the United States District Court for the Northern District of
California seeking a declaratory judgment that our U.S. Patent No. 5,908,838 related to SOLODYN® is invalid and is
not infringed by IMPAX s October 2007 filing of an Abbreviated New Drug Application for a generic version of
SOLODYN®. See Item 3 of Part I of this amended report, Legal
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Proceedings and Note 16, Commitments and Contingencies, in the notes to the consolidated financial statements listed
under Item 15 of Part IV of this amended report, Exhibits and Financial Statement Schedules, for information
concerning our current intellectual property litigation.

From time to time, we may need to obtain licenses to patents and other proprietary rights held by third parties to
develop, manufacture and market our products. If we are unable to timely obtain these licenses on commercially
reasonable terms, our ability to commercially exploit such products may be inhibited or prevented.

Competition

The pharmaceutical and dermal aesthetics industries are characterized by intense competition, rapid product
development and technological change. Numerous companies are engaged in the development, manufacture and
marketing of health care products competitive with those that we offer. As a result, competition is intense among
manufacturers of prescription pharmaceuticals and dermal injection products, such as for our primary brands.

Many of our competitors are large, well-established pharmaceutical, chemical, cosmetic or health care companies
with considerably greater financial, marketing, sales and technical resources than those available to us. Additionally,
many of our present and potential competitors have research and development capabilities that may allow them to
develop new or improved products that may compete with our product lines. Our products could be rendered obsolete
or made uneconomical by the development of new products to treat the conditions addressed by our products,
technological advances affecting the cost of production, or marketing or pricing actions by one or more of our
competitors. Each of our products competes for a share of the existing market with numerous products that have
become standard treatments recommended or prescribed by dermatologists and podiatrists and administered by plastic
surgeons and aesthetic dermatologists. In addition to product development, other competitive factors affecting the
pharmaceutical industry include testing, approval and marketing, industry consolidation, product quality and price,
product technology, reputation, customer service and access to technical information.

The largest competitors for our prescription dermatological products include Allergan, Galderma, Johnson &
Johnson, Sanofi-Aventis, Stiefel Laboratories and Warner Chilcott. Several of our primary prescription brands
compete or may compete in the near future with generic (non-branded) pharmaceuticals, which claim to offer
equivalent therapeutic benefits at a lower cost. In some cases, insurers, third-party payors and pharmacies seek to
encourage the use of generic products, making branded products less attractive, from a cost perspective, to buyers.

Our facial aesthetics products compete primarily against Allergan. Among other dermal filler products, Allergan
markets Juvéderm™. Allergan is a larger company than Medicis, and has greater financial, marketing, sales and
technical resources than those available to us. Other dermal filler products, such as Artes Medical s Artefifl,

BioForm Medical s Radiess®, Sanofi-Aventis Sculptifi, and Anika Therapeutics Eleves™ have also recently been
approved by the FDA. Patients may differentiate these products from RESTYLANE® and PERLANE® based on
price, efficacy and/or duration, which may appeal to some patients. In addition, there are several dermal filler products
under development and/or in the FDA pipeline for approval, including products from Johnson & Johnson and Mentor
Corporation, which claim to offer equivalent or greater facial aesthetic benefits to RESTYLANE® and PERLANE®
and, if approved, the companies producing such products could charge less to doctors for their products.

Government Regulation

The manufacture and sale of biological products, drugs and medical devices are subject to regulation principally by
the FDA, but also by other federal agencies and state and local authorities in the United States, and by comparable
agencies in certain foreign countries. The Federal Trade Commission ( FTC ), the FDA and state and local authorities
regulate the advertising of over-the-counter drugs and cosmetics. The Federal Food, Drug and Cosmetic Act and the
regulations promulgated thereunder, and other federal and state statutes and regulations, govern, among other things,
the testing, manufacture, safety, effectiveness, labeling, storage, record keeping, approval, sale, distribution,
advertising and promotion of our products.
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Our RESTYLANE® and PERLANE® dermal filler products are prescription medical devices intended for human
use and are subject to regulation by the FDA in the United States. Unless an exemption applies, a medical device in
the U.S. must have a Premarket Approval Application ( PMA ) in accordance with the Federal Food, Drug, and
Cosmetic Act, as amended, or a 510(k) clearance (a demonstration that the new device is substantially equivalent to a
device already on the market). RESTYLANE®, PERLANE® and non-collagen dermal fillers are subject to PMA
regulations that require premarket review of clinical data on safety and effectiveness. FDA device regulations for
PMAs generally require reasonable assurance of safety and effectiveness prior to marketing, including safety and
efficacy data obtained under clinical protocols approved under an Investigational Device Exemption ( IDE ) and the
manufacturing of the device requires compliance with quality systems regulations ( QSRs ), as verified by detailed
FDA investigations of manufacturing facilities. These regulations also require post-approval reporting of alleged
product defects, recalls and certain adverse experiences to the FDA. Generally, FDA regulations divide medical
devices into three classes. Class I devices are subject to general controls that require compliance with device
establishment registration, product listing, labeling, QSRs and other general requirements that are also applicable to
all classes of medical devices but, at least currently, most are not subject to pre-market review. Class Il devices are
subject to special controls in addition to general controls and generally require the submission of a premarket
notification (501(k) clearance) before marketing is permitted. Class III devices are subject to the most comprehensive
regulation and in most cases, other than those that remain grandfathered based on clinical use before 1976, require
submission to the FDA of a PMA application that includes biocompatibility, manufacturing and clinical data
supporting the safety and effectiveness of the device as well as compliance with the same provisions applicable to all
medical devices such as QSRs. Annual reports must be submitted to the FDA, as well as descriptions of certain
adverse events that are reported to the sponsor within specified timeframes of receipt of such reports. RESTYLANE®
and PERLANE® are regulated as a Class IIl PMA-required medical device. RESTYLANE® and PERLANE® have
been approved by the FDA under a PMA.

In general, products falling within the FDA s definition of new drugs require premarket approval by the FDA.
Products falling within the FDA s definition of cosmetics or of drugs (if they are not also new drugs ) and that are
generally recognized as safe and effective do not require premarketing clearance although all drugs must comply with
a host of post-market regulations, including manufacture under cGMP and adverse experience reporting. The steps
required before a new drug may be marketed, shipped or sold in the United States typically include (i) preclinical
laboratory and animal testing of pharmacology and toxicology; (ii) manufacture under cGMP; (iii) submission to the
FDA of an Investigational New Drug (or IND ) application, which must become effective before clinical trials may
commence; (iv) at least two adequate and well-controlled clinical trials to establish the safety and efficacy of the drug
(for some applications, the FDA may accept one large clinical trial) beyond those human clinical trials necessary to
establish a safe dose and to identify the human absorption, distribution, metabolism and excretion of the active
ingredient as applicable; (v) submission to the FDA of a New Drug Application (or NDA ); and (vi) FDA approval of
the NDA. In addition to obtaining FDA approval for each product, each drug-manufacturing establishment must be
registered with, and approved through a pre-approval application (PAI) by, the FDA.

New drugs may also be approved by the agency pursuant to an Abbreviated New Drug Application ( ANDA ) for
generic drugs if the same active ingredient has previously been approved by the agency and the original sponsor of the
NDA no longer has patent protection or statutory marketing exclusivity. Approval of an ANDA does not generally
require the submission of clinical data on the safety and effectiveness of the drug product if in an oral or parental
dosage form. Clinical studies may be required for certain topical ANDAs. However, even if no clinical studies are
required, the applicant must provide dissolution and/or metabolic studies to show that the active ingredient in an oral
generic drug sponsor s application is comparably available to the patient as the original product in the NDA upon
which the ANDA is based.

Preclinical or biocompatibility testing is generally conducted on laboratory animals to evaluate the potential safety
and toxicity of a drug. The results of these studies are submitted to the FDA as a part of an IND or IDE application,
which must be approved before clinical trials in humans can begin. Typically, clinical evaluation of new drugs
involves a time consuming and costly three-phase process. In Phase I, clinical trials are conducted with a small
number of subjects to determine the early safety profile, the relationship of safety to dose, and the pattern of drug
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of effect, if any, as compared to the current treatment regimen. In Phase III, at least two large-
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scale, multi-center, comparative trials are conducted with patients afflicted with a target disease to provide sufficient
confirmatory data to support the efficacy and safety required by the FDA. The FDA closely monitors the progress of
each of the three phases of clinical trials and may, at its discretion, re-evaluate, alter, suspend or terminate the testing
based upon the data that have been accumulated to that point and its assessment of the risk/benefit ratio to the patient.

FDA approval is required before a new drug product may be marketed in the United States. However, many
historically over-the-counter ( OTC ) drugs are exempt from the FDA s premarket approval requirements. In 1972, the
FDA instituted the ongoing OTC Drug Review to evaluate the safety and effectiveness of all active ingredients and
associated labeling ( OTC drugs ) that were proven to be in the market before enactment of the Drug Amendments of
1962. Through this process, the FDA issues monographs that set forth the specific active ingredients, dosages,
indications and labeling statements for OTC drugs that the FDA will consider generally recognized as safe and
effective and therefore not subject to premarket approval. Before issuance of a final OTC drug monograph as a federal
regulation, OTC drugs are classified by the FDA in one of three categories: Category I ingredients and labeling which
are deemed safe and effective for over-the-counter use; Category II ingredients and labeling which are deemed not
generally recognized as safe and effective for over-the-counter use; and Category III ingredients and labeling which
are deemed possibly safe and effective with studies ongoing. Based upon the results of these ongoing studies and
pursuant to a court order, the FDA is required to reclassify all Category III ingredients as either Category I or
Category II before issuance of a final monograph through notice and comment rule-making. For certain categories of
OTC drugs not yet subject to a final monograph, the FDA usually permits such drugs to continue to be marketed until
a final monograph becomes effective, unless the drug will pose a potential health hazard to consumers. Stated
differently, the FDA generally permits continued marketing only of any Category I products and those Category III
products that are safe but unknown efficacy products during the pendency of a final monograph. Drugs subject to final
monographs, as well as drugs that are subject only to proposed monographs, are also and separately subject to various
FDA regulations concerning, for example, cGMP, general and specific OTC labeling requirements and prohibitions
against promotion for conditions other than those stated in the labeling. OTC drug manufacturing facilities are subject
to FDA inspection, and failure to comply with applicable regulatory requirements may lead to administrative or
judicially imposed penalties.

Each of the active ingredients in LOPROX® products have been approved by the FDA under an NDA. The active
ingredient in DYNACIN® branded products has been approved by the FDA under an ANDA. The active ingredient in
the TRIAZ® products has been classified as a Category III ingredient under a tentative final FDA monograph for OTC
use in treatment of labeled conditions. The FDA has requested, and a task force of the Non-Prescription Drug
Manufacturers Association (or NDMA ), a trade association of OTC drug manufacturers, has undertaken further
studies to confirm that benzoyl peroxide, an active ingredient in the TRIAZ® products, is not a tumor promoter when
tested in conjunction with UV light exposure. The TRIAZ® products, which we sell on a prescription basis, have the
same ingredients at the same dosage levels as the OTC products. When the FDA issues the final monograph, one of
several possible outcomes that may occur is that we may be required by the FDA to discontinue sales of TRIAZ®
products until and unless we file an NDA covering such product. There can be no assurance as to the results of these
studies or any FDA action to reclassify benzoyl peroxide. In addition, there can be no assurance that adverse test
results would not result in withdrawal of TRIAZ® products from marketing. An adverse decision by the FDA with
respect to the safety of benzoyl peroxide could result in the assertion of product liability claims against us and could
have a material adverse effect on our business, financial condition and results of operations.

Our TRIAZ® branded products must meet the composition and labeling requirements established by the FDA for
products containing their respective basic ingredients. We believe that compliance with those established standards
avoids the requirement for premarket clearance of these products. There can be no assurance that the FDA will not
take a contrary position in the future. Our PLEXION® branded products, which contain the active ingredients sodium
sulfacetamide and sulfur, are marketed under the FDA compliance policy entitled Marketed New Drugs without
Approved NDAs or ANDAs.

We believe that certain of our products, as they are promoted and intended by us for use, are exempt from being
considered new drugs based upon the introduction date of their active ingredients and therefore do not require
premarket clearance. There can be no assurance that the FDA will not take a contrary position in the future. If the
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over-the-counter products or withdraw such products from the market. We believe that these products are compliant
with applicable regulations governing product safety, use of ingredients, labeling, promotion and manufacturing
methods.

We also will be subject to foreign regulatory authorities governing clinical trials and pharmaceutical sales for
products we seek to market outside the United States. Whether or not FDA approval has been obtained, approval of a
product by the comparable regulatory authorities of foreign countries must be obtained before marketing the product
in those countries. The approval process varies from country to country, the approval process time required may be
longer or shorter than that required for FDA approval, and any foreign regulatory agency may refuse to approve any
product we submit for review.

Our History

We filed our certificate of incorporation with the Secretary of State of Delaware on July 28, 1988. We completed
our initial public offering during our fiscal year ended June 30, 1990, and launched our initial pharmaceutical products
during our fiscal year ended June 30, 1991.

Employees

At December 31, 2007, we had 472 full-time employees. No employees are subject to a collective bargaining
agreement. We believe we have a good relationship with our employees.
Available Information

We make available free of charge on or through our Internet website, www.medicis.com, our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports, if any,
filed or furnished pursuant to Section 13(a) of 15(d) of the Securities Exchange Act of 1934, as amended, as soon as
reasonably practicable after they are electronically filed with, or furnished to, the SEC. We also make available free of
charge on or through our website our Business Code of Conduct and Ethics, Corporate Governance Guidelines,
Nominating and Corporate Governance Committee Charter, Compensation Committee Charter and Audit Committee
Charter. The information contained on our website is not incorporated by reference into this Annual Report on Form
10-K/A.
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Item 1A. Risk Factors

Our statements in this amended report, other reports that we file with the SEC, our press releases and in public
statements of our officers and corporate spokespersons contain forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, Section 21 of the Securities Exchange Act of 1934, as
amended, and the Private Securities Litigation Reform Act of 1995. You can identify these statements by the fact that
they do not relate strictly to historical or current events, and contain words such as anticipate, estimate, expect,

project, intend, will, plan, believe, should, outlook, could, target and other words of similar meaning
with discussion of future operating or financial performance. These include statements relating to future actions,
prospective products or product approvals, future performance or results of current and anticipated products, sales
efforts, expenses, the outcome of contingencies such as legal proceedings and financial results. These statements are
based on certain assumptions made by us based on our experience and perception of historical trends, current
conditions, expected future developments and other factors we believe are appropriate in the circumstances. Such
statements are subject to a number of assumptions, risks and uncertainties, many of which are beyond our control.
These forward-looking statements reflect the current views of senior management with respect to future events and
financial performance. No assurances can be given, however, that these activities, events or developments will occur
or that such results will be achieved, and actual results may vary materially from those anticipated in any
forward-looking statement. Any such forward-looking statements, whether made in this amended report or elsewhere,
should be considered in context of the various disclosures made by us about our businesses including, without
limitation, the risk factors discussed below. We do not plan to update any such forward-looking statements and
expressly disclaim any duty to update the information contained in this filing except as required by law.

We operate in a rapidly changing environment that involves a number of risks. The following discussion highlights
some of these risks and others are discussed elsewhere in this amended report. These and other risks could materially
and adversely affect our business, financial condition, prospects, operating results or cash flows.

Risks Related To Our Business

The restatement of our consolidated financial statements has subjected us to a number of additional risks and
uncertainties, including increased costs for accounting and legal fees and the increased possibility of legal
proceedings.

As discussed elsewhere in this Form 10-K/A and in Note 2 to our consolidated financial statements, we determined
that our consolidated financial statements for the annual, transition and quarterly periods in fiscal years 2003 through
2007 and the first and second quarters of 2008 should be restated due to an error in our interpretation and application
of SFAS 48 as it applies to a component of our sales return reserve calculations. As a result of the restatement, we
have become subject to a number of additional risks and uncertainties, including:

We incurred substantial unanticipated costs for accounting and legal fees in connection with the restatement.
Although the restatement is complete, we expect to continue to incur accounting and legal costs as noted
below.

As a result of the restatement, we have been named in a number of lawsuits as discussed in Item 3 of Part I of
this amended report, Legal Proceedings and Note 16, Commitments and Contingencies. The plaintiffs in these
lawsuits may make additional claims, expand existing claims and/or expand the time periods covered by the
complaints. Other plaintiffs may bring additional actions with other claims, based on the restatement. If such
events occur, we may incur substantial defense costs regardless of the outcome of these actions and insurance
and indemnification may not be sufficient to cover the losses we may incur. Likewise, such events might cause
a diversion of our management s time and attention. If we do not prevail in one or more of these actions, we
could be required to pay substantial damages or settlement costs, which could adversely affect our business,
financial condition, results of operations and liquidity.
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Management recently identified a material weakness in our internal control over financial reporting with respect to
our interpretation and application of SFAS 48 as it applies to the calculation of sales return reserves. Additionally,
management may identify material weaknesses in the future that could adversely affect investor confidence, impair the
value of our common stock and increase our cost of raising capital.

In connection with the restatement, we have assessed the effectiveness of our disclosure controls and procedures.
Management identified a material weakness in our internal control over financial reporting with respect to our
interpretation and application of SFAS 48 as it applies to the calculation of sales return reserves. As a result of this
material weakness, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and
procedures were not effective at a reasonable assurance level as of December 31, 2007 and the date of this filing. In
response, we have adopted a sales return reserve methodology that we believe complies with the requirements of
SFAS 48. Management has taken and is taking steps to remediate the material weakness in our internal control over
financial reporting. There can be no assurance as to how quickly or effectively our remediation steps will remediate
the material weakness in our internal control over financial reporting or that additional material weaknesses will not
be identified in the future.

Any failure to remedy additional deficiencies in our internal control over financial reporting that may be
discovered in the future or to implement new or improved controls, or difficulties encountered in the implementation
of such controls, could harm our operating results, cause us to fail to meet our reporting obligations or result in
material misstatements in our financial statements. Any such failure could, in turn, affect the future ability of our
management to certify that our internal control over our financial reporting is effective and, moreover, affect the
results of our independent registered public accounting firm s attestation report regarding our management s
assessment. Inferior internal control over financial reporting could also subject us to the scrutiny of the SEC and other
regulatory bodies and could cause investors to lose confidence in our reported financial information, which could have
an adverse effect on the trading price of our common stock.

In addition, if we or our independent registered public accounting firm identify additional deficiencies in our
internal control over financial reporting, the disclosure of that fact, even if quickly remedied, could reduce the market s
confidence in our financial statements and harm our share price. Furthermore, additional deficiencies could result in
future non-compliance with Section 404 of the Sarbanes-Oxley Act of 2002. Such non-compliance could subject us to
a variety of administrative sanctions, including the suspension or delisting of our ordinary shares from the NYSE and
review by the NYSE, the SEC, or other regulatory authorities.

Certain of our primary products could lose patent protection in the near future and become subject to competition
from generic forms of such products. If that were to occur, sales of those products would decline significantly and
such decline could have a material adverse effect on our results of operations.

We depend upon patents to provide us with exclusive marketing rights for certain of our primary products for some
period of time. If product patents for our primary products expire, or are successfully challenged by our competitors,
in the United States and in other countries, we would face strong competition from lower price generic drugs. Loss of
patent protection for any of our primary products would likely lead to a rapid loss of sales for that product, as lower
priced generic versions of that drug become available. In the case of products that contribute significantly to our sales,
the loss of patent protection could have a material adverse effect on our results of operations. For example, while
current patent coverage for SOLODYN® does not expire until 2018, SOLODYN® may face generic competition in the
near future without prior notice if a generic competitor decides to enter the market notwithstanding the risk of a suit
for patent infringement. Because SOLODYN® contains an antibiotic drug that was first approved by the FDA prior to
the enactment of the Food and Drug Administration Modernization Act of 1997, or FDAMA, SOLODYN?® does not
have the benefit of the protections offered under the Hatch-Waxman Act. Accordingly, we would not receive a
Paragraph IV notice regarding SOLODYN® from any potential generic competitor and would not be entitled to an
automatic 30-month stay of generic entry that would be available to a patent owner filing an infringement suit based
on receipt of such a notice. We currently have one issued patent relating to SOLODYN®. As part of our patent
strategy, we are currently pursuing additional patent protection for SOLODYN®. However, we cannot provide any
assurance that any additional patents will be issued relating to SOLODYN® and the failure to obtain additional patent
protection could adversely affect our ability to deter generic competition, which would adversely affect SOLODYN®
revenue and our results of operations. On January 15, 2008, we announced that IMPAX Laboratories, Inc. ( IMPAX )
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that IMPAX has filed an ANDA seeking FDA approval to market a generic version of SOLODYN® (minocycline
HCI) extended-release capsules. IMPAX has not advised us as to the status of the FDA s review of its filing, or
whether IMPAX has complied with recent FDA requirements for proving bioequivalence. Also on January 15, 2008,
IMPAX filed a lawsuit against us in the United States District Court for the Northern District of California seeking a
declaratory judgment that our U.S. Patent No. 5,908,838 related to SOLODYN® is invalid and is not infringed by
IMPAX s ANDA for a generic version of SOLODYN. In addition to SOLODYN®, many of our primary prescription
products may be subject to generic competition in the near future. If any of our primary products are rendered obsolete
or uneconomical by competitive changes, including generic competition, our results of operation would be materially
and adversely affected.

If we are unable to secure and protect our intellectual property and proprietary rights, or if our intellectual property
rights are found to infringe upon the intellectual property rights of other parties, our business could suffer.

Our success depends in part on our ability to obtain patents or rights to patents, protect trade secrets, operate
without infringing upon the proprietary rights of others, and prevent others from infringing on our patents, trademarks,
service marks and other intellectual property rights.

We believe that the protection of our trademarks and service marks is an important factor in product recognition
and in our ability to maintain or increase market share. If we do not adequately protect our rights in our various
trademarks and service marks from infringement, their value to us could be lost or diminished. If the marks we use are
found to infringe upon the trademark or service mark of another company, we could be forced to stop using those
marks and, as a result, we could lose the value of those marks and could be liable for damages caused by an
infringement.

The patents and patent applications in which we have an interest may be challenged as to their validity or
enforceability or infringement. Any such challenges may result in potentially significant harm to our business and
enable generic entry to markets for our products. The cost of responding to any such challenges and the cost of
prosecuting infringement claims and any related litigation, could be substantial. In addition, any such litigation also
could require a substantial commitment of our management s time. On January 15, 2008, IMPAX filed a lawsuit
against us in the United States District Court for the Northern District of California seeking a declaratory judgment
that our U.S. Patent No. 5,908,838 related to SOLODYN® is invalid and is not infringed by IMPAX s filing of an
ANDA for a generic version of SOLODYN®, See Item 3 of Part I of this amended report, Legal Proceedings and Note
16, Commitments and Contingencies, in the notes to the consolidated financial statements listed under Item 15 of Part
IV of this amended report, Exhibits and Financial Statement Schedules, for information concerning our current
intellectual property litigation.

We are pursuing several United States patent applications; although we cannot be sure that any of these patents will
ever be issued. For example, on November 6, 2007, we received notification of a non-final rejection from the U.S.
Patent and Trademark Office relating to certain patent applications that we filed relating to SOLODYN®. We
responded promptly to the non-final rejections and are continuing our vigorous efforts to obtain additional patent
protection for SOLODYN®. We also have acquired rights under certain patents and patent applications in connection
with our licenses to distribute products and by assignment of rights to patents and patent applications from certain of
our consultants and officers. These patents and patent applications may be subject to claims of rights by third parties.
If there are conflicting claims to the same patent or patent application, we may not prevail and, even if we do have
some rights in a patent or patent application, those rights may not be sufficient for the marketing and distribution of
products covered by the patent or patent application.

The ownership of a patent or an interest in a patent does not always provide significant protection. Others may
independently develop similar technologies or design around the patented aspects of our technol