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» After a spin-off of Allergan’s non-pharmaceutical
businesses in 2002, the spotlight is focused on
product growth opportunities in 2003 and beyond.

» Interestingly, in 2003 we believe Allergan faces
generic risk in two products (Alphagan and
Acular) and the U.S. launch of three products
(Restasis, Acular new formulation, Gatafloxacin).

» We believe the financial model offers flexibility
but risks cloud this opportunity in the near term.

» We rate AGN In-line (2H), and our target of $57
represents a 40% P/E premium to the industry.

» We have a Marketweight rating on the specialty
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Allergan has a history of consistent revenue and earnings growth
and in 2002 because a “pure-play” pharmaceutical company. We

believe growth can continue in 2004 with the launch of three new

products in the U.S.: Restasis for dry eye, gatafloxacin for ocular

infections, and a new formulation of Acular for ocular
inflammation. However, Allergan’s 2003 risk (in our view) to
Alphagan generic, Acular generics, the Botox lawsuit, and the
stock’s current premium valuation weigh against our growth
outlook.

Allergan beat our fourth quarter EPS estimate by $0.01.

Allergan reported fourth quarter 2002 EPS of $0.54, vs. our estimate and
consensus of $0.53. Total sales were slightly light, by 2% vs. our forecast, and we
thus do not view the EPS upside as significant.

2003 appears to be an interesting year for Allergan's pipeline.
In 2003, Allergan expects to launch three products (Restasis for dry eye,
Epinastine for allergies, Gatafloxacin for eye infections); to file potentially
three more (Botox for movement disorders, Tazorac oral for psoriasis, and
combination Lumigan+Timolol for glaucoma); and to gain greater clarity on
the generic risk for two products (Alphagan for glaucoma and Acular for
inflammation).

Allergan is not riskless.

We believe risks for AGN are related to the patent challenges to Alphagan, the
growth forecast for Botox (use of which we are concerned may prove to be a
fad), and the continued development of the R&D pipeline. Allergan is one of
our globally diversified covered companies, with 30% of sales from outside the
United States, which implies foreign exchange concerns and lack of third-party
data for product demand outside the United States.

AGN outperformed the specialty pharma sector in 2002.

For calendar 2002, the specialty pharmaceuticals sector was down 39%, the
market (S&P 500) was down 13%, and AGN shares were down 20%. Year to
date 2003, AGN is up 4% vs. the specialty pharmaceutical sector, which is up
9%, and the market, which is down 6%.

We rate Allergan 2H (In-line, High Risk), with a $57 target.
Allergan’s $57 price target reflects a 40% P/E premium on estimated calendar
2003 EPS relative to its peer group of specialty pharmaceutical companies (25x
our estimated calendar 2003 EPS of $2.31).

We rate the specialty pharmaceuticals industry Marketweight.
We believe the news flow and pipeline potential may support the specialty
pharmaceutical industry’s valuation. We continue to remain selective in our
individual company recommendations and focused on new product
development/launches to drive growth.

SALOMON SMITH BARNEY
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As brand companies
have defined their
business models, the
range of multiples has
contracted.

SALOMON SMITH BARNEY

Sector Valuation

» The specialty pharmaceutical sector is currently trading at a 17.0x
multiple based on forward 2003 earnings estimates. The current
multiple is significantly lower than the five-year average multiple of
29.9x and the ten-year average multiple of 31.2x. We believe this is
more due to general market fears and war concerns than anything
more industry-specific as the sector remains at a premium to the
market (currently at 12% premium vs. the last-ten-year average of a
57% premium).

» AGN is currently trading at a 26.4x multiple based on forward 2003
earnings estimates. The current multiple is lower than the five-year
average multiple for Allergan of 32.8x and is slightly higher than the
ten-year average multiple of 24.7x.

» AGN is trading at a 53% premium to the sector although the five-
year historical average is a 10% premium to the group.

» AGN'’s year-to-date performance has not matched that of the sector,
up 4% versus up 9%, respectively (the S&P 500 is down 6%).

» We believe the specialty pharmaceutical stocks that have
outperformed the sector have been driven by new product launches
and pipeline news flow supporting revenue/earnings growth.

» We have a Marketweight rating on the specialty pharmaceutical
industry.

IA Few Valuation Comments
The brand-focused specialty pharmaceuticals sector has experienced quite a bit of
volatility in its absolute forward P/E multiples in the past ten years, ranging from
17x to 52x. The range contracts only slightly, to 18x to 42x, if we reduce our
analysis to just the past five years. We believe this consistently wide range is due to
a variety of conditions/opportunities that have caused the companies in our
composite to behave very independently of one another. These factors include the
following:

» various business models in the sector, ranging from ones with a therapeutic
focus supported by R&D activity to ones that without a therapeutic focus and
with minimal R&D capabilities;

» different maturity levels of business strategies, including self-marketing of
products (which offers greater self-control of the longer-term corporate destiny);

» a wide variety of representation of self-marketed products in total revenues in
comparison with historical sources (i.e., generics, drug delivery, and non-
pharmaceuticals);
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Historically, Allergan has
been a high-P/E stock in
the sector.

» high, but not necessarily consistent, revenue/earnings growth due to young
product portfolios;

»  wide-ranging R&D commitments and pipeline visibility;

» varying exposure to negative industry concerns (such as generic risks); and

» diverse management backgrounds/track records (including entrepreneurs,
scientists, professional managers, and seasoned pharmaceutical veterans).

Figure 1.
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Figure 2. Specialty Pharmaceuticals Brand — Relative Forward P/E
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We continue to believe the specialty pharmaceuticals sector can hold its premium to
the market (and even the large-cap pharmaceuticals sector) due to our forecast for
higher comparative revenue/earnings growth. In addition, we believe revenues and
earnings are now of greater quality than in the past due to the increasing reliance on
self-marketing and self-development efforts. The group is rather diverse in many
aspects. We continue to prefer companies with the following attributes:

» earnings growth driven by new product/revenue growth;

» a diversified but consistent revenue base (i.e., more than one product but with
tight end-market focus);

late-stage R&D capabilities (phase 3 development capabilities);
medium-stage R&D visibility (early phase 3 and phase 2 programs identified);

buying opportunities for shares at a reasonable valuation; and

YyYYVYY

a strong, experienced management team.

Our coverage universe and ratings are shown in Figure 3.

Figure 3. Specialty Pharmaceutical Coverage Universe

Company (2/10/2003) Price  Rating Price Target
Alcon Pharmaceuticals $37.57 2H (In-Line, High Risk) $40.00
Allergan Pharmaceuticals $60.95 2H (In-Line, High Risk) $57.00
Barr Labs $74.25 1H (Outperform, High Risk) $92.00
Biovail Corp $31.56 TH (Outperform, High Risk) $42.00
Elan Corp $3.84 3S (Underperform, Speculative) $2.90
Endo Pharmaceuticals $9.87 1S (Outperform, Speculative) $12.00
Forest Labs $50.10 2H (In-Line, High Risk) $53.00
King Pharmaceuticals $15.50 2H (In-Line, High Risk) $20.00
Medicis $47.05 2H (In-Line, High Risk) $46.00
Mylan Labs $27.11 3H (Underperform, High Risk) $24.00
Watson Pharmaceuticals $29.00 3H (Underperform, High Risk) $29.00

Source: Salomon Smith Barney

SALOMONSMITH BARNEY 7
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Allergan’s EPS excluding
one-time items beat our
estimate by $0.01.

We believe Allergan
became a pure-play
specialty
pharmaceuticals
company in 2002.

SALOMONSMITH BARNEY

[
Growth Now, and Growth Beyond

»  On January 29, 2003, Allergan reported fourth quarter 2002 EPS of
$0.54 (excluding one-time items), $0.01 above our estimate. Total
sales reported were slightly light (by 2%) versus our forecast, and
we thus do not view the EPS upside as significant.

» Allergan management outlined its guidance for 2003. While our
sales forecast was in line with guidance, SG&A and gross margins
were guided to lower-than-expected levels, and such revisions
generally drive our estimate changes.

» We believe 2003 looks to be an interesting year for Allergan, with
the potential of four U.S. launches (three brand new products), two
European launches, the filing of potentially three more, and generic
risk for two products likely to become reality.

» We rate AGN shares 2H (In-line, High Risk) and our price target
remains $57. We have a Marketweight rating on the Specialty
Pharmaceutical sector.

ICompany Description
Allergan, Inc. is a global specialty pharmaceuticals company that currently has three
core therapeutic focuses: ophthalmology (61% of 2002 sales), movement disorders
(32% of 2002 sales), and dermatology (7% of 2002 sales). On July 1, 2002, the
company announced a spin-off of its non-pharmaceutical franchises and became a
pure-play pharmaceutical company. Allergan sells products in more than 100
countries and receives approximately 30% of corporate revenues from outside the
United States. In 2002, Allergan reported pharmaceutical revenues of $1.421
billion, up 19% year over year.

lWe Are Here
Allergan reported fourth quarter EPS of $0.54 excluding one-time charges, above
our and consensus estimates of $0.53. It also reported full year results. We tend to
view product sales as the key indicator to a company’s growth strength as
nonoperating one-time items seldom affect product growth. On this front, Allergan
reported total sales just slightly (2%) below our forecast ($378 million versus $383
million). Accordingly, we view the quarter reported as solid, although we are not
overly impressed with the $0.01 of EPS upside.
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The company’s guidance
is for earnings growth in
the 22%—25% range.

Recent upside earnings
surprises have not
always been rewarded by
immediate stock moves.
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Figure 5. Fourth Quarter Historical EPS Comparison
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Source: Company reports and Salomon Smith Barney

Allergan has an extended history of meeting or beating consensus expectations, but
recently results have been clouded by the reporting comparison post the spin-off of
American Medical Optics (AMO), or non-pharmaceutical business. Because the
spin-off has created a higher-growth, more nimble company, we expect upside
surprises to continue, but Allergan’s strong history of financial discipline makes us
believe the upside surprises are likely to be a penny or two.

Figure 6. Allergan Historical Earnings Surprises

First Call Announcement Surprise in $ StockVal®

ALLERGAN INCORPORATED (AGN)

02

0.1
+0.05

EPS Suprise in' P

+0.13

+0.03

00 0.00 0.00 001 -0.01
-0.04
-01
3001 [ 6/01 | 901 | 12/01 | 3102 | 6102 9/02 I 12/02
Relative Price Impact v. SP5
5.7%
6% +4.1% +4.2% .
+0.5% 4+1.2%
.
-3.3% ek
6%
-12%
-13.3%
-18%
3101 | 6101 | 9/01 | 12/01 | 3102 [ 6102 [ 9102 I 12/02 |

Source: StockVal

SALOMONSMITHBARNEY




Allergan Pharmaceuticals — February 12, 2003

lProducts for Today
Allergan reported total fourth quarter sales of $378 million, which was 2% below
our forecast of $383 million. Growth in sales were reported by all three distinct
franchises: ophthalmology, which made up 58% of sales; movement disorders,
which consists of Botox and accounted for 38% of total sales; and dermatological
products, which represented 6% of sales.

Botox (neurotoxin for movement disorders)

Sales of Botox were reported at $128.2 million, above our forecast of $120 million
for the quarter. While we expect continued growth due to the launch of cosmetic
approval in the U.S., the company also highlighted the potential growth from the
cosmetic approvals outside North America. Specifically, Allergan continues to
expect cosmetic approval in first quarter 2003 in France — which is to serve as the
reference country for the EU approval/launch process. Botox is to have a separate
brand name and price structure from the currently marketed Botox brand in Europe
for therapeutic purposes. Botox has an interesting historical quarterly growth
pattern: first quarter sales typically approximate fourth quarter sales, and second
quarter sales typically exceed the first quarter’s by about $10-$15 million. While
this pattern has held consistent for the last few years, Allergan’s Botox sales mix and
promotional expenditures have not been consistent. For example, in early 2002,
Botox received cosmetic appraval in the U.S. but the free publicity as well as
company efforts did not break sales trends. Allergan estimates 40% of Botox sales
are now for cosmetic uses.

Looking forward to 2003, there are two possible diverging issues/opportunities:

» Continued international launches to support growth — With Evistabel rolling
out in Europe, we believe new users are likely to join the existing therapeutic
users.

» A lawsuit in the U.S. could bring adverse publicity — In February, Allergan
announced a lawsuit had been filed by a patient claiming chronic adverse
reaction to use. Given the profile of the product, we believe Allergan’s claim
that the suit is frivolous. However, we worry the suit filer could seek public
attention that may affect U.S. cosmetic trends.

We view Botox as a critical growth driver of the Allergan model. The company
offered product sales guidance for 2003 of $540-$580 million. We estimate the $40
million variance could represent a $0.19 swing in 2003 EPS (see modeling
sensitivity analysis to follow). We raised our 2003 sales forecast for Botox to $560
million from $520 million, still following historical quarterly growth trends.

SALOMON SMITHBARNEY 11
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Botox for cosmetic use
was approved on April
15, 2002.

Lumigan has launched in
markets worldwide.

Figure 7. Botox Quarterly Sales
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Lumigan (glaucoma)

Sales of Lumigan were reported at approximately $35 million, relatively in line with
our forecast of $38 million. Although it is not a significant revision, we lowered our
2003 outlook for the franchise to $175 million from $179 million. Still, we plan to
watch trends carefully for potential upside opportunity, including promotional
activity, as Allergan shifts throughout the year due to the many new product
launches. We continue to view Lumigan as an important product in our financial
model and a critical factor in our corporate outlook, for our product sales forecast
of 8175 million in 2003 is about 12% of total sales.

Figure 8. Lumigan Weekly New Prescriptions

Figure 9. Lumigan Weekly New Prescription Market
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We no longer view
Alphagan as a driver for
Allergan.

12

Source: IMS America

Alphagan Line (glaucoma)

Sales of Alphagan franchise (Alphagan and Alphagan P) were reported at
approximately $65 million, relatively in line with our forecast of $62 million.
However, we are significantly lowering our 2003 outlook for the franchise, to $206
million from $248 million (17% drop), for a few reasons.

»  Year-over-year growth trends for the franchise in the U.S. have slowed, coming
in at down 1% in fourth quarter 2002 versus up 4% in third quarter 2002. We
believe this is partially due to Allergan’s strong marketing support of its various
prostaglandin products, which are viewed as a first-line therapy in treating
glaucoma, leaving Alphagan in more of a second-line position.

SALOMONSMITHBARNEY
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We expect Allergan’s
glaucoma market shares
to remain relatively
stable.

SALOMON SMITH BARNEY

» Allergan intends to shift its marketing resources away from the Alphagan line to
the various new 2003 launches (Restasis, gatifloxacin, Acular), and this is very
likely to hurt Alphagan’s growth.

» Finally, we recognize the risk that generic Alphagan emerges in the U.S. in the
course of the next year, as we await a federal Circuit Court of Appeals ruling on
this issue expected to come in the next few weeks.

We no longer view the Alphagan franchise as a significant growth driver for
Allergan, but at $206 million in 2003 revenues, or 14% of total sales, the franchises’
trends, be they steady or suppaorted by new products, are still a critical factor in our
corporate outlook.

Figure 10. Alphagan New Prescription Glaucoma Market Share
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What is most fascinating to us in 2003 for Allergan’s eye care franchise is the
inflection point in segment importance. While we forecast continued growth in total
franchise supported by new product launches as well as strong demographic trends,
the sales contribution from glaucoma, whose revenues grew for several years to
make this area an important one for the company, has probably flattened, in our
view. While we look for the drug eye franchise to become a more significant
growth driver going forward, we are cautious as we may be underestimating the
anti-infective and allergy segment growth in the face of new product launches in
2002. Suddenly, it appears that the Street’s myopic focus on the glaucoma franchise
for eye care sales growth may need to change.
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We believe Dry Eye is
becoming the new
growth driver.

Rx trends continue to
show strong growth,
following slight
seasonality.

Figure 11. Allergan Segment Shifts
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Tazorac (acne, psoriasis)

Sales of Tazorac were reported at $15 million, significantly below our forecast of
$22 million for the quarter. This is partially due to the launch of Avage in first
quarter 2003 rather than fourth quarter 2002, but we are lowering our 2003 outlook

significantly for the combined Tazorac and Avage products significantly (by 21%),
to $88 million from $111 million, for a few reasons:

» Slowing prescription trends for Tazorac in the U.S., which while up 31% year
over year in fourth quarter 2002, slowed from up 42% in third quarter 2002. We
believe this is partially due to the typically expected product launch/growth
pattern, but may also reflect the economic sensitivity of the market and the
continued strong competition overall.

Avage to treat facial fine wrinkling, mottled hypo- and hyperpigmentation
(blotchy skin discoloration), and benign facial lentigines (flat patches of skin

discoloration) was approved in October 2002. Some stocking began in early
2002, but the sales force promotion has yet to occur.

We view the Tazorac and Avage products as growth opportunities for Allergan, with
a forecast of $88 million in 2003, which represents 6% of total product sales — in
our view not quite yet a critical factor to our modeling.

Figure 12. Tazorac Total Prescriptions
(TRxs in thousands)
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lExpected 2003 Pipeline Products
We believe 2003 is the year in which Allergan has the opportunity to prove the value
of its R&D activities. Unlike many of its peers, Allergan has an extensive R&D
program. However, it takes years for R&D investments to lead to products. After
the launch of Lumigan in 2001, we were disappointed and had to lower our
expectations. However, in light of the launches of 2003, we believe Allergan has
been conservative on guidance and the year may prove very interesting.

Restasis (ocular inflammation or "dry eye")

Restasis first filed with the FDA in 1998 and received an “Approvable” letter in
August 1999. Allergan recently completed a requested phase 3 confirmatory trial
and was guiding toward a first half 2003 filing. However the company received a
surprise early approval from the FDA in late December 2002. Given the timing
delays the product had experienced, we, along with the company and the Street,
were cautious and did not include the product in our forecast. This forecast
perspective changed in 2002.

On the basis of our estimate that there may be 500,000 patients in the U.S. with
severe dry eye who are using current wetting solution therapies that cost around
$0.75 a day, an obvious $135 million annual market opportunity exists. However,
the questions that are likely to drive our forecast over the course of the next year are
the following:

»  What kind of price premium may Allergan seek versus wetting solutions given
the therapeutic benefits of Restasis?

»  What type of cannibalization may Allergan’s existing tears line face with
Restasis? (We estimate the tears line had sales around $150 million in 2002.)

» How quickly will the severe dry eye patients adopt Restasis?

» How aggressive will the moderate dry eye patient (possibly another 1 million
patients) be in adopting Restasis?

Company guidance for Restasis is for sales of $20-$40 million in 2003. This $20
million variance has the potential to swing EPS by $0.09, we believe a significant
swing. We also believe our forecast that product sales will reach $33 million may
prove conservative.

Gatifloxacin (eye infections)

Allergan licensed gatifloxacin for ophthalmic indications from Japan-based Kyorin
Pharmaceutical in 2000. Allergan completed development for the treatment of eye
infections and filed an NDA during second quarter 2002. Assuming a standard 12-
month review, we expect a second quarter 2003 launch. We view gatifloxacin as
important, for it is to replace Ocuflox whose patent expires in early 2004. We
slightly raised by 7% our forecast for combined sales of Gatafloxacin and Ocuflox,
to $107 million from $100 million, due to the greater-than-previously-anticipated
promotion support Allergan seeks to give the products.

Acular new formulation (anti-inflammatory)
Allergan is expected to launch a new formulation of Acular in second quarter 2003.
Originally licensed from Syntex, Acular is a non-steroidal, anti-inflammatory drug
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for itchy eye relief. In 1998, Allergan launched a preservative-free formulation. As
both marketed formulations are indicated for 4x daily use, we would expect a 2x or
1x daily product would be the obvious line extension, but we do not know actually
what Allergan has filed at the FDA.

Vitrase (vitreous hemorrhage)

Ista Pharmaceuticals submitted an NDA for Vitrase (for vitreous hemorrhage —
when white portion of eye or vitreous body ruptures and loses its substance) in
October 2002, and the NDA was accepted in December 2002. Vitrase was granted
“fast-track” status for its review; however, Ista is expected to have a panel meeting
with the FDA in March. At that point, we expect to have more clarity on potential
approval/launch timing. If Vistrase is approved, Allergan is to be responsible for its
sales and marketing in the U.S. and all international markets, except Mexico and
Japan. We have not built product forecasts into our model.

Epinastine (seasonal allergies)

Epinastine is already marketed (by Boehringer Ingelheim, under the trade name
Alesion) in an oral formulation for seasonal allergies in Japan, where it is the most
frequently prescribed allergy medication. Approval is expected in Europe during
2003 and in the U.S. in the first quarter 2004. We view Epinastine as an important
replacement product for Alocril (estimated to represent approximately 1% of
Allergan’s 2002 total corporate sales), whose patent expires in 2007. However,
given that Epinastine’s European launch is likely to miss the spring allergy season,
the company believes sales in 2003 are likely to be “negligible.”

IOther Pipeline Products — Beyond 2003
Botox (movement disorders)
Allergan continues development activities on Botox for additional indications. The
nearest potential filing is for hvperhydrosis, which is excessive sweating.
Hyperhydrosis use is expected to file with the FDA in second quarter 2003. Other
indications, such as spasticity, headaches, and Jr. Cerebral Palsey, are still being
considered, but we believe the likelihood and timeline for these additional
indications being FDA approved may be beyond the realm of our current modeling.

Tazorac oral (psoriasis and acne)

Allergan reported that clinical studies are on track for a third quarter 2003 filing of
Tazorac oral for the treatment of Psoriasis. We expect Allergan to present the phase
3 data this July at the American Academy of Dermatology annual meeting. We
expect phase 2 data for oral Tazorac for treatment of acne to be presented at the May
International Investigative Dermatology (IID) meeting and that phase 3 studies will
start in third quarter 2003.

Combigan (combination Alphagan+Timolol glaucoma product)
Allergan received an “Approvable” letter in second quarter 2002 with a request for
additional clinical trial data. Allergan anticipates filing the supplement to the NDA
in the first half of 2004. Combigan remains in our forecast, although not until 2005,
but it could provide an interesting 2005 opportunity.
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Combination Lumigan+Timolol glaucoma product

Allergan looks to file a combination product with the FDA in fourth quarter 2003.
We do not currently include this product in our forecast, but it could prove to be an
intersting opportunity in 2005.

INS365 (ocular inflammation or dry eye)

Inspire met with the FDA in October 2002 and announced plans to file an NDA for
INS365 based on safety and efficacy data from the already-completed phase 2 and
phase 3 trials of approximately 1,200 patients. Base 3b studies are ongoing. The
company is guiding toward a first half 2003 filing. Allergan has a development and
commercialization license agreement with Inspire. We believe INS365 can be used
in combination with Allergan’s other dry eye therapies, as it addresses a different
therapeutic need.

IModeI Review
SG&A
Allergan has three potential significant product launches lined up for 2003, but its
existing sales force already calls on the targeted key prescribing physicians and the
company has no intention of increasing the sales force size. Accordingly, unlike in the
case of our other new product launch stories, we are not expecting significant expansion
in investment spending at Allergan. The company is guiding to SG&A spending of
39%—40% of total sales. We lowered our forecast to 39.3% of total sales for 2003 from
our previous number of 40.6%.

R&D

For 2002, Allergan has numerous products in phase 3 (see those listed above), many
in earlier stages of development, and the acquisition of Bardeen along with the
continued development of its products to consider. Accordingly, we do not expect
Allergan to hold back on the R&D expenditures. However, as products move
through development, the costs are likely to rotate from one project to another and
not face the fast-growing levels we see at younger companies. Allergan forecasts
R&D expenditures will be 16%—17% of total sales; we raised our 2003 forecast to
16.3% from 16.0%.

Gross Margins

Allergan is forecasting a pharmaceutical-only gross profit of approximately 85%.
This would be a significant improvement over the 2002 margin (81.2%) and a very
impressive level within the pharmaceutical industry.

Sales Forecasts
Figure 13 shows a summary of changes in our total 2003 sales forecasts for Allergan
products based on new information during the fourth quarter conference call.
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Figure 13. Changes to Sales Projections

Product SSB 2003 old SSB 2003 New SSB Change 2003 Co. Guidance
Alphagan line $248 mil $206 mil -17% $205-215 mil
Lumigan $179 mil $175 mil -2% $175-195 mil
Tazorac $1171 mil $75 mil -33% $75-85 mil
Botox $520 mil $560 mil +8% $540-580 mil
Restasis $30 mil $33 mil +10% $20-40 mil
Epinastine $16 mil $9 mil -50% None given
Gatafloxacin & Ocuflox $100 mil $107 mil +7% None given
Total Product sales $1,563 mil $1,521 mil -3% $1,550-1,610 mil

Source: Company reports and Salomon Smith Barney

EPS Estimates

Allergan generally has a history of meeting its guidance and of consistent growth.
Accordingly, there have been only limited revisions to estimates over time. The
most significant change was driven by the summer 2002 spin-off of the non-
pharmaceutical businesses. Going forward, we believe the pipeline and Botox are
likely to be the revision drivers.

Figure 14. Allergan Historical EPS Estimate Changes
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IDon’t Borget Bardeen...
Bardeen, an off-balance sheet vehicle, was founded back in April 2001. At the time
of formation, Allergan contributed the rights to certain compounds and research
projects, including the following: memantine, Androgen Tears, Tazorac in oral form
for acne, AGN 195795, AGN 197075, a hypotensive lipid timolol combination, a
photodynamic therapy project, tyrosine kinase inhibitors for the treatment of ocular
neovascularization, and a vision-sparing project and a retinal disease program.

Several of these have moved along in development, notably the following:

» memantine is expected to be halfway through phase 3 by the end of 2003 for

neuroprotection of the back of the eye;

» Tazorac oral for acne has completed phase 2 and is expected to move into phase

3 this year,
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» hypotensive lipid timolol combination (or Lumigan plus timolol) is completing
phase 3 and expected to file later this year, and

» Androgen tears is just finishing phase 2 in treatment of dry eye.

We expect Allergan to buy out (or acquire) Bardeen in April/May of 2003. Under
the terms of the charter, the buyout can occur only if:

» the portfolio had resulted in at least three instances of “research success” and
two years had passed since the effective date of the option agreement (April
2003);

» the money provided fell below either $15 million or an amount required to fund
Bardeen’s anticipated R&D activities during the next 90-day period; or

» achange of law, regulation, or interpretive legal or accounting principles that
could materially affect Allergan’s relationship with Bardeen had occurred.

Allergan disclosed in its last 10Q that it expects the buyout to cost $250 million if it
acquires Bardeen in April/May as it plans to. If Allergan waits until December 31,
2003, by contract the cost would be $350 million. As the price incurred escalates
with time, we expect Allergan to buy out the company as soon as the conditions
have been met that allow it to do so. We have included in our 2003 forecast the
acquisition of Bardeen, which:

» lowers cash balances and interest income,

» assumes all R&D projects, which in a step-wide manner raises our R&D
expenditures estimate, and

» increases amortization, (we assume the maximum $250 million over 20 years).

While the noise surrounding Bardeen may cause some nervousness in AGN stock,
the event has been well anticipated and really should not cause major changes to our
modeling.

IModel Sensitivity Analysis
Model Sensitivity
Our Allergan model has a history of frequent changes, and we believe that in light of
the many product launch opportunities in 2003 it is likely to continue experiencing
change. We therefore provide a bit of sensitivity analysis.

Sales

For every 1%, or $15 million, in sales change from our forecast — and assuming the
cost structure is already in place, gross margin and tax rate are typical
(approximately 85% and 28%, respectively), and shares outstanding remains
constant with forecast (132 million shares) — we would expect an EPS change of
approximately $0.07. Probable sources would include different-than-forecasted
sales from key products: Lumigan (glaucoma), Avage (dermatology), and/or Botox
(movement disorder/cosmetic) and/or Restatis (dry eye).

SG&A/R&D Savings
For every 10-basis-points (bps) change in SG&A or R&D as a percentage of sales
(or approximately $15 million), and holding gross margin, other expenses, tax rate,
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and shares outstanding constant, we would anticipate about $0.08 upside/downside.
In light of the acquisition of Bardeen expected to occur in 2003, changes to R&D
rates are a distinct possibility.

Changes in Gross Margin

For every 10 bps decrease in gross margin (or approximately $15 million), and
holding expenses, tax rate, and shares outstanding constant, we would anticipate
approximately a $0.08 EPS upside.

The numbers illustrated in the above examples (i.e., 1% sales change, 10 bps
expenditure change) are quite small, in our view, but they create a notable 3%
change in the EPS line.

anIuation
We chose to compare Allergan’s absolute P/E with the absolute P/Es of its peer
group, as this is a common parameter for valuing specialty pharmaceutical
companies. In addition, we chose 2003 as our reference year because the specialty
pharmaceutical stocks typically trade on a one-year-forward basis (due to their well-
regulated FDA product development path’s leading to earnings visibility).

As of market close on February 10, 2003, AGN traded at a 53% premium to the
specialty pharmaceuticals industry average (at 26.4x our 2003 EPS estimate versus
17.3x) and at a 66% premium to the S&P 500 (at 15.9x), by our analysis. Given the
depth and breadth of the company’s current products, management’s track record,
and Allergan’s multiyear earnings visibility, we believe the stock can merit a 40%
premium to the group. However, we feel constrained from assigning a greater
premium because 1) the company’s projected revenue growth level (18%-20%) is
below its projected earnings growth level (22%-25%), which we believe creates a
model that is more sensitive to product sales trends, and 2) the newness of the
pharmaceutical-only business strategy offers the company less diversified revenue
source than historical trends. A revenue wild card may exist in the launch of
Restasis for dry eye. Therefore, we set a P/E valuation target of a 40% premium to
the industry based on estimated calendar 2003 EPS; marking to current market
prices yields a price target of $57. Although the current stock price is below our
target price, we do not have an Underperform rating as we do not view the price
differential as substantial or significant given the stock’s historical price volatility
and solid fundamentals.
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Figure 15. AGN Weekly Stock Price
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must be considered.

Figure 17. Allergan Absolute P/E Chart
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llnvestment Summary
We believe Allergan’s clear focus on niche therapeutic markets, in which it can
establish itself as a market leader, is a good model. Allergan’s earnings growth rate
is in the top tier of the sector. Allergan has a track record for revenue/earnings
consistency. Actually, we believe the top-drawer management team remains one of
Allergan’s greatest assets. Near-term growth drivers include the international
launches of Lumigan (glaucoma) and increased consumer/cosmetic use for Botox
(cosmetic uses). A revenue wild card may exist in the launch of Restasis for dry
eye, but at this time our perception of launch cost holds our enthusiasm at bay.
Valuation, the potential for “faddish” Botox sales patterns, and near-term generic
risk also hold our enthusiasm in check. We rate Allergan 2H (In-line, High Risk)
and assign a price target that represents a 40% premium based on estimated 2003
EPS, or a $57 target (25x our 2003 EPS estimate of $2.31).

[Risks

We believe risks for the stock relate to the patent challenges to Alphagan, the growth
forecast for Botox (use of which we are concerned may prove to be a fad), and the
continued development of the R&D pipeline. Allergan is one of our globally
diversified covered companies, with 30% of sales from outside the United States,
which implies foreign exchange concerns and lack of third-party product demand
data outside the United States. General risks applicable to the specialty
pharmaceuticals industry include product development risk, commercial risk from
new or existing competition, regulatory risk, patent risk, personnel retention risk,
and product delays or overestimating abilities. If the impact to Allergan from any of
these factors proves to be greater than we anticipate, the stock will likely have
trouble achieving our price target. If pipeline products are more successful than we
anticipate, our price target may prove to be conservative.
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Calendar of Events — By Calendar
Quarter

» The key event for Allergan over 2002 has been the approval of Botox
for cosmetic use in the United States.

» We anticipate 2003 will be an active year for Allergan. In the second
quarter, we expect the European approval/launch of Botox cosmetic
and the launch of Restasis (dry eye), Gatafloxacin (eye infection),
and a new formulation of Acular. Later in the year, we expect the
European launch of Epinastine (allergy).

I Events

Figure 18. Calendar of Events by Calendar Quarter

1002A European approval of Lumigan (glaucoma); received positive opinion 11/28/01

European approval of Botox for hyperhydrosis and spasticity

2Q02A "Approvable’ of Avage (Tazorac cream for photo damage)

INS365 (dry eye) phase 3 data release; additional studies ongoing

U.S. approval of Botox for brow furrow — 4/15/02

Gatifloxacin (antibiotic) filed with FDA — 5/30/02

Combigan (glaucoma) "Approvable” in the U.S.— additional study required

3002A Conversion U.S. Alphagan users to Alphagan P —7/02

Alphagan generic win in court — 7/23/02)

40027 Tazorac cream (Avage for photo damage) approved — 10/1/02

Swiss approval of Vistabel (Botox Cosmetic — brow furrow) - 10/02
Prostaglandin settlement with PHA — 10/24/02
Restasis (dry eye) approval — 12/24/02

Lumigan head-to-head data with Xalatan to be published in American Journal of
Ophthalmology — December

YYYYY(VYYYYYYVYVY

0k Expect Acular (allergy) paragraph 4 challenge by Apotex —— 2/03

Avage (photo damage) sales force launch

RURE Expect France (EU representative country) Evistabel (Botox cosmetic)
approval/launch

Expect Restasis (dry eye) marketing launch in U.S.

Expect European (hyperhydrosis) approval

Expect Acular new formulation (anti-inflammatory) approval/launch in U.S.
Expect Botox filing for hyperhydrosis (excessive sweating) in U.S.

Expect Gatifloxacin (eye infection) approval/launch in U.S.

Expect Botox hyperhydrosis data at March IID meeting

Expect Tazorac oral acne phase 2 data at May AAD meeting

3Q03E Expect Tazorac oral psoriasis NDA filing in U.S.

Expect Tazorac oral psoriasis phase 3 data at July AAD meetings

4Q03E Expect Epinastine (seasonal allergy) approval/launch in Europe, approval in U.S.

Expect combination Lumigan+Timolol (glaucoma) combination product NDA filing
Source: Company reports and Salomon Smith Barney
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Recent Publications

IYear-to-Date Recent Research Notes/Reports

“Hot Topics in the Sector Lately — Second Half January 2003 — 1/31/03 industry
series

AGN: “4Q Reports: Looking out to 2003 — 1/29/03

Report: Rx Diagnosis (December Prescription Data), 144 pages — 1/24/03, series;
order no. USO1L113

AGN: “December Monthly Rx Data” — 1/15/03, series
AGN: “No Dry eye for Christmas™ — 12/24/03
AGN: “Third Quarter 2002 Earnings” — Pharma Forward — 11/27/02

Report: “Allergan Pharmaceuticals: 3Q02 — Forward Looking” — 11/17/02, 36
pages

AGN: “3Q02 Earnings — Solid but not Exceptional” — 10/25/02, series

AGN: “Adjusting 3Q to exclude all one time items” — 10/25/02

Report: “Specialty Pharmaceuticals: Second Quarter Roundup™ — 8/30/02, 120
pages

AGN: “Fine-tuning EPS Estimated Based on Historical Update” — 7/24/02
AGN: “Strong Sales Today, Earnings Tomorrow”

“Beyond Executives — A Board Review” — 7/18/02, industry note

AGN: 