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Registrant s telephone number, including area code: (781) 861-8444

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 such reports), and (2) has been subject to
such filing requirements for the past 90 days. Yes x No ~

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

Large accelerated filer © Accelerated filer x Non-accelerated filer ~
Indicate by check mark the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act.): Yes © No x

Indicate the number of shares outstanding of each of the issuer s class of common stock, as of the latest practicable date.

Outstanding at
Class: May 8, 2007
Common Stock $.001 par value 73,979,384 shares
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Current assets:

Cash and cash equivalents
Marketable securities

Accounts receivable, net
Inventories

Prepaid and other current assets

Total current assets
Property and equipment, net
Insurance claim receivable
Prepaid debt issuance costs
Inventories

Other assets

Total assets

Current liabilities:
Accounts payable
Accrued expenses
Accrued interest

Deferred revenue

Total current liabilities
Convertible notes
Deferred revenue
Other

Minority interest

Additional paid-in capital
Accumulated deficit

Total stockholders deficit

Total liabilities and stockholders deficit

The accompanying notes are an integral part of these unaudited financial statements.
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INDEVUS PHARMACEUTICALS, INC.

CONSOLIDATED BALANCE SHEETS

(Amounts in thousands except share data)

LIABILITIES

STOCKHOLDERS
Convertible Preferred Stock, $.001 par value, 5,000,000 shares authorized:
Series B, 239,425 shares issued and outstanding (liquidation preference at March 31, 2007 of $3,030)
Series C, 5,000 shares issued and outstanding (liquidation preference at March 31, 2007 of $505)
Common Stock, $.001 par value, 120,000,000 shares authorized; 56,280,074 and 56,040,456 shares issued
and outstanding at March 31, 2007 and September 30, 2006, respectively

March 31,

2007

$ 59,009

4,004
1,585
4,995

69,593
937
1,258
853
1,387
2,348

76,376

1,915
16,770
950
14,250

33,885
72,000

113,999

126

3,000
500

56

348,223
(495,413)

(143,634)

$ 76,376

September 30,

2006

$ 70,169
5,956
2,851
1,628
2,598

83,202
880
1,258
1,183
3,293
2,491

$ 92,307

$ 2,917
11,026

950

13,433

28,326
72,000
114,041
2,144
126

3,000
500
56

344,789
(472,675)

(124,330)

$ 92,307
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Revenues:
Product revenue
Contract and license fees

Total revenues

Costs and expenses:

Cost of product revenue

Research and development
Marketing, general and administrative

Total costs and expenses

Loss from operations
Investment income
Interest expense
Minority interest

Net loss

INDEVUS PHARMACEUTICALS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
For the three and six months ended March 31, 2007 and 2006
(Unaudited)

(Amounts in thousands except per share data)

Three months ended
March 31,
2007 2006

$ 3455 $§ 7442
7,769 6,980

11,224 14,422

1,274 5,780
9,272 9,434
12,687 9,508

23,233 24,722
(12,009) (10,300)

863 802
(1,293) (1,293)
(435)

$(12,439) $(11,226)

Net loss per common share, basic and diluted $ (022 $ (029

Weighted average common shares outstanding:

Basic and diluted

55,923 47,281

The accompanying notes are an integral part of these unaudited financial statements.
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$

$

$

Six months ended

March 31,
2007 2006
8,712 $ 10,871
15,663 12,525
24,375 23,396
5,550 7,650
19,191 19,754
21,690 17,816
46,431 45,220
(22,056) (21,824)
1,903 1,688
(2,585) (2,585)
(435)
(22,738)  $(23,156)
©.41) $ (0.49)
55,885 47,222
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INDEVUS PHARMACEUTICALS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the six months ended March 31, 2007 and 2006

(Unaudited)

(Amounts in thousands)

For the six months ended

March 31,

2007 2006
Cash flows from operating activities:
Net loss $ (22,738) $ (23,156)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 130 260
Amortization of convertible note issuance costs 330 330
Minority interest in net income of consolidated subsidiary 435
Inventory impairment 1,100
Noncash consideration (266)
Noncash stock-based compensation 2,645 2,419
Changes in assets and liabilities:
Accounts receivable (1,153) (522)
Inventories 848 (5,081)
Prepaid and other assets 859 (816)
Accounts payable (1,001) 565
Deferred revenue 775 (8,142)
Accrued expenses and other liabilities 3,582 (13)
Net cash used in operating activities (14,623) (33,987)
Cash flows from investing activities:
Purchases of property and equipment (186) (138)
Proceeds from maturities and sales of marketable securities 5,956 4,122
Prepaid acquisition costs (3,113)
Net cash provided by investing activities 2,657 3,984
Cash flows from financing activities:
Net proceeds from issuance of common stock and treasury stock 806 1,310
Net cash provided by financing activities 806 1,310
Net change in cash and cash equivalents (11,160) (28,693)
Cash and cash equivalents at beginning of period 70,169 85,098
Cash and cash equivalents at end of period $ 59,009 $ 56,405

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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INDEVUS PHARMACEUTICALS, INC.
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
A. Basis of Presentation

The consolidated interim financial statements included herein have been prepared by Indevus Pharmaceuticals, Inc. ( Indevus or the Company )
without audit, pursuant to the rules and regulations of the U.S. Securities and Exchange Commission (  SEC ). Certain information and footnote
disclosures normally included in financial statements prepared in accordance with generally accepted accounting principles in the United States

of America have been condensed or omitted pursuant to such rules and regulations. In the opinion of management, the accompanying unaudited
consolidated financial statements include all adjustments (consisting only of normal recurring adjustments) necessary to present fairly the
consolidated financial position, results of operations and cash flows of the Company. The unaudited consolidated financial statements included
herein should be read in conjunction with the audited consolidated financial statements and the notes thereto included in the Company s Form
10-K for the fiscal year ended September 30, 2006.

Indevus Pharmaceuticals, Inc. is a specialty pharmaceutical company engaged in the acquisition, development and commercialization of
products to treat conditions in urology and endocrinology. The Company s approved products include SANCTURA for overactive bladder,
which it copromotes with its partner Esprit Pharma, Inc. ( Esprit ), VANT&8or advanced prostate cancer, and DELATESTRYL® (testosterone
enanthate) for the treatment of male hypogonadism, all of which are currently marketed, as well as SUPPRELIN® LA, which was recently
approved for central precocious puberty. Indevus currently markets its products through an approximately 100-person specialty sales force and it
has ten product candidates in development. The Indevus development pipeline contains multiple compounds within the Company s core
therapeutic areas in addition to several partnered or partnerable programs. The most advanced compounds in development include SANCTURA
XR , the once-daily formulation of SANCTURA, VALSTAR for bladder cancer, NEBIDO® for male hypogonadism, PRO 2000 for the
prevention of infection by HIV and other sexually-transmitted pathogens, and pagoclone for stuttering.

On April 18, 2007, the Company acquired Valera Pharmaceuticals, Inc., a specialty pharmaceutical company focused on the development and
commercialization of urology and endocrinology products (see Note J). The consolidated interim financial statements included herein do not
include results from Valera since the acquisition occurred after the end of the fiscal quarter ended March 31, 2007.

B. Accounting Policies

Revenue Recognition: Product revenue consists primarily of revenues from sales of products, commissions and royalties and reimbursements for
royalties owed by the Company to Madaus GmbH ( Madaus ) for SANCTURA. Royalty revenue consists of payments received from licensees for
a portion of sales proceeds from products that utilize the Company s licensed technologies and are generally reported to the Company in a royalty
report on a specified periodic basis. Royalty revenue is recognized in the period in which the sales of the product or technology occurred on

which the royalties are based. If the royalty report for such period is received subsequent to the time when the Company is required to report its
results on Form 10-Q or Form 10-K and the amount of the royalties earned is not estimable, royalty revenue is not recognized until a subsequent
accounting period when the royalty report is received and when the amount of and basis for such royalty payments are reported to the Company

in accurate and appropriate form and in accordance with the related license agreement.

The Company records sales of product as product revenue upon the later of shipment or as title passes to its customer. Sales of DELATESTRYL
are reflected net of reserves for returns and allowances.

Contract and license fee revenue consists of revenue from contractual initial and milestone payments received from partners, including
amortization of deferred revenue from contractual payments, sales force subsidies, and grants from agencies supporting research and
development activities.

The Company s business strategy includes entering into collaborative license, development or co-promotion agreements with strategic partners
for the development and commercialization of the Company s products or product candidates. The terms of the agreements typically include
non-refundable license fees, funding of research and development, payments based upon achievement of certain milestones and royalties on net
product sales. Non-refundable license fees are recognized as revenue when the Company has a contractual right to receive such payment, the
contract price is fixed or determinable, the collection of the resulting receivable is reasonably assured and the Company has no further
performance obligations under the license agreement. In multiple element arrangements where the Company has continuing performance
obligations, license fees are recognized together with any up-front payment over the term of the arrangement as the Company completes its
performance obligations, unless the delivered technology has stand alone value to the customer and there is objective and reliable evidence of
fair value of the undelivered elements in the arrangement. The Company records such revenue as contract and license fee revenue.

Table of Contents 9
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Revenues from milestone payments related to arrangements under which the Company has continuing performance obligations are recognized as
revenue upon achievement of the milestone only if all of the following conditions are met: the milestone payments are non-refundable;
achievement of the milestone was not reasonably assured at the inception of the arrangement; substantive effort is involved in achieving the
milestone; and the amount of the milestone is reasonable in relation to the effort expended or the risk associated with achievement of the
milestone. Determination as to whether a milestone meets the aforementioned conditions involves management s judgment. If any of these
conditions are not met, the milestone payments are deferred and recognized as revenue over the term of the arrangement as the Company
completes its performance obligations. Revenues from milestone payments related to arrangements under which the Company has no continuing
performance obligations are recognized upon achievement of the related milestone. The Company records such revenue as contract and license
fee revenue.

Under the SANCTURA Agreement, the initial and subsequent milestone payments, once earned, are recognized as contract and license fee
revenue using the contingency-adjusted performance model. Under this model, when a milestone is earned, revenue is immediately recognized
on a pro-rata basis in the period the Company achieves the milestone based on the time elapsed from inception of the SANCTURA Agreement
to the time the milestone is earned over the estimated duration of the SANCTURA Agreement. Thereafter, the remaining portion of the
milestone payment is recognized on a straight-line basis over the remaining estimated duration of the SANCTURA Agreement.

Multiple element arrangements are evaluated pursuant to Emerging Issues Task Force ( EITF ) Issue Number 00-21, Accounting for Revenue
Arrangements with Multiple Deliverables ( EITF 00-21 ). Pursuant to EITF 00-21, in multiple element arrangements where we have continuing
performance obligations, contract, milestone and license fees are recognized together with any up-front payments over the term of the
arrangement as the Company completes its performance obligation, unless the delivered technology has stand alone value to the customer and
there is objective, reliable evidence of fair value of the undelivered element in the arrangement. In the case of an arrangement where it is
determined there is a single unit of accounting, all cash flows from the arrangement are considered in the determination of all revenue to be
recognized. Additionally, pursuant to the guidance of Securities and Exchange Commission Bulletin ( SAB ) No. 104, unless evidence suggests
otherwise, revenue from consideration received is recognized on a straight-line basis over the expected term of the arrangements.

Cash received in advance of revenue recognition is recorded as deferred revenue.

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

Cash, Cash Equivalents and Marketable Securities: The Company invests available cash primarily in short-term bank deposits, money market
funds, repurchase agreements, domestic and foreign commercial paper and government securities. Cash and cash equivalents includes
investments with maturities of three months or less at date of purchase. Marketable securities consist of investments purchased with maturities
greater than three months and are classified as noncurrent if they mature one year or more beyond the balance sheet date and not considered
available to fund current operations. The Company classifies its investments in debt securities as either held-to-maturity or available-for-sale
based on facts and circumstances present at the time the investments are purchased. At March 31, 2007 and September 30, 2006, all investments
held were classified as available-for-sale. Investments are stated at fair value with unrealized gains and losses included as a component of
accumulated other comprehensive income or loss until realized. The fair value of these securities is based on quoted market prices.

C. Inventories

Inventories are stated at the lower of cost or market with cost determined under the first-in, first-out ( FIFO ) method. The Company expenses
costs related to inventory until such time as it receives approval from the FDA for a new product, at which time the Company commences
capitalization of costs relating to that product.

The components of inventory are as follows:

March 31, 2007 September 30, 2006
Raw materials $ $
Finished goods 2,972,000 4,921,000
$ 2,972,000 $ 4,921,000

Table of Contents 11



Edgar Filing: INDEVUS PHARMACEUTICALS INC - Form 10-Q

Finished goods at March 31, 2007 and September 30, 2006 consisted of DELATESTRYL. Pursuant to the Company s acquisition of the
DELATESTRYL product in 2006, the Company assumed a commitment to purchase approximately $1.1 million of additional DELATESTRYL
from a third-party supplier. As of September 30, 2006, the Company believed that the supplier had defaulted on its obligation under the purchase
commitment to deliver DELATESTRYL and concluded that the Company was no longer obliged by its assumed commitment, which the
supplier disputed. The Company subsequently determined that it will be cost beneficial to settle the dispute with the supplier and as a result of
negotiations has estimated that it will purchase an additional quantity of DELATESTRYL at a cost of approximately $750,000. The expected
addition of new inventory with a shelf life exceeding the shelf life of inventory on hand caused the Company to reassess its selling strategy for
the inventory on hand. As a result, in the six month period ended March 31, 2007, the Company established a reserve of $1.1 million of the
on-hand DELATESTRYL inventory that it believes is in excess of what can be sold before reaching a shelf life limitation and recorded the
charge to cost of revenues. The Company has classified $1,387,000 of DELATESTRYL inventory, net of the reserve, as noncurrent as of
March 31, 2007.
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D. Basic and Diluted Loss per Common Share

The calculation of basic earnings per share for the three months ended March 31, 2007 and March 31, 2006, excludes unvested restricted stock
with service-based vesting criteria of 265,900 shares and 215,900 shares, respectively.

During the three month period ended March 31, 2007, securities not included in the computation of diluted earnings per share were as follows:
(i) the Convertible Notes convertible into 10,817,000 shares of Common Stock at a conversion price of $6.656 per share and which are
convertible through July 15, 2008 because the effect of their conversion would be antidilutive and (ii) options to purchase 1,130,000 shares of
Common Stock at prices ranging from $6.85 to $8.72 with expiration dates ranging up to March 26, 2017 because their exercise price exceeded
the average market price during the period. Additionally, during the three month period ended March 31, 2007, potentially dilutive securities not
included in the computation of diluted earnings per share, because they would have an antidilutive effect due to the net loss for the period, were
as follows: (i) options to purchase 11,180,000 shares of Common Stock at prices ranging from $1.22 to $6.72 with expiration dates ranging up to
March 19, 2017, (ii) Series B and C Preferred Stock convertible into 622,222 shares of Common Stock; and (iii) unvested restricted stock with
service-based vesting criteria of 265,900 shares and unvested restricted stock awards with service and market-based vesting criteria of 255,750
to 426,250 contingently issuable shares.

During the three month period ended March 31, 2006, securities not included in the computation of diluted earnings per share were as follows:
(i) the Convertible Notes convertible into 10,817,000 shares of Common Stock at a conversion price of $6.656 per share and which are
convertible through July 15, 2008 because the effect of their conversion would be antidilutive and (ii) options to purchase 4,607,000 shares of
Common Stock at prices ranging from $5.88 to $20.13 with expiration dates ranging up to March 27, 2016 because their exercise price exceeded
the average market price during the period. Additionally, during the three month period ended March 31, 2006, potentially dilutive securities not
included in the computation of diluted earnings per share, because they would have an antidilutive effect due to the net loss for the period, were
as follows: (i) options to purchase 7,390,000 shares of Common Stock at prices ranging from $1.22 to $5.83 with expiration dates ranging up to
February 13, 2016; (ii) Series B and C Preferred Stock convertible into 622,222 shares of Common Stock; (iii) warrants to purchase 10,000
shares of Common Stock with an exercise price of $6.19 and with an expiration date of July 17, 2006; and (iv) unvested restricted stock with
service-based vesting criteria of 215,900 shares and unvested restricted stock awards with service and market-based vesting criteria of 210,750
to 351,250 contingently issuable shares.

During the six month period ended March 31, 2007, securities not included in the computation of diluted earnings per share were as follows:

(i) the Convertible Notes convertible into 10,817,000 shares of Common Stock at a conversion price of $6.656 per share and which are
convertible through July 15, 2008 because the effect of their conversion would be antidilutive and (ii) options to purchase 1,182,000 shares of
Common Stock at prices ranging from $6.85 to $8.72 with expiration dates ranging up to March 26, 2017 because their exercise price exceeded
the average market price during the period. Additionally, during the six month period ended March 31, 2007, potentially dilutive securities not
included in the computation of diluted earnings per share, because they would have an antidilutive effect due to the net loss for the period, were
as follows: (i) options to purchase 11,100,000 shares of Common Stock at prices ranging from $1.22 to $6.72 with expiration dates ranging up to
March 19, 2017, (ii) Series B and C Preferred Stock convertible into 622,222 shares of Common Stock; and (iii) unvested restricted stock with
service-based vesting criteria of 215,900 shares and unvested restricted stock awards with service and market-based vesting criteria of 255,750
to 426,250 contingently issuable shares.

During the six month period ended March 31, 2006, securities not included in the computation of diluted earnings per share were as follows:

(i) the Convertible Notes convertible into 10,817,000 shares of Common Stock at a conversion price of $6.656 per share and which are
convertible through July 15, 2008 because the effect of their conversion would be antidilutive and (ii) options to purchase 5,020,000 shares of
Common Stock at prices ranging from $4.94 to $20.13 with expiration dates ranging up to March 27, 2016 because their exercise price exceeded
the average market price during the period. Additionally, during the six month period ended March 31, 2006, potentially dilutive securities not
included in the computation of diluted earnings per share, because they would have an antidilutive effect due to the net loss for the period, were
as follows: (i) options to purchase 6,972,000 shares of Common Stock at prices ranging from $1.22 to $4.42 with expiration dates ranging up to
November 29, 2015; (ii) Series B and C Preferred Stock convertible into 622,222 shares of Common Stock; and (iii) warrants to purchase 10,000
shares of Common Stock with an exercise price of $6.19 and with an expiration date of July 17, 2006; and (iv) unvested restricted stock with
service-based vesting criteria of 215,900 shares and unvested restricted stock awards with service and market-based vesting criteria of 210,750
to 351,250 contingently issuable shares.
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Certain of the above securities contain anti-dilution provisions which may result in a change in the exercise price or number of shares issuable
upon exercise or conversion of such securities.

E. Comprehensive Loss

Comprehensive loss for the three and six months ended March 31, 2007 and 2006 is as follows:

Three Months Ended March 31, Six Months Ended March 31,
2007 2006 2007 2006
Net loss $(12,439,000) $(11,226,000) $(22,738,000) $(23,156,000)
Change in unrealized net gain on investments 1,000 4,000
Comprehensive loss $(12,439,000) $(11,225,000) $(22,738,000) $(23,152,000)

F. Agreements
Madaus

In November 2006, the Company entered into several agreements with Madaus, licensor of SANCTURA to the Company: (i) a License and
Supply Agreement and (ii) an amendment to its original license agreement with Madaus, collectively (the Madaus Agreements ). Under the
Madaus Agreements, the Company agreed to (a) purchase from Madaus all required trospium active pharmaceutical ingredient through

November 2007, (b) license to Madaus the rights to sell SANCTURA XR in all countries outside of the United States (the Madaus Territory )
except Canada, Japan, Korea and China (the Joint Territory ), (c) pay to Madaus a fee based on the number of capsules of SANCTURA XR sold
by the Company in the U.S. through the earlier of August 23, 2014 or upon generic formulations achieving a predetermined market share,

(d) supply SANCTURA XR to Madaus for a specified period of time, (e) provide development committee support for a defined period and

(f) provide future know-how to Madaus.

In exchange, Madaus (a) waived all rights to manufacture SANCTURA XR, (b) will purchase SANCTURA XR from the Company at cost plus
a fee based on the number of SANCTURA XR capsules sold by them in the Madaus Territory and (c) will make payments upon the achievement
of certain commercial milestones and royalties based on future sales of SANCTURA XR in the Madaus Territory. Certain of the milestone and
royalty payments will represent royalty and milestone payments due to Supernus Pharmaceuticals, Inc. (formerly Shire Laboratories Inc.)

(' Supernus ) from Indevus. Indevus signed an exclusive agreement with Supernus in March 2003 to develop extended release formulations of
SANCTURA. The Company and Madaus will share the economics of development and commercialization in the countries in the Joint Territory.
If either party decides not to pursue development and commercialization of SANCTURA XR in any country in the Joint Territory, the other
party has the right to develop and commercialize SANCTURA XR in that country.

The Madaus Agreements have been combined for accounting purposes and the Company evaluated the multiple deliverables in accordance with
the provisions of EITF 00-21. As the Company was unable to determine the stand alone value of the delivered items and obtain verifiable
objective evidence to for the fair value of the undelivered elements, the Company concluded there was a single unit of accounting.

The Company is currently unable to determine the term of its performance obligation to provide future know-how under the Madaus
Agreements. The Company will recognize revenue to the extent of direct costs, limited to the amount of cash received or receivable, as long as
the overall arrangement is determined to be profitable. Profit under the Madaus Agreements and payments received in advance of revenue
recorded will be recorded as deferred revenue until the earlier of (i) when the Company can meet the criteria for separate recognition of each
element under EITF 00-21 or (ii) after the Company has fulfilled all of its contractual obligations under the arrangement.

In addition, the Company will evaluate payments made by the Company to Madaus in accordance with the provisions of EITF 01-9, Accounting
for Consideration Given by a Vendor to a Customer (Including a Reseller of the Vendor s Products) , to determine whether future payments to
Madaus will be recognized as a reduction of revenue or a cost of sales.

Novexel
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In December 2006, the Company licensed its know-how related to aminocandin to Novexel, SA ( Novexel ) for an upfront payment of $1,500,000
and potential future development milestones and royalties on net sales (the Novexel Agreement ). During the three and six months ended
March 31, 2007, the $1,500,000 upfront payment was recognized as
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contract and license fee revenue pursuant to the Company s completion of its obligations under the Novexel Agreement. Immediately prior to the
execution of the Novexel Agreement, Aventis SA ( Aventis ), the Company s original licensor of aminocandin to Indevus, assigned the agreement
between Aventis and Indevus to Novexel. Effective as of the date of the Novexel Agreement, the Company entered into a termination agreement
with Novexel terminating the original agreement between Aventis and Indevus, thereby alleviating the Company from any further development

or financial obligation relating to aminocandin. Pursuant to the Novexel Agreement, Novexel now is responsible for all future development,
manufacturing, marketing and financial obligations relating to aminocandin.

G. Withdrawal of Redux, Legal Proceedings, Insurance Claims, and Related Contingencies

In May 2001, the Company entered into the AHP Indemnity and Release Agreement pursuant to which Wyeth agreed to indemnify the Company
against certain classes of product liability cases filed against the Company related to Redux (dexfenfluramine), a prescription anti-obesity
compound withdrawn from the market in September 1997. This indemnification covers plaintiffs who initially opted out of Wyeth s national
class action settlement of diet drug claims and claimants alleging primary pulmonary hypertension. In addition, Wyeth has agreed to fund all
future legal costs related to the Company s defense of Redux-related product liability cases. Also, pursuant to the agreement, Wyeth has funded
additional insurance coverage to supplement the Company s existing product liability insurance. The Company believes this total insurance
coverage is sufficient to address its potential remaining Redux product liability exposure. However, there can be no assurance that uninsured or
insufficiently insured Redux-related claims or Redux-related claims for which the Company is not otherwise indemnified or covered under the
AHP Indemnity and Release Agreement will not have a material adverse effect on the Company s future business, results of operations or
financial condition or that the potential of any such claims would not adversely affect the Company s ability to obtain sufficient financing to fund
operations. Up to the date of the AHP Indemnity and Release Agreement, the Company s defense costs were paid by, or subject to
reimbursement to the Company from, the Company s product liability insurers. To date, there have been no Redux-related product liability
settlements or judgments paid by the Company or its insurers. In exchange for the indemnification, defense costs, and insurance coverage
provided to Indevus by Wyeth, the Company agreed to dismiss its suit against Wyeth filed in January 2000, its appeal from the order approving
Wyeth s national class action settlement of diet drug claims, and its cross-claims against Wyeth related to Redux product liability legal actions.

At March 31, 2007, the Company had an accrued liability of approximately $539,000 for Redux-related expenses, including legal expenses. The
amounts the Company ultimately pays could differ significantly from the amount currently accrued at March 31, 2007. To the extent amounts
paid differ from the amounts accrued, the Company will record a charge or credit to the statement of operations.

As of March 31, 2007, the Company had an outstanding insurance claim of $3,700,000, consisting of payments made by the Company to the
group of law firms defending the Company in the Redux-related product liability litigation, for services rendered by such law firms through

May 30, 2001. The full amount of the Company s current outstanding insurance claim is made pursuant to the Company s product liability policy
issued to the Company by Reliance Insurance Company ( Reliance ). In October 2001, the Commonwealth Court of Pennsylvania granted an
Order of Liquidation to the Insurance Commissioner of Pennsylvania to begin liquidation proceedings against Reliance. Based upon discussions
with its attorneys and other consultants regarding the amount and timing of potential collection of its claims on Reliance, the Company has
recorded a reserve against its outstanding and estimated claim receivable from Reliance to reduce the balance to the estimated net realizable
value of $1,258,000 reflecting the Company s best estimate given the available facts and circumstances. The amount the Company collects could
differ from the $1,258,000 reflected as a noncurrent insurance claim receivable at March 31, 2007. It is uncertain when, if ever, the Company
will collect any of its $3,700,000 of estimated claims. If the Company incurs additional product liability defense and other costs subject to

claims on the Reliance product liability policy up to the $5,000,000 limit of the policy, the Company will have to pay such costs without
expectation of reimbursement and will incur charges to operations for all or a portion of such payments.
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H. Other

Accrued expenses consisted of the following:

March 31, 2007 September 30, 2006
Clinical and sponsored research $ 7,245,000 $ 3,889,000
Professional fees 2,722,000 1,402,000
Compensation related 2,500,000 2,836,000
Milestone payment 1,500,000
Manufacturing and production costs 1,187,000 1,266,000
Redux related 539,000 559,000
Other 1,077,000 1,074,000

$ 16,770,000 $ 11,026,000

Property and equipment at March 31, 2007 and September 30, 2006 are shown net of accumulated depreciation of $1,702,000 and $1,572,000,
respectively.

On April 17, 2007 the stockholders of the Company voted to approve an increase of 80,000,000 shares of authorized common stock, an increase
of 3,000,000 shares available to grant under the Company s 2004 Equity Incentive Plan, and an increase of 250,000 shares available to grant
under the 1995 Employee Stock Purchase Plan.

1. Recent Accounting Pronouncements

In June 2006, the FASB issued EITF Issue No. 06-3, How Taxes Collected from Customers and Remitted to Governmental Authorities Should
Be Presented in the Income Statement (That Is, Gross Versus Net Presentation) . This standard allows companies to present in their statements of
income any taxes assessed by a governmental authority that are directly imposed on revenue-producing transactions between a seller and a
customer, such as sales, use, value-added, and some excise taxes, on either a gross (included in revenue and costs) or a net (excluded from
revenue) basis. This standard is effective for interim and fiscal years beginning after December 15, 2006. The Company s adoption of EITF

No. 06-3 did not have a material impact on its financial statements. The Company adopted this provision in the interim period ended March 31,
2007 using the gross presentation method; this adoption did not have a material effect on the financial statements of the Company.

In July 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertain Tax Provisions, an Interpretation of SFAS Statement 109

( FIN 48 ). FIN 48 clarifies the accounting for uncertain tax positions as described in SFAS No. 109, Accounting for Income Taxes, and requires a
company to recognize, in its financial statements, the impact of a tax position only if that position is more likely than not of being sustained on

an audit basis solely on the technical merit of the position. In addition, FIN 48 requires qualitative and quantitative disclosures including a

discussion of reasonably possible changes that might occur in the recognized tax benefits over the next twelve months as well as a roll-forward

of all unrecognized tax benefits. FIN 48 is effective for fiscal years beginning after December 15, 2006. The Company is still evaluating the
implications of this standard, but does not currently expect it to have a significant impact.

In September 2006, the SEC issued SAB No. 108, Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in
Current Year Financial Statements , which is effective for fiscal years ending after November 15, 2006. SAB 108 provides interpretive guidance
on the consideration of the effects of prior year misstatements in quantifying current year misstatements for the purpose of a materiality
assessment. The Company does not expect the adoption of SAB 108 to have a material impact on its consolidated financial statements.

On September 15, 2006, the FASB issued SFAS 157, Fair Value Measurements , which addresses how companies should measure fair value
when they are required to do so for recognition or disclosure purposes. The standard provides a common definition of fair value and is intended

to make the measurement of fair value more consistent and comparable as well as improving disclosures about those measures. The standard is
effective for financial statements for fiscal years beginning after November 15, 2007 or the Company s 2009 fiscal year. This standard formalizes
the measurement principles to be utilized in determining fair value for purposes such as derivative valuation and impairment analysis. The
Company is still evaluating the implications of this standard, but does not currently expect it to have a significant impact.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities  Including an
Amendment of FASB Statement No. 115 ( SFAS No. 159 ). SFAS No. 159 permits entities to choose to measure many financial instruments and
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certain other items at fair value. Unrealized gains and losses on items for which the fair value option has been elected will be recognized in
earnings at each subsequent reporting date. SFAS No. 159 is effective for financial statements issued for fiscal years beginning after
November 15, 2007. The Company is evaluating the impact that the adoption of SFAS No. 159 will have on its consolidated results of
operations and financial condition.
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J. Subsequent Events
Acquisition of Valera Pharmaceuticals, Inc.

On April 18, 2007, the Company completed the acquisition of Valera Pharmaceuticals, Inc. ( Valera ), a specialty-pharmaceutical company
focused on the dev