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FORM 10-Q

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
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650-574-3000

Registrant s telephone number, including area code

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 x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. (Check one):

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

Number of shares outstanding of the issuer s common stock, par value $0.001 per share, as of October 31, 2006: 459,826,913
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We own or have rights to various trademarks, copyrights and trade names used in our business including the following: GILEAD SCIENCES®,

AMBISOME®, DAUNOXOME?®, EMTRIVA®, HEPSERA®, TRUVADA®, VIREAD® and VISTIDE®. ATRIPLA™ is a trademark of

Bristol-Myers Squibb & Gilead Sciences, LLC. MACUGEN® is a registered trademark belonging to OSI Pharmaceuticals, Inc. SUSTIVA® is a
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PART I. FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

CONDENSED CONSOLIDATED BALANCE SHEETS

Assets

Current assets:

Cash and cash equivalents
Short-term marketable securities
Accounts receivable, net
Inventories

Deferred tax assets

Prepaid expenses

Other current assets

Total current assets

Property, plant and equipment, net
Noncurrent portion of prepaid royalties
Noncurrent deferred tax assets
Long-term marketable securities
Minority interest in joint venture

Other noncurrent assets

Liabilities and stockholders equity
Current liabilities:

Accounts payable

Accrued clinical and preclinical expenses
Accrued compensation and employee benefits
Income taxes payable

Other accrued liabilities

Deferred revenue

Current portion of other long-term obligations

Total current liabilities
Long-term deferred revenue
Convertible senior notes
Other long-term obligations

Commitments and contingencies

Stockholders equity:

Common stock, par value $0.001 per share; 1,400,000 shares authorized; 458,789 and 459,726 shares issued

GILEAD SCIENCES, INC.

(in thousands, except per share amounts)

and outstanding at September 30, 2006 and December 31, 2005, respectively

Additional paid-in capital
Accumulated other comprehensive income

Table of Contents

September 30,
2006
(unaudited)

December 31,
2005

1)

$ 559,580 $ 707,913

2,294,368
585,050
373,266
113,602

44,396
62,138

4,032,400
288,105
321,777
239,644
350,495

1,869
64,842

$ 5,299,132

$ 207,806
10,237
65,919

220,995
16,757
60,115

581,829
38,052
1,300,000
80,421

459
2,518,025
6,062

1,603,120
396,125
216,903

84,839
48,383
34,925

3,092,208
242,568
333,582

66,893

1,665
29,400

$ 3,766,316

$ 70,908

10,514
59,927
95,739
149,516
18,353
60,206

465,163
32,725

240,650

460
2,206,228
11,578

4



Edgar Filing: GILEAD SCIENCES INC - Form 10-Q

Deferred stock compensation (130)
Retained earnings 774,284 809,642
Total stockholders equity 3,298,830 3,027,778

$ 5299132 § 3,766,316

(1) The condensed consolidated balance sheet at December 31, 2005 has been derived from audited consolidated financial statements at that
date but does not include all of the information and footnotes required by United States generally accepted accounting principles for
complete financial statements.

See accompanying notes.
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GILEAD SCIENCES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)

(in thousands, except per share amounts)

Revenues:
Product sales
Royalty and contract revenue

Total revenues

Costs and expenses:

Cost of goods sold

Research and development

Selling, general and administrative

Purchased in-process research and development

Total costs and expenses

Income from operations

Interest and other income, net
Interest expense

Minority interest in joint venture

Income before provision for income taxes
Provision for income taxes

Net income (loss)

Net income (loss) per share basic

Net income (loss) per share diluted
Shares used in per share calculation basic

Shares used in per share calculation diluted

Table of Contents

Three Months Ended
September 30,

2006 2005
$ 670,060 $ 467,204
78,673 26,247
748,733 493,451
109,791 65,498
93,305 78,830
132,529 100,873

355,568
691,193 245,201
57,540 248,250
36,197 14,127
(6,081) (26)

1,640 1,223
89,296 263,574
141,460 84,342
$ (52,164) $ 179,232
$ .1 % 0.39
$ 0.11) $ 0.38
457,433 456,098
457,433 475,965

See accompanying notes.

Nine Months Ended
September 30,
2006 2005
1,820,104 $ 1,315,873
306,809 103,261
2,126,913 1,419,134
278,031 186,182
272,241 208,961
426,567 274,765
355,568
1,332,407 669,908
794,506 749,226
102,082 31,232
(15,012) (50)
3,878 2,398
885,454 782,806
409,764 250,494
475,690 $ 532,312
1.04 $ 1.18
0.99 $ 1.13
458,773 452,923
478,101 472,350
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GILEAD SCIENCES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

(in thousands)

OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization

Purchased in-process research and development
Stock-based compensation expense

Tax benefits from employee stock plans

Excess tax benefits from stock-based compensation
Deferred income taxes

Asset impairment

Write-down of inventory

Minority interest in joint venture
Other-than-temporary loss on marketable securities
Other non-cash transactions

Changes in operating assets and liabilities:
Accounts receivable, net

Inventories

Prepaid expenses and other assets

Prepaid royalties

Accounts payable

Income taxes payable

Accrued liabilities

Deferred revenue

Net cash provided by operating activities

INVESTING ACTIVITIES:

Purchases of marketable securities

Proceeds from sales of marketable securities
Proceeds from maturities of marketable securities
Acquisition of Corus net assets, net of cash acquired
Purchases of non-marketable equity securities
Capital expenditures and other

Net cash used in investing activities

FINANCING ACTIVITIES:

Proceeds from issuances of common stock

Proceeds from issuance of convertible senior notes, net of issuance costs
Proceeds from sale of warrants

Purchases of convertible note hedges

Repurchases of common stock

Repayments of long-term debt and other obligations

Table of Contents

Nine Months Ended
September 30,
2006 2005
475,690 $ 532312
35,517 23,904
355,568
98,144 898
107,496 79,000
(79,779)
271) 67,914
8,230
6,820
(204) (1,465)
6,617
13,621 (59)
(177,570) 3,492
(160,826) (38,049)
(16,797) (2,093)
(341,250)
136,880 (14,418)
(95,739) (1,859)
21,423 66,961
3,731 (5,996)
738,551 369,292
(2,292,355) (1,143,800)
886,472 610,765
366,869 368,477
(356,167)
(31,688)
(74,995) (34,909)
(1,501,864) (199,467)
123,824 107,157
1,276,242
235,495
(379,145)
(544,943)
(161,418) (166)
7
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Excess tax benefits from stock-based compensation 79,779

Net cash provided by financing activities 629,834 106,991

Effect of exchange rate changes on cash (14,854) (39,127)
Net increase (decrease) in cash and cash equivalents (148,333) 237,689

Cash and cash equivalents at beginning of period 707,913 280,909

Cash and cash equivalents at end of period $ 559,580 $ 518,598

See accompanying notes.
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GILEAD SCIENCES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006
(unaudited)
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with United States generally
accepted accounting principles for interim financial information. The financial statements include all adjustments (consisting only of normal
recurring adjustments) that the management of Gilead Sciences, Inc. (Gilead, the Company or we) believes are necessary for a fair presentation
of the periods presented. These interim financial results are not necessarily indicative of results to be expected for the full fiscal year or for any
subsequent interim period.

Preparing financial statements requires management to make estimates and assumptions that affect the reported amounts of assets, liabilities,
revenues and expenses. On an on-going basis, management evaluates its estimates, including those related to revenue recognition, allowance for
doubtful accounts, inventories, prepaid royalties, clinical trial accruals, income tax provision and stock-based compensation. Actual results may
differ from these estimates. The accompanying Condensed Consolidated Financial Statements include the accounts of the Companys, its
wholly-owned subsidiaries and its joint venture with Bristol-Myers Squibb Company (BMS), of which Gilead is the primary beneficiary as
determined under Financial Accounting Standards Board (FASB) Interpretation No. 46, Consolidation of Variable Interest Entities (FIN 46R).
Minority interest is recorded for BMS s interest in the joint venture. Significant intercompany transactions have been eliminated.

On January 1, 2006, we began reporting net foreign exchange transaction gains or losses as well as fair value changes on derivative instruments
not designated as hedges in interest and other income, net, in our Condensed Consolidated Statements of Operations. The amounts of $1.6
million and $(0.2) million for the three and nine months ended September 30, 2005, respectively, which were previously reported as selling,
general and administrative (SG&A) expenses, were reclassified to conform to the current period presentation. Additionally in 2006, we began
classifying interest receivable related to our marketable securities in other current assets in our Condensed Consolidated Balance Sheets. This
reclassification had the effect of increasing other current assets and decreasing marketable securities by $12.9 million as of December 31, 2005.
On our Condensed Consolidated Statements of Cash Flows for the nine months ended September 30, 2005, this reclassification had the effect of
decreasing net cash used in investing activities and decreasing net cash provided by operating activities by $5.3 million. This reclassification did
not affect our Condensed Consolidated Statements of Operations.

As a result of our issuance of the convertible senior notes and related transactions in April 2006 (see Note 9), our cash, cash equivalents and
marketable securities increased significantly. When the net proceeds from these transactions were considered together with our existing cash,
cash equivalents, marketable securities and our credit facility (see Note 9), our ability to hold our long-term marketable securities until their
respective maturities was significantly enhanced. Accordingly, during the quarter ended June 30, 2006, we began classifying our marketable
securities portfolio as short-term or long-term according to their contractual maturities.

The accompanying financial information should be read in conjunction with the audited consolidated financial statements for the year ended
December 31, 2005, included in our Annual Report on Form 10-K as filed with the Securities and Exchange Commission (SEC).

Recent Accounting Pronouncements

In June 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48), an interpretation of
Statement of Financial Accounting Standards (SFAS) No. 109, Accounting for Income Taxes (SFAS 109). FIN 48 clarifies the accounting for
uncertainty in income taxes recognized in an enterprise s financial statements in accordance with SFAS 109 and prescribes a recognition
threshold and measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in a
tax return. FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and
transition. FIN 48 will be effective beginning with the first fiscal period after December 15, 2006. We are still evaluating what impact, if any,
the adoption of this standard will have on our consolidated financial statements.

Revenue Recognition
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Product Sales

We recognize revenue from product sales when there is persuasive evidence an arrangement exists, delivery to the customer has occurred, the
price is fixed or determinable and collectibility is reasonably assured. Upon recognition of revenue from product sales, provisions are made for
government rebates, customer incentives such as cash discounts for prompt payment, certain distributor fees and estimated future returns of
products that may expire.

Table of Contents 10



Edgar Filing: GILEAD SCIENCES INC - Form 10-Q

Table of Conten
Items Deducted from Gross Product Sales:
Government Rebates

We estimate amounts payable by us to government-managed Medicaid programs as well as to certain other qualifying federal and state
government programs based on contractual terms, historical utilization rates, any new information regarding changes in these programs
regulations and guidelines that would impact the amount of the actual rebates, our expectations regarding future utilization rates for these
programs and channel inventory data as obtained from our major U.S. wholesalers in accordance with our inventory management agreements.
Government rebates that are invoiced directly to us are recorded in other accrued liabilities in our condensed consolidated balance sheets. For
qualified programs that can purchase our products through wholesalers at a lower contractual government price, the wholesalers charge back to
us the difference between their acquisition cost and the lower price, which we record as allowances against accounts receivable.

Cash Discounts
We estimate cash discounts based on contractual terms, historical utilization rates and our expectations regarding future utilization rates.
Distributor Fees

Under our inventory management agreements with our significant U.S. wholesalers, we pay the wholesalers a fee primarily for the compliance
of certain contractually-determined covenants such as the maintenance of agreed-upon inventory levels. These distributor fees are based on a
contractually-determined fixed percentage of sales.

Product Returns

We do not provide our customers with a general right of product return but permit returns if the product is damaged or defective when received
by the customer, or if the product in the Unites States has expired. We will accept product returns in the United States that have expired for one
year after their expiration. Our estimates for expected returns of expired products are based primarily on an on-going analysis of historical return
patterns.

Contract Revenue

Contract revenue for research and development (R&D) is recorded as performance occurs and the earnings process is completed based on the
performance requirements of the contract. Nonrefundable contract fees for which no further performance obligations exist, and where there is no
continuing involvement by Gilead, are recognized on the earlier to occur of when the payments are received or when collection is reasonably
assured.

Revenue from non-refundable up-front license fees and milestone payments where we continue to have involvement such as through a
development collaboration or an obligation to supply product is recognized as performance occurs and our obligations are completed. In
accordance with the specific terms of Gilead s obligations under these types of arrangements, revenue is recognized as the obligation is fulfilled
or ratably over the development or manufacturing period. Revenue associated with substantive at-risk milestones is recognized based upon the
achievement of the milestones as defined in the respective agreements. Advance payments received in excess of amounts earned are classified as
deferred revenue.

Royalty Revenue

Royalty revenue from sales of AmBisome® (amphotericin B liposome for injection) is recognized in the month following the month in which the
corresponding sales occur. Royalty revenue from sales of our other products is recognized when received, which is in the quarter following the
quarter in which the corresponding sales occur.
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Earnings Per Share

Basic earnings per share is calculated based on the weighted-average number of shares of common stock outstanding during the period. Diluted
earnings per share is calculated based on the weighted-average number of shares of common stock and other dilutive securities outstanding
during the period. Potential dilutive shares of common stock resulting from the assumed exercise of outstanding stock options and equivalents,
the assumed conversion of our convertible senior notes due in 2011 (2011 Notes) and our convertible senior notes due in 2013 (2013 Notes)
(collectively, the Notes) and the assumed exercise of the warrants relating to the Notes are determined under the treasury stock method.

The following table is a reconciliation of the numerator and denominator used in the calculation of basic and diluted earnings per share (in
thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
Numerator:
Net income (loss) $  (52,164) $ 179,232 $ 475,690 $ 532,312
Denominator:
Weighted-average shares of common stock outstanding used in
calculation of basic earnings per share 457,433 456,098 458,773 452,923
Effect of dilutive securities:
Stock options and equivalents 19,867 19,328 19,427
Weighted-average shares of common stock outstanding used in
calculation of diluted earnings (loss) per share 457,433 475,965 478,101 472,350

Options to purchase approximately 7.7 million and 6.8 million shares of common stock were also outstanding during the three and nine months
ended September 30, 2006, respectively, but were not included in the computation of diluted earnings (loss) per share because the options
exercise prices were greater than the average market price of our common stock during these periods; therefore, their effect was antidilutive.
Additionally, options and equivalents to purchase approximately 18.8 million shares of common stock were also outstanding during the three
months ended September 30, 2006 but were not included in the computation of diluted earnings per share because their effect was antidilutive as
we reported a net loss. In addition, due to the inclusion of the restrictions on conversion under our Notes, our diluted earnings (loss) per share
computation will not give effect to the dilution from the conversion of the Notes until the share price of our common stock exceeds $77.50 and
$76.20 for the 2011 Notes and 2013 Notes, respectively. Options to purchase approximately 0.3 million and 0.5 million shares of common stock
were outstanding during the three and nine months ended September 30, 2005, respectively, but were not included in the computation of diluted
earnings per share because the options exercise prices were greater than the average market price of our common stock during these periods;
therefore, their effect was antidilutive.

Stock-Based Compensation

In December 2004, the FASB issued SFAS No. 123 (revised 2004), Share-Based Payment (SFAS 123R), a revision of SFAS No. 123,
Accounting for Stock-Based Compensation (SFAS 123), which requires that all share-based payments to employees and directors, including
grants of stock options, be recognized in the income statement based on their fair values, beginning with the first quarterly period of the first
fiscal year beginning on or after June 15, 2005, with early adoption permitted. SFAS 123R also requires the benefit of tax deductions in excess
of recognized compensation cost to be reported in the statement of cash flows as a financing cash flow, rather than as an operating cash flow.
SFAS 123R supersedes Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (APB 25) and amends SFAS
No. 95, Statement of Cash Flows. On January 1, 2006, we adopted SFAS 123R using the modified prospective method, one of the adoption
methods permitted under SFAS 123R (see Note 11).

2. INVENTORIES

Inventories are summarized as follows (in thousands):

Table of Contents 12
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September 30, 2006

Raw materials $ 179,623
Work in process 56,968
Finished goods 136,675

$ 373,266

Total inventories

Table of Contents

December 31, 2005

$ 147,950
25,061
43,892
$ 216,903

13



Edgar Filing: GILEAD SCIENCES INC - Form 10-Q

Table of Conten

Our inventory balance as of September 30, 2006 and December 31, 2005 included Sustiva® (efavirenz) active pharmaceutical ingredient (API)
which we purchased from BMS at BMS s approximate market value of Sustiva. As of September 30, 2006, the joint venture formed by Gilead
and BMS held approximately $63.7 million of Sustiva API which it purchased from BMS at BMS s estimated net selling price of Sustiva in the
U.S. market and included in raw materials inventory, as well as $9.2 million and $60.8 million of Sustiva API included in work-in-process
inventory and finished goods inventory, respectively.

During the first quarter of 2006, based on our regular evaluation of forecasted sales and existing pricing, we concluded that we would not fully
recover the capitalized manufacturing costs associated with the inventory for our Gilead Access Program. As a result, we recorded $6.8 million
in cost of goods sold to write down this inventory to its estimated net realizable value.

3. ASSET DISPOSAL

In March 2006, we received local city approval to proceed with the demolition of two of our owned buildings in Foster City, California, and to
begin construction of new facilities. We included the charge associated with the write-off of these buildings, equal to their aggregate net book
value of $7.9 million, in SG&A expenses during the first quarter of 2006.

4. ACQUISITION OF REAL ESTATE

In August 2006, we completed the purchase of two additional buildings located on our Foster City, California campus for an aggregate of
approximately $29.3 million. The purchase price was allocated between land, buildings and land improvements based on their estimated relative
fair values determined by management, based in part on an independent appraisal, which were $13.7 million, $14.6 million and $0.9 million,
respectively. The fair value of the buildings and land improvements are being depreciated over their remaining economic life estimated to be 20
years.

5. EUROPEAN HEADQUARTERS RELOCATION

In June 2005, we announced that the commercial, medical and administrative groups of our European headquarters, based in Paris, France,
would be relocated to the London area in the United Kingdom to be closer to our European headquarters for our regulatory, safety and
information technology groups already located in the Cambridge area in the United Kingdom. We believe that this relocation will enable us to
achieve efficiencies through the closer proximity of the groups as we position our company to compete with the large pharmaceutical companies
at a global level. Our French subsidiary continues to occupy our existing Paris facilities as we continue to expand our sales and marketing
presence in France.

In the third quarter of 2005, when the relocation plans were finalized, we accrued a charge of $8.4 million, primarily consisting of employee
severance costs and termination benefits, which was included in SG&A expenses. As of September 30, 2006, $6.3 million of these severance
costs and termination benefits have been incurred, thereby reducing the relocation accrual that is included in accrued compensation and
employee benefits in the Condensed Consolidated Balance Sheets to $2.1 million. Additional costs relating to the new headquarters in the United
Kingdom, including recruitment costs, legal expenses, capital expenditures and other related costs are being expensed as incurred. Based upon
the most current information available, we believe that the aggregate severance, relocation and recruiting costs resulting from the relocation of
our European headquarters continues to be in the range of $10 million to $13 million.

6. COLLABORATIVE ARRANGEMENTS AND CONTRACTS

As a result of entering into strategic collaborations from time to time, we may hold investments in non-public companies. We record these
nonmarketable equity securities at cost in other noncurrent assets, less any amounts for other-than-temporary impairment. We regularly review
these investments for indicators of impairment. We also review our interests in our investee companies for consolidation and/or appropriate
disclosure under the provisions of FIN 46R. As of September 30, 2006, we determined that certain of our investee companies are variable
interest entities; however, other than with respect to our joint venture with BMS, we are not the primary beneficiary. Accordingly, we have
conformed our disclosures with this determination.

Japan Tobacco

In March 2005, we entered into a licensing agreement with Japan Tobacco Inc. (Japan Tobacco), under which Japan Tobacco granted Gilead
exclusive rights to develop and commercialize a novel HIV integrase inhibitor, GS 9137 (formerly called JTK-303), in all countries of the world,
excluding Japan, where Japan Tobacco will retain such rights. Under the terms of the agreement, we incurred an upfront license fee of $15.0
million which was included in R&D expenses in the first quarter of 2005 as there was no future alternative use for this technology. In March
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2006, we recorded $5.0 million in R&D expenses related to a milestone we incurred as a result of dosing the first patient in a Phase 2 clinical
study as there was no future alternative use for this technology. We are obligated to make additional payments upon the achievement of other
milestones as well as pay royalties based on any future net product sales in the territories where we may market the drug.
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GlaxoSmithKline

In April 2002, Gilead and GlaxoSmithKline (GSK) entered into a licensing agreement providing GSK the rights to commercialize
Hepsera®(adefovir dipivoxil), our oral antiviral for the treatment of chronic hepatitis B, in Asia, Latin America and certain other territories.
Under the agreement, we retained rights to Hepsera in the United States, Canada, Eastern and Western Europe, Australia, New Zealand and
Turkey. GSK received exclusive rights to develop Hepsera solely for the treatment of chronic hepatitis B in all of its territories, the most
significant of which include China, Japan, Korea and Taiwan. We received a $2.0 million milestone payment from GSK for the U.S. approval of
Hepsera in 2002, $2.0 million for the Canadian approval of Hepsera in 2003, and an aggregate of $13.0 million for the commercial approvals of
Hepsera in Japan, South Korea and Taiwan in 2004. During the third quarter of 2006, we received a $5.0 million milestone payment from GSK
for the achievement by GSK of four consecutive quarters of Hepsera gross sales exceeding $75.0 million. GSK has full responsibility for
development and commercialization of Hepsera in its territories. The up-front license fee and milestones have all been recorded as deferred
revenue to be amortized into contract revenue over the remaining period of our supply of Hepsera to GSK under the agreement, which is
approximately 9 years.

OSI Pharmaceuticals, Inc.

In March 2000, we entered into an agreement with Eyetech Pharmaceuticals, Inc., which was acquired by OSI Pharmaceuticals, Inc. (OSI) in
2005, relating to Macugen®(pegaptanib sodium injection). Macugen is an inhibitor of vascular endothelial growth factor, or VEGF, which is
known to play a role in the development of certain ophthalmic diseases. Under the terms of the agreement, OSI received worldwide rights to all
therapeutic uses of Macugen and was responsible for all R&D costs. We are entitled to receive payments from OSI if OSI reaches certain
milestones as well as for royalties on worldwide net sales of Macugen, subject to our obligation to make payments to third parties relating to
these royalties. In February 2006, Macugen was approved in the European Union, and in June 2006, we recognized a $5.0 million milestone
payment from OSI relating to the first commercial sale of Macugen in the European Union which was included in contract revenue.

7. ACQUISITIONS
Corus Pharma, Inc.

On August 11, 2006, we completed the acquisition of Corus Pharma, Inc. (Corus), a privately held biopharmaceutical company based in Seattle,
Washington. Corus was a development stage company that focused on the development and commercialization of novel drugs for respiratory
and infectious diseases. Corus has one lead product candidate in late-stage clinical trials and two early-stage product candidates. This acquisition
provides us with an opportunity to expand into new therapeutic areas such as respiratory diseases and augments our existing pipeline.

The Corus acquisition has been accounted for as an acquisition of assets rather than as a business combination in accordance with the criteria
outlined in Emerging Issues Task Force (EITF) Issue No. 98-3, Determining Whether a Nonmonetary Transaction Involves Receipt of
Productive Assets or of a Business. Corus was considered a development stage company because it had not commenced its planned principal
operations. Additionally, it lacked all the necessary elements of a business, including not having a completed product and, therefore, no ability to
access customers. The results of operations of Corus since August 11, 2006 have been included in our condensed consolidated statements or
operations and primarily consist of research and development expenses and to a lesser extent, SG&A expenses.

In April 2006, we purchased $25.0 million of Corus s Series C preferred stock, which represented approximately 15% of Corus s voting equity
interests at the time. In conjunction with the purchase of Series C preferred stock, we also entered into the Agreement and Plan of Merger under
which we had an option to acquire by merger the remaining outstanding shares of Corus. In July 2006, we announced that we had agreed to
exercise this option and concurrently we entered into an agreement with Novartis Vaccines and Diagnostics, Inc. (Novartis) whereby Novartis
agreed to dismiss its litigation against Corus for a payment to be made by Gilead to Novartis. Since the claims made by Novartis directly
implicated Corus s right to develop and commercialize its products, settling with Novartis was deemed appropriate to allow completion of the
acquisition and to ensure claims by Novartis could not impede our ability to further develop and commercialize Corus product candidates.
Without a settlement, the results of the ongoing trial at the time of settlement would have been uncertain for a sustained period following the
closing due to legal appeals and other potential proceedings. Upon completion of the acquisition, we included our investment in Corus s Series C
preferred stock and the payment to Novartis as part of the acquisition purchase price.

The aggregate purchase price for all of the acquired shares and assets was approximately $414.7 million, including cash paid at or prior to
closing of $363.6 million, the fair value of vested stock options assumed of $7.4 million, estimated direct transaction costs of $3.2 million and
employee-related severance costs of $4.0 million. In addition, a holdback amount of $36.5 million is payable to Corus shareholders by Gilead in
the future, except to the extent utilized to pay claims made by Gilead within one year after the closing of the merger. We assessed that it is
probable that we will pay out this holdback amount, therefore we recorded this amount in other accrued liabilities on our condensed consolidated
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Employee related severance costs are included as part of the purchase price, as we established a workforce reduction plan as part of the
acquisition transaction. These costs include employee termination benefits to be paid out within one year, as well as the stock-based
compensation costs resulting from the accelerated vesting of stock options for employees who are involuntarily terminated in conjunction with a
change in control as covered by Corus s stock option plan.

The following table summarizes the preliminary purchase price allocation at August 11, 2006 (in thousands):

Net assets $ 4,191
Assembled workforce 1,597
Net deferred tax assets 53,376
In-process research and development 355,568

$ 414,732

The $4.2 million of net assets includes $10.7 million of cash and short-term investments and $4.0 million of tangible assets, less assumed
liabilities of $10.5 million. The $1.6 million value assigned to the assembled workforce is being amortized over three years, which is the
estimated useful life of the asset. The $53.4 million of net deferred tax assets is primarily related to federal net operating loss and tax credit
carryforwards. We have concluded that, based on the standard set forth in SFAS No. 109, it is more likely than not that we will realize the
benefits from these deferred tax assets. We did not record any income tax benefit related to the purchased in-process research and development
(IPR&D) charge as such amount is non-deductible. This purchase price allocation is preliminary and has not been finalized in that we are
currently reviewing the allocation. Material changes, if any, to the preliminary allocation summarized above, will be reported once the
uncertainty has been resolved.

The estimated fair value of purchased IPR&D and assembled workforce was determined by our management based in part on an independent
appraisal. The estimated fair value of purchased IPR&D is greater than the purchase price paid, therefore, the amount that was allocated to
purchased IPR&D consists of the net amount remaining after allocating the purchase price to the net tangible assets, assembled workforce and
net deferred tax assets. The purchased IPR&D represented Corus s incomplete R&D program that had not yet reached technological feasibility
and had no alternative future use as of the acquisition date. A summary of this program at the acquisition date is as follows:

Estimated
Acquisition
Date Fair
Value
Program Description Status of Development (in millions)
Aztreonam lysine for cystic fibrosis Aztreonam formulation for Phase 3 clinical trials at $ 355.6
inhalation to be used against acquisition date. We expect to file
Gram-negative bacteria that cause a new drug application (NDA)
lung infections in patients with with the U.S. Food and Drug
cystic fibrosis. Administration (FDA) in late
2007.

The remaining efforts for completion of Corus s R&D project primarily consist of clinical trials, the cost, length and success of which are
extremely difficult to predict. Numerous risks and uncertainties exist that could prevent completion of development, including the ability to
enroll patients in clinical trials, the possibility of unfavorable results of our clinical trials, and the risk of failing to obtain FDA and other
regulatory body approvals. Feedback from regulatory authorities or results from clinical trials might require modifications or delays in later stage
clinical trials or additional trials to be performed. We cannot be certain that aztreonam lysine for cystic fibrosis, purchased from Corus, will be
approved in the United States or the European Union or whether marketing approvals will have significant limitations on its use. Future
discussions with regulatory agencies will determine the amount of data needed and timelines for review, which may differ materially from
current projections. The acquired product candidate under development may never be successfully commercialized. As a result, we may make a
strategic decision to discontinue development of this product candidate, if we believe commercialization will be difficult relative to other
opportunities in our pipeline. If this program cannot be completed on a timely basis or at all, then our prospects for future revenue growth would
be adversely impacted.
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The value of the purchased IPR&D was determined by estimating the related future net cash flows using a present value risk adjusted discount
rate of 16%. This discount rate is a significant assumption and is based on the estimated internal rate of return for Corus s operations and is
comparable to the estimated weighted average cost of capital for companies in Corus s industry. The projected cash flows from the aztreonam
program were based on estimates of revenues and operating profits related to the program considering its stage of development, the time and
resources needed to complete the development and approval of the related product, the life of the potential commercialized product and
associated risks, including the inherent difficulties and uncertainties in developing a drug compound such as obtaining FDA and other regulatory
approvals, and risks related to the viability of and potential alternative treatments in any future target markets. Corus s two other early-stage
candidates were not included in the valuation of purchased IPR&D because they were early-stage projects that did not have identifiable revenues
and expenses associated with them.
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Raylo Chemicals Inc.

On November 3, 2006, we completed the acquisition of Raylo Chemicals Inc., a subsidiary of Germany-based specialty chemicals company
Degussa AG, for approximately 107.1 million (approximately $136 million). Raylo s operations encompass custom manufacturing of API and
advanced intermediates for the pharmaceuti