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We believe this quarter’s results were good, but not great. Botox sales of $212.5 million were
good, beating our $210 million estimate, as were Alphagan sales of $64.3 million, beating our
$55 million forecast. Certainly, the strong Restasis launch is impressive. The company’s
purchase of the Restasis royalty stream from Novartis earlier this year for $110 million will
likely benefit margins for the remainder of 2005 and 2006. We have thus raised our
revenue and EPS estimates to reflect the company’s new targets for the third quarter of 2005
and the full year.

So why do we still remain somewhat concerned about the company’s growth? Well, we
believe many of the company’s growth prospects still rest with Botox (botulinum toxin type
A), and while it is still growing by 20% annually, we believe competitive threats could emerge
in 2006 or 2007 from lpsen/Medicis Dysport (botulinum toxin type A). In addition, we believe
it is important that the company receive a positive nod from the FDA on its Alphagan Z (new
and improved formulation of Alphagan P). While Alphagan P has been a consistent source
of upside for the company over the past several years, we believe it could become more
difficult without another version of the product approved and launched shortly. We think
Alcon and Bausch & Lomb are slowly making headway with their generic versions of
Alphagan. Also, Alcon has its own version of Alphagan P filed at the FDA, which over the
next year could receive approval. Alcon filed a 505b(2) application on Alphagan P in 2004.
While we are encouraged by the strong ramp being experienced by Restasis, Botox makes
up 37% of pharmaceutical sales, with Alphagan P making up another 11% of pharma sales.
More competition arising on almost half of the company’s pharma sales within the next two
years is the source of our concern.

Still, we believe the company’s management has done an excellent job managing growth
and investor expectations — over the past year, especially. We believe the company may be
getting close to making a product or company acquisition. The company expressed an
interest in the past in purchasing products that would complement Botox (i.e., dermal fillers).
With the company finishing the quarter with $873 million of cash, and the stock approaching
a new high for 2005, we believe the company has ample resources to make an acquisition in
the near term.

The company increased its full year 2005 forecast for total revenue to $2,175-$2,225 million
(from $2,135-$2,235 million) and EPS of $3.20-$3.23 (from $3.15-$3.20). For 2005, the
company expects gross margins of 82.5%-83.5%, SG&A/sales of 38%-39%, R&D/sales of
17.5%, and a 29% tax rate.

For 2005 and 2006, we increased our revenue forecast to $2,276.2 million (from $2,201
million) and $2,474 million (from $2,460 million), respectively, and our EPS estimates to
$3.23 (from $3.20) and $3.74 (from $3.72). For 2005 and 2006, we increased our Eye Care
sales to $1,283 million (from $1,250 million) and $1,379 million (from $1,358 million) and
Skin Care sales to $105 million (from $81 million) and $100 million (from $81 million).
Beginning in the fourth quarter of 2005, we are taking contract sales out of our model
(previously $35 million in 2005 and $26 million in 2006).

Additionally, we have raised our net interest income forecast to $5.3 million (from net interest
expense of $4 million) in 2005 and $5.6 million in 2006. The increase in revenue and interest
income is partially offset by a higher SG&A margin forecast of 39.1% (from 37.7%) in 2005
and 37.1% (from 36.9%) in 2006.
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ESTIMATE REVISIONS 

 
2005 2005 2006

($ millions) AGN New Estimate AGN Old Estimate NB New Estimate NB Old Estimate NB New Estimate NB Old Estimate
BotoX $800-$840 $800-$840 $838 $835 $995 $995
Alphagan P (Z approval needed $235-$255 $235-$255 $260 $260 $240 $240
Lumigan $255-$275 $255-$275 $255 $275 $290 $315
Restasis $165-$185 $140-$160 $185 $166 $231 $185
Eye care NA NA $1,283 $1,250 $1,379 $1,358
Skin care NA NA $105 $81 $100 $81
Total Pharma $2,175-$2,225 $2,100-$2,200 $2,225 $2,166 $2,474 $2,434
Contract sales NA NA $51 $35 $0 $26
Net sales NA $2,135-$2,235 $2,276 $2,201 $2,474 $2,460
EF’S $3.20-$3.23 $3.15-$3.20 $3.23 $3.20 $3.74 $3.72
Pharma Gross Margin 82.5%-83.5% 82%-83% 83.7% 83.3% 82.9% 82.9%
SG&A 38%-39% 37%-38% 39.1% 37.7% 37.1% 36.9%
R&D 17.5% 17.5% 17.7% 17.7% 17.4% 17.0%
Share Count (millions) 133-134 133-134 132.3 132.6 132.2 132.6
Tax Rate 29% 29% 29% 29% 30% 30%
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For the quarter, the company reported better than expected Restasis sales of $46.3 million,
$16.3 million more than our estimate of $30 million. Strong Restasis sales were aided by a
DTC campaign on cable television focusing on women over the age of 50. Prescriptions for
Restasis have continued to grow over the past three months, with new and total prescriptions
reaching new highs. During 2Q05, total prescriptions were up approximately 9% sequentially
and 62% year over year. In addition, as of April 19, Allergan no longer pays Novartis
royalties for worldwide sales. We expect continued growth for Restasis and have increased
our sales forecast to $185 million (from $166 million) in 2005 and $231 million (from $185

 

  

 

million) in 2006.

RESTASIS TRX DATA

TRX’S Restasis YOY Growth
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RESTASIS MONTHLY TRX SHARE AND GROWTH 
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YoY Growth
NRx TRx
86.2% 190.6%
71.8% 150.4%
73.4% 127.9%
87.3% 121.4%
75.0% 99.7%

122.1% 128.8%
107.0% 112.9%
65.5% 87.6%
50.4% 71.3%
46.0% 62.0%
51.1% 58.7%
58.7% 64.7%
61.2% 62.3%

 
 

This quarter, Alphagan P sales were $64.3 million (up 3%), $9.3 million higher than our
forecast of $55 million. For the week ended July 15, Alphagan P had 90.2% share of total
prescriptions despite generic competition. For 2005 and 2006, We forecast Alphagan sales
of $260 million (down 3%) and $240 million (down 8%), respectively. While the company
continues to hold a major share of the Alphagan market with Alphgan P, we believe Alcon
and Bausch & Lomb slowly continue to make inroads here. In our view, it is important for the
company to receive an approval of Alphagan Z in 2005.

ALPHAGAN TRX DATA
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ALPHAGAN MONTHLY TRX SHARE AND GROWTH  

   
 

Allergan Alphagan Franchise Bausch & Lomb Alcon
Alphagan Franchise YoY Growth Brimonidine Brimonidine

Jun-04 90.7% -10.8% 6.7% 2.6%
Jul-04 90.6% -12.7% 6.7% 2.7%

Aug-04 90.3% -7.7% 6.6% 3.1%
Sep-04 90.2% -7.8% 6.5% 3.3%
Oct-04 89.8% -9.5% 6.7% 3.5%
Nov-04 89.7% -0.4% 6.6% 3.6%
Dec-04 89.6% -5.5% 6.6% 3.8%
Jan-05 89.3% -3.4% 6.7% 4.0%
Feb-05 89.0% -3.7% 6.8% 4.2%
Mar-05 88.8% -2.9% 6.8% 4.4%

Apr-05 88.6% -1.5% 6.7% 4.7%
May-05 88.3% 1.5% 6.7% 5.0%
Jun-05 88.1% -2.0% 6.8% 5.1%

Lumigan (for the treatment of glaucoma) sales this quarter were $61.5 million (up 7%),
$5.5 million less than our forecast of $67 million. During 2Q05, total prescriptions were down
approximately 3% sequentially and up 10% year over year. For 2005 and 2006, we lowered
our forecast to $255 million (from $275 million) and $290 million (from $315 million),
respectively. According to IMS Health, prescription growth for Lumigan in the U.S. has
slowed. While the product continues to do well outside the U.S., we believe the domestic
market is still a major source of revenue for the product.

LUMIGAN TRX DATA 
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