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ViroPharma

First Call Note

VPHM: Improving Pipeline Outlook, But Facing Major Near-Term Binary
Event; Raising Target Price To $11.70, Downgrading To Hold

B ViroPharma reported a number of data points in the past week, prompting us to review our thesis on
the stock. On the positive side, enroliment completed in the Phase 3 Camvia (maribavir) trial for stem
cell transplantation (SCT). We believe ViroPharma is on target to finish this registration trial in
November. Additionally, the company published positive findings from its Phase 2 Camvia SCT trial in
the journal Blood (top-line data was previously presented at the ASH 2006 meeting); Camvia
significantly lowered CMV re-infection rates compared to placebo (Placebo: 57%; Camvia: 15%
[100mg twice a day, p=0.001], 30% [400mg once a day, p=0.051], 15% [400mg twice a day, p=0.002]).
Furthermore, three (11%) placebo patients developed CMV disease compared to no Camvia patients.
This data improves our assessment on Camvia’'s prospect. Since the Phase 3 trial is utilizing a
successful dose (100mg twice a day), we believe the chance of success has a good basis.
Consequently, we raise our assigned valuation of Camvia from $200 million to $350 million, roughly in
line with the value of a Phase 3 product near developmental completion and with a good chance of
success.

B On the negative side, FDA has scheduled a meeting of the Advisory Committee for Pharmaceutical
Science and Clinical Pharmacology for July 23, during which a key point of discussion will likely be the
approval pathway of generic drugs where the branded drug is not absorbed. We believe this will have
key implications for the approvability of generic Vancocin. While we cannot rule out the meeting ends
up being a non-binding pontification, it is possible the FDA may use the panel as a cover, with the
intention to approve a generic drug. This could become a binary event, with an unfavorable
recommendation leading to substantial downside potential to ViroPharma’s stock, especially
considering the recent run-up of the stock. The stock has recently decoupled from the company’s
cash level at which it previously traded. In our view, the risk/reward balance is now different compared
to before because of this upcoming binary event. Therefore, we take a cautious stance and
downgrade the stock to Hold from Buy.

B We do want to point out several potential positives: 1) if generics do not enter the market,
ViroPharma stands to add about $20 million/quarter to its balance sheet, which should accordingly be
reflected in its valuation; 2) if ViroPharma acquires a meaningful product, the stock may increase
significantly; and 3) if Camvia succeeds by year-end 2008, the stock may rise further, in our view. We
may revisit our thesis again after the FDA advisory panel meeting on July 23.

B Assuming no generic entrance in 1H08, the cash balance should grow to approximately $640
million. Including $350 million as value for Camvia, we arrive at a total value of $990 million, which
when fully diluted results in our new price target of $11.70, up from $10.00.

YEAR-END EPS PIE DIVIDEND YIELD
DEC ®) (x) $) (%)
2006A 0.95 11.6 NA NA
2007A 1.21 9.1 NA NA
2008E 0.92 11.9 NA NA
2009E 1.06 104 NA NA

Note: EPS are non-GAAP.

DISCLOSURES ARE LOCATED ON THE PAGE PRECEDING THE BACK PAGE STAFF LIST
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VALUATION

Assuming no generic entrance in 1H08, the cash balance should grow to approximately $640 million.
Including $350 million as value for Camvia, we arrive at a total value of $990 million, which when fully diluted
results in our new price target of $11.70, up from $10.00.

RISK

The FDA may approve generic oral vancomycin based on the proposed in vitro requirement for
bioequivalence, potentially opening the market to greater Vancocin competition.

As in any drug in development, Camvia may not meet Phase 3 endpoints.
Camvia may not be well received in a transplant market that already has Valcyte and Cytogam.

ViroPharma may not succeed in acquiring or in-licensing other drugs, or it may acquire or in-license drugs
that are unlikely to succeed in clinical development and/or the market, leading to poor market reception as
reflected in its stock price. It may also overpay for such acquisitions.

A total of $250 million of the cash on ViroPharma’s balance sheet is in convertible debt, which carries a very
favorable coupon (2%). If there are any events that can be construed as material changes in ViroPharma’s
corporate structure, convertible bond holders may elect to redeem the bonds before their 2017 maturity date.
ViroPharma'’s cash balance could be lowered and working capital can diminish.

At any given time, the following risks could affect our valuation of the subject company:

Clinical: Failures of late-stage and early-stage products and delays in clinical development could occur.
Uncertainty regarding the timing, efficacy, and safety aspect of new products and long-term safety issues
could emerge after approval.

Competition, new health treatments: Newer, better products could displace existing drugs. More
knowledge about a disease could make a drug less used. A firm could be out-marketed by rivals. Generic
competition and pricing pressure could erode prices and margins. New developments in health treatments or
new non-diagnostic products could reduce or eliminate demand for a product.

Environmental: Changes in environmental regulations, stringent environmental laws, and potential exposure
to environmental liabilities could have a negative effect.

Litigation: Outcomes of intellectual property litigation could cause product sales to be halted — these
lawsuits are common in the healthcare industry. Third parties may claim that products that a company has
sought FDA approval to market or is currently marketing may infringe on the third parties’ proprietary rights
and patents.

Management/financial: A company could be adversely affected by inability to control costs, management’s
lack of experience, the discontinuation of partnerships, continued financial losses, insufficient capital to fund
its clinical pipeline, inability to raise additional capital or favorable terms, the influence of large shareholders,
and disruptions in connection with changes to executive management and board membership.

Manufacturing: Manufacturing controls may be weak, and manufacturing licenses could become
suspended. If the current Good Manufacturing Practices are not maintained, the FDA could refuse to approve
marketing applications.

Marketing/R&D: The timing of R&D milestones, failure to successfully commercialize early-stage drug
candidates, and limited marketing infrastructure could affect sales.

Patents: A generic could enter the market through natural patent expiry or a loss of a challenged patent in
the courts. A company could be unsuccessful in protecting intellectual property and proprietary rights. The
government could change patent laws at any time.
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Payer: Insurance companies and the government may not pay for a company’s product. The success of
many products depends on Medicare reimbursement. Should any changes occur in Medicare reimbursement
codes, product sales could be affected.

Pipeline: There is no guarantee that any investigational product will make it through the regulatory process.
A company could have insufficient capital to fund its clinical pipeline.

Product launch hiccups: Risks associated with a new product launch include higher than expected costs,
lower than expected sales/overestimated demand for products, and lack of customer acceptance. There
could also be limited uptake due to patient non-compliance.

Product liability: All products have side effects, and companies are often liable for damage due to side
effects, which may emerge after approval. Product liability claims are possible related to the testing,
manufacturing, marketing, and use of a company'’s products.

Product withdrawal: Unforeseen side effects could cause drugs to be pulled from the market.

Regulatory: The FDA may not approve a product, manufacturing, or an indication, and can change a
product’s label. The government may not like a firm’s marketing practices and penalize it. Manufacturing sites
could be deemed unsuitable. Legislative or regulatory reform of the healthcare system and drug industry
could affect the ability to sell products profitably.

Third-party manufacturers: Companies without manufacturing facilities may have to rely on contract
manufacturers to manufacture their products and product candidates for clinical trials and commercial sales.
These relationships may be difficult to build and maintain.
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INCOME STATEMENT ($ MILLION, EXCEPT EPS)

2008 2009
2005A] 2006A] 2007A] Q1A Q2E  Q3E  Q4E| 2008E| Q1E  Q2E  Q3E  Q4E| 2009E| 2010E| 2011E| 2012E|
Revenues
Net Vancocin sales 125.85 | 166.62 | 203.77 | 50.94 59.60 48.87 49.36| 208.76 | 60.41 6525 58.72 62.83 | 247.22] 300.70 | 351.50 | 387.69
Net Camvia sales - - - - - - - - - - - - - 7.71 20.11 30.42
Milestone, license, and other revenue 6.56 0.56 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Total revenues $132.42 | $167.18 | $203.77 | $50.94 $59.60 $48.87 $49.36 | $208.76 | $60.41 $65.25 $58.72 $62.83 | $247.22 | $308.41 | $371.61 | $418.11
Costs and Expenses
Cost of sales 18.03 18.98 8.93 1.92 2.68 212 2.24 8.96 2.38 2.52 2.67 2.83 10.40 13.17 16.68 21.12
Research and development 10.61 19.16 35.87 | 1497 1252 1271 13.08 53.27 | 13.09 13.74 1443 1515 56.41 68.81 83.92 | 102.25
Marketing, general and administrative 10.48 24.56 37.05| 1285 1252 1271 13.92 51.99| 15.03 15.03 16.24 17.54 63.84 85.62 ] 110.14 | 147.59
Intangible amortization and acquisition of
technology rights 5.16 5.67 6.12 1.69 1.74 1.79 1.84 7.06 1.90 1.96 2.02 2.08 7.95 8.95 10.07 11.33
Total costs and expenses $44.27 | $68.38 | $87.97 | $31.42 $29.45 $29.32 $31.08 | $121.27 | $32.40 $33.25 $35.35 $37.60 | $138.60 | $176.55 | $220.82 | $282.29
Operating income (loss) $88.15| $98.81 | $115.80 | $19.52 $30.15 $19.55 $18.27 | $87.49 | $28.01 $32.00 $23.37 $25.24 | $108.62 | $131.86 | $150.79 | $135.82
Other Income (Expense)
Interest income 2.01 9.85 24.27 6.31 6.34 6.69 7.04 26.38 7.39 7.74 8.09 8.44 31.66 37.26 42.86 48.46
Interest expense (11.30) (0.69) (4.40)] (1.42) (1.42) (1.42) (1.42) (5.68)] (1.42) (1.42) (1.42) (1.42) (5.68) (5.68) (5.68) (5.68)
Income (loss) before income tax expense
(benefit) 75.90] 108.53] 135.67] 24.41 35.07 24.82 23.89] 108.19] 33.98 38.32 30.04 32.26] 134.60] 163.45] 187.98] 178.60
Income tax expense (benefit) -37.81 41.86 40.31 6.96 9.82 6.95 6.69 30.42] 1155 13.03 10.21 10.97 45.76 55.57 63.91 60.72
Net income (loss) $113.71 | $66.67 | $95.35|$17.45 $25.25 $17.87 $17.20 | $77.77 | $22.43 $25.29 $19.83 $21.29 | $88.84 | $107.88 | $124.07 | $117.88
Shares used in computing net income
(loss) per share, Diluted 57.61 70.34 80.89] 84.27 8444 8461 84.78 84.53] 83.90 83.90 83.90 83.90 83.90 83.90 83.90 83.90
Net income (loss) per share, Diluted $2.02 $0.95 $1.21] $0.22 $0.30 $0.21 $0.20 $0.92 | $0.27 $0.30 $0.24 $0.25 $1.06 $1.29 $1.48 $1.40

Source: Company data, Natixis Bleichroeder Inc. estimates
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TARGET PRICE HISTORY
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Full reports of covered companies are available on request.

IMPORTANT DISCLOSURES AND INFORMATION ABOUT THE USE OF THIS DOCUMENT

The views expressed in this report accurately reflect the personal views of the author(s) of this report. The author(s) of this report
received no investment banking-related compensation or other supplemental payments in connection with the specific views
expressed herein.

This Communication is only made to or directed at Market Counterparties/Intermediate Customers (Investment Professionals) whose
ordinary business activities involve carrying on investments in shares, bonds and associated securities and/or derivative financial
products and who have professional experience in such investments. The investments and investment services to which this
Communication relates are only available to such investment professionals. Any person who is not an investment professional must
not rely upon this Communication.

Natixis Bleichroeder Inc. and/or its affiliates make an over-the-counter market in the stock of this company: ViroPharma

NBI RATING DEFINITIONS % OF STOCKS COVERED % IB SERVICES
BUY: potential return is >15% above the current price 64% 17%
HOLD: potential return is -15% to +15% of the current price 31% 5%
SELL: potential return is >15% below the current price 5% 0%

© 2008 Natixis Bleichroeder Inc. All rights reserved. Printed in U.S.A. Reproduction or quotation in whole or in part without prior written permission by Natixis
Bleichroeder Inc. is forbidden. All information in this report is subject to change at any time without prior notice. The information contained herein, while not
guaranteed, has been obtained from sources we consider reliable. This information is taken from company reports and documents and/or Natixis Bleichroeder Inc. or
any of its affiliates’ estimates, unless otherwise noted. This is not a solicitation of any order to buy or sell. Past performance is not indicative of future results.
Additional information is available upon request from Natixis Bleichroeder Inc., 1345 Avenue of the Americas, New York, NY 10105 / 1-212-698-3000.
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TRANSATLANTIC EQUITY RESEARCH

Natixis Bleichroeder research is provided by a group of industry-oriented experts with a mid cap and small cap focus. Based in the
United States and France, our team of more than 85 analysts works closely with each other to offer our clients a “transatlantic” approach
that examines the effects of technological, market and regulatory developments across both continents on the companies under
coverage. Our analysts make frequent visits to the managements of companies under coverage and receive information furnished by an
extensive network of global contacts.
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