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Item 2.02. Results of Operation and Financial Condition.

On July 24, 2012, Questcor Pharmaceuticals, Inc. (the “Company”) announced via press release certain operating and financial results for the quarter ended June 30, 2012. A copy of the Company’s
press release is attached hereto as Exhibit 99.1.

Also on July 24, 2012, the Company held a conference call with analysts and investors, the transcript and presentation slides of which are filed as Exhibit 99.2 and Exhibit 99.3, respectively, and both
of which are incorporated herein by reference.

In accordance with General Instruction B.2. of Form 8-K, the information in Item 2.02 of this Current Report on Form 8-K, including Exhibits 99.1, 99.2 and 99.3, shall not be deemed “filed” for
purposes of Section 18 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), or otherwise subject to the liability of that section, nor shall it be deemed incorporated by reference in any
filing under the Securities Act of 1933, as amended, or the Exchange Act, except as expressly set forth by specific reference in such a filing

Item 9.01. Financial Statements and Exhibits.

(d) Exhibits.
 
Exhibit

No.     Description

99.1     Questcor Pharmaceuticals, Inc. press release dated July 24, 2012.

99.2     Transcript of conference call held on July 24, 2012.

99.3     Presentation slides used during conference call held on July 24, 2012.
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Questcor Reports Second Quarter Financial Results

-Net Sales and EPS More Than Double from Year Ago Quarter-
-Sales Force Expansions Nearly Complete—Rheumatology Pilot Underway-

-Conference Call and Webcast Today at 4:30 p.m. ET, 1:30 p.m. PT-

ANAHEIM, Calif., July 24, 2012 — Questcor Pharmaceuticals, Inc. (NASDAQ: QCOR) today reported financial results for the second quarter and six months ended June 30, 2012.
 

    
Three Months
Ended 6/30/12    

Three Months
Ended 6/30/11    

Percentage
Change  

Net Sales   $112.5 Million    $46.0 Million     145% 
GAAP Net Income   $ 41.5 Million    $13.9 Million     199% 
GAAP EPS   $ 0.65    $ 0.21     210% 
Non-GAAP EPS   $ 0.69    $ 0.23     200% 

 

    
Six Months Ended

6/30/12    
Six Months Ended

6/30/11    
Percentage

Change  
Net Sales   $208.4 Million    $ 82.8 Million     152% 
GAAP Net Income   $ 80.0 Million    $ 25.1 Million     219% 
GAAP EPS   $ 1.23    $ 0.38     224% 
Non-GAAP EPS   $ 1.29    $ 0.43     200% 

Net sales for the second quarter were $112.5 million, reflecting expanded physician usage of H.P. Acthar  Gel (repository corticotropin injection) in the treatment of serious, difficult-to-treat autoimmune and
inflammatory disorders, most notably idiopathic nephrotic syndrome and MS exacerbations. Net sales in the second quarter 2011 were $46.0 million.

GAAP net income for the second quarter was $41.5 million or $0.65 per diluted common share, compared to $13.9 million, or $0.21 per diluted common share for last year’s comparable quarter. Non-GAAP
net income for the quarter ended June 30, 2012 was $44.2 million or $0.69 per diluted common share. Non-GAAP net income excludes non-cash share-based compensation expense and depreciation and
amortization expense. Non-GAAP net income for the year ago quarter was $15.2 million, or $0.23 per diluted common share.

The Company used $156.1 million in cash to repurchase 3,730,069 shares of its common stock in open market transactions, at an average price of $41.85 per share, during the second quarter. Shares
outstanding were 59.7 million at June 30, 2012 and 62.3 million at June 30, 2011.
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Questcor shipped 4,710 vials of Acthar during the second quarter 2012, up 94% compared to 2,430 vials in the year ago quarter. Quarterly vial shipments are subject to significant variation due to the size and
timing of individual orders received from Questcor’s distributor. The timing of when these orders are received and filled can significantly affect net sales and net income in any particular quarter. Channel
inventory at the end of the second quarter appears to be in the normal range. At the end of the first quarter 2012, channel inventory was higher than normal. Questcor believes that investors should consider the
Company’s results over several quarters when analyzing its performance.

“In the second quarter, we surpassed $100 million in quarterly net sales for the first time in our history,” said Don M. Bailey, President and CEO of Questcor. “Our strong financial results were driven by
increasing usage of Acthar among nephrologists and neurologists. With the expansion of our Nephrology Sales Force now complete, the expansion of our Neurology Sales Force nearing completion, and the
initial detailing effort of a small sales force in Rheumatology just getting started, we are optimistic about the potential for Acthar to help an increasing number of patients with serious, difficult-to-treat
autoimmune and inflammatory disorders. We also continue to support our free drug program and have provided free drug with a commercial value of over $183 million to patients and hospitals through these
programs since September 2007.”

“We completed the expansion of our Nephrology Sales Force to 58 from 28 representatives during the second quarter, with all of the new representatives trained and in the field by early June,” noted Steve
Cartt, Chief Operating Officer. “At the same time, we expect the expansion of our Neurology Sales Force to 107 from 77 representatives to be complete in August. In addition, our Rheumatology pilot effort is
off to an encouraging start focusing on dermatomyositis (polymyositis). We expect to see the benefit from these three sales forces during the remainder of this year and into 2013.”

Year-to-Date Financial Results

Net sales for the first six months of 2012 were $208.4 million, compared to $82.8 million in the first six months of 2011. GAAP Net income for the first six months of 2012 was $80.0 million, or $1.23 per
diluted common share, and compared with $25.1 million, or $0.38 per diluted common share, for the comparable period of 2011. Non-GAAP net income for the six months ended June 30, 2012 was $84.5
million or $1.29 per diluted common share excluding non-cash share-based compensation expense and depreciation and amortization expense. Non-GAAP net income for the comparable period of 2011 was
$28.0 million, or $0.43 per diluted common share.

Shipped Acthar Vial and Prescription Trend Information

Because Acthar prescriptions are filled at specialty pharmacies, the Company does not receive complete information regarding either the number of prescriptions or the number of vials by therapeutic area for
all of the patients being treated with Acthar. However,
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Questcor monitors trends in payer mix and areas of therapeutic use for new Acthar prescriptions based on data from its reimbursement support center. Questcor estimates that over 90% of new Acthar
prescriptions are processed by this support center, but believes that very few refill prescriptions are processed there.

In an effort to help investors better understand historical trends in Acthar prescriptions within each of its current three key therapeutic areas, Questcor is providing quarterly prescription information for the time
period January 1, 2010 through June 30, 2012. Prescriptions processed by the Company’s reimbursement center are segmented into one of two groups — “Paid” and “Fully Rebated.”

“Paid” prescriptions (Rxs) include all prescriptions in the following payer categories:
 

 •  Commercial
 

 •  Tricare—Questcor has a per vial rebate obligation of approximately $7,341 in 2012 and approximately 25% of the price of Acthar for 2010 and 2011.
 

 •  Medicaid Managed Care—For Q1 2010 through March 22, 2010 (see Note 1 below the tables).

“Fully Rebated” prescriptions (Rxs) include:
 

 •  Those reimbursed by fee-for-service Medicaid insurance and other state programs eligible for full rebates as Medicaid Waivers Programs.
 

 •  Medicaid Managed Care—For all time periods beginning March 23, 2010 (see Note 1 below the tables).

The following tables show, for each of the three key Acthar therapeutic uses, the number of new prescriptions shipped grouped into “Paid” and “Fully Rebated”:

Nephrotic Syndrome (and related conditions) New Rxs
 

    Paid    Fully Rebated   Total  
2010           

Q1-10    11     0     11  
Q2-10    4     1     5  
Q3-10    8     0     8  
Q4-10    7     0     7  
Total 2010    30     1     31  

2011                
Q1-11    18     1     19  
Q2-11    45     4     49  
Q3-11    60     2     62  
Q4-11    146     19     165  

Total 2011    269     26     295  
2012           

Q1-12    238     14     252  
Q2-12    314     24     338  
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Multiple Sclerosis (and related conditions) New Rxs
 

    Paid    
Year-Over-Year

Growth in Paid Rx  Fully Rebated   Total  
2010                    

Q1-10    231     196%   12     243  
Q2-10    304     145%   24     328  
Q3-10    323     129%   19     342  
Q4-10    354     66%   24     378  
Total 2010    1,212     118%   79     1,291  

2011                  
Q1-11    508     120%   49     557  
Q2-11    751     147%   58     809  
Q3-11    886     174%   46     932  
Q4-11    945     167%   44     989  

Total 2011    3,090     155%   197     3,287  
2012                  

Q1-12    1,000     97%   51     1,051  
Q2-12    1,110     48%   41     1,151  

Infantile Spasms (and related conditions) New Rxs*
 

    Paid    Fully Rebated   Total  
2010              

Q1-10    89     48     137  
Q2-10    95     66     161  
Q3-10    92     78     170  
Q4-10    91     68     159  
Total 2010    367     260     627  

2011                
Q1-11    89     71     160  
Q2-11    106     79     185  
Q3-11    112     69     181  
Q4-11    120     51     171  

Total 2011    427     270     697  
2012              

Q1-12    112     71     183  
Q2-12    96     73     169  
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* Questcor commenced commercial efforts in IS in the fourth quarter of 2010.

Notes:

(1) Because the March 2010 health care legislation made Medicaid Managed Care Organization (MCO) prescriptions rebate eligible effective March 23, 2010, a rebate liability for the MCO prescriptions
estimated to be filled on or after March 23, 2010 has been accrued. The Company does not have the ability to accurately identify every Medicaid Managed Care prescription so it is possible that some
prescriptions identified as “Paid” in the tables may subsequently be reclassified as “Fully Rebated.”

(2) “Related Conditions” includes diagnoses that are either alternate descriptions of the medical condition or are closely related to the medical condition which is the focus of the table. For example, a
prescription for “demyelinating disease of the central nervous system” would be included as an MS-related condition for purpose of this table. About 5% of the prescriptions in the tables are for related
conditions.

(3) A prescription may or may not represent a new patient or a new therapy for the patient receiving the prescription. Questcor uses business rules to determine whether a prescription should be included in
this table. From time to time the Company may modify these rules which could cause some changes to the historic numbers in the tables above.

(4) Historical trend information is not necessarily indicative of future results. Additionally, paid prescriptions should not be viewed as predictive of Questcor’s net sales due to a variety of factors, including
changes in the number of vials used in connection with each prescription.

Acthar Label Information

The product label for Acthar includes 19 FDA-approved indications. Substantially all of the Company’s net sales currently result from Acthar prescriptions for the on-label indications of:
 

 •  Nephrotic Syndrome (NS): “to induce a diuresis or a remission of proteinuria in the nephrotic syndrome without uremia of the idiopathic type or that due to lupus
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erythematosus.” NS can result from several underlying conditions, and prescribing physicians indicate that Acthar is most commonly being prescribed for patients who suffer from NS due to
idiopathic membranous nephropathy, focal segmental glomerulosclerosis (FSGS), IgA nephropathy, minimal change disease and lupus nephritis.

 

 
•  Multiple Sclerosis (MS): “for the treatment of acute exacerbations of multiple sclerosis in adults. Clinical controlled trials have shown H.P. Acthar Gel to be effective in speeding the resolution

of acute exacerbations of multiple sclerosis. However, there is no evidence that it affects the ultimate outcome or natural history of the disease.” When Acthar is used, it is typically prescribed
as second line treatment for patients with MS exacerbations.

 

 •  Infantile Spasms (IS): “as monotherapy for the treatment of infantile spasms in infants and children under 2 years of age.”

Acthar is also approved for the following rheumatology-related conditions:
 

 •  Collagen Diseases: “during an exacerbation or as maintenance therapy in selected cases of: systemic lupus erythematosus, systemic dermatomyositis (polymyositis).”
 

 
•  Rheumatic Disorders: “as adjunctive therapy for short-term administration (to tide the patient over an acute episode or exacerbation) in: Psoriatic arthritis, Rheumatoid arthritis, including

juvenile rheumatoid arthritis (selected cases may require low-dose maintenance therapy), Ankylosing spondylitis.”

Share Repurchase Program

The Company used $156.1 million in cash to repurchase 3,730,069 shares of its common stock in open market transactions, at an average price of $41.85 per share, during the second quarter. As of June 30,
2012, Questcor had 59.7 million shares of common stock outstanding, with 4.7 million shares remaining under its current common stock repurchase program.

As of July 20, 2012, Questcor’s cash, cash equivalents and short-term investments totaled $129.0 million, and its accounts receivable totaled $53.8 million.

Sales Reserves

Questcor’s sales reserves during the quarter ended June 30, 2012, including the Company’s reserves for Medicaid rebates, represented 14.6% of gross sales of $131.7 million, or $19.2 million of sales reserves.
During the year ago quarter, Questcor’s sales reserves, including the Company’s reserves for Medicaid rebates, represented 23.5% of gross sales of $60.1 million. The decrease in the reserve percentage from
the year ago was primarily due to an increase in the percentage of total Acthar prescriptions written to treat adults suffering from MS and NS relative to the percentage used to treat infants suffering from IS, as
there is a very high percentage of infants enrolled in Medicaid.
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Non-GAAP Financial Measures

The Company believes it is important to share non-GAAP financial metrics with shareholders as these metrics may better represent the ongoing economics of the business and reflect how we manage the
business. Accordingly, management believes investors’ understanding of the Company’s financial performance is enhanced as a result of the disclosure of these non-GAAP financial metrics. Non-GAAP net
income should not be viewed in isolation, or as a substitute for, or as superior to, reported GAAP net income. The reconciliation between GAAP and Non-GAAP net income is provided with the financial tables
included with this release.

Conference Call and Webcast

The Company will host a conference call and slide presentation via webcast today, July 24, 2012, at 4:30 p.m. ET/ 1:30 p.m. PT. The call can be accessed three ways:
 

 •  By webcast: At Questcor’s investor relations website: http://ir.questcor.com/.
 

 
•  By telephone: For both “listen-only” participants and those participants who wish to take part in the question-and-answer portion of the call, the telephone dial-in number in the U.S. is 877-941-

9205. For participants outside the U.S., the dial-in number is 480-629-9819.
 

 
•  By audio replay: A replay of the conference call will be available for seven business days following conclusion of the live call. The dial-in number for U.S. participants is 800-406-7325. For

participants outside the U.S., the replay dial-in number is 303-590-3030. The replay access code for all callers is 4550797#.

About Questcor

Questcor Pharmaceuticals, Inc. is a biopharmaceutical company focused on the treatment of patients with serious, difficult-to-treat autoimmune and inflammatory disorders. Questcor’s primary product is H.P.
Acthar  Gel (repository corticotropin injection), an injectable drug that is approved by the FDA for the treatment of 19 indications. Of these 19 indications, Questcor currently generates substantially all of its
net sales from three indications: the treatment of proteinuria in idiopathic types of nephrotic syndrome, the treatment of acute exacerbations of multiple sclerosis in adults, and the treatment of infantile spasms
in children under two years of age. With respect to nephrotic syndrome, the FDA has approved Acthar to “induce a diuresis or a remission of proteinuria in the nephrotic syndrome without uremia of the
idiopathic type or that due to lupus erythematosus.” Questcor has launched a pilot effort in rheumatology, as Acthar is approved for several rheumatology-related conditions including Dermatomyositis,
Polymyositis, Lupus and Rheumatoid Arthritis. Questcor is also exploring the possibility of developing markets for other on-label indications and the
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possibility of pursuing FDA approval of additional indications not currently on the Acthar label where there is high unmet medical need. For more information about Questcor, please visit www.questcor.com.

Note: Except for the historical information contained herein, this press release contains forward-looking statements that have been made pursuant to the Private Securities Litigation Reform Act of 1995. These
statements relate to future events or our future financial performance. In some cases, you can identify forward-looking statements by terminology such as “believes,” “continue,” “could,” “estimates,”
“expects,” “growth,” “may,” “plans,” “potential,” “should,” “substantial” or “will” or the negative of such terms and other comparable terminology. These statements are only predictions. Actual events or
results may differ materially. Factors that could cause or contribute to such differences include, but are not limited to, the following:
 

 •  Our reliance on Acthar for substantially all of our net sales and profits;
 

 •  Reductions in vials used per prescription resulting from changes in treatment regimens by physicians or patient compliance with physician recommendations;
 

 •  The complex nature of our manufacturing process and the potential for supply disruptions or other business disruptions;
 

 •  The lack of patent protection for Acthar; and the possible FDA approval and market introduction of competitive products;
 

 •  Our ability to continue to generate revenue from sales of Acthar to treat on-label indications associated with NS, and our ability to develop other therapeutic uses for Acthar;
 

 
•  Research and development risks, including risks associated with Questcor’s work in the area of NS and potential work in the area of Rheumatology, and our reliance on third-parties to conduct

research and development and the ability of research and development to generate successful results;
 

 •  Our ability to comply with federal and state regulations, including regulations relating to pharmaceutical sales and marketing practices;
 

 
•  Regulatory changes or other policy actions by governmental authorities and other third parties in connection with U.S. health care reform or efforts to reduce federal and state government

deficits;
 

 •  Our ability to receive high reimbursement levels from third party payers;
 

 •  An increase in the proportion of our Acthar unit sales comprised of Medicaid-eligible patients and government entities;
 

 
•  Our ability to estimate reserves required for Acthar used by government entities and Medicaid-eligible patients and the impact that unforeseen invoicing of historical Medicaid prescriptions

may have upon our results;
 

 •  Our ability to effectively manage our growth, including the expansion of our sales forces, and our reliance on key personnel;
 

 •  The impact to our business caused by economic conditions;
 

 •  Our ability to protect our proprietary rights;
 

 •  The risk of product liability lawsuits;
 

 •  Unforeseen business interruptions and security breaches;
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 •  Volatility in Questcor’s monthly and quarterly Acthar shipments, estimated channel inventory, and end-user demand, as well as volatility in our stock price; and
 

 
•  Other risks discussed in Questcor’s annual report on Form 10-K for the year ended December 31, 2011 as filed with the Securities and Exchange Commission, or SEC, on February 22, 2012,

and other documents filed with the SEC.

The risk factors and other information contained in these documents should be considered in evaluating Questcor’s prospects and future financial performance.

Questcor undertakes no obligation to publicly release the result of any revisions to these forward-looking statements, which may be made to reflect events or circumstances after the date of this release.

For more information, please visit www.questcor.com or www.acthar.com.

CONTACT INFORMATION:
 

EVC Group   
Investors  Media  
Gregory Gin/Bob Jones/  Janine McCargo  
646-445-4801/646-445-5447  646-688-0425  
Doug Sherk  415-568-4887  
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QUESTCOR PHARMACEUTICALS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
(In thousands, except per share data)

(unaudited)
 

   
Three Months Ended

June  30,   
Six Months Ended

June  30,  
   2012   2011   2012   2011  
Revenue      

Net sales   $ 112,452   $ 45,980   $ 208,421   $ 82,813  
Cost of sales (exclusive of amortization of purchased technology)    6,379    2,856    11,900    4,728  

    
 

   
 

   
 

   
 

Gross profit    106,073    43,124    196,521    78,085  
Operating expenses:      

Selling and marketing    27,609    14,746    49,324    25,998  
General and administrative    8,647    3,791    14,089    7,663  
Research and development    8,485    3,891    14,150    6,872  
Depreciation and amortization    321    273    612    471  
Impairment of goodwill    —      —      —      299  

    
 

   
 

   
 

   
 

Total operating expenses    45,062    22,701    78,175    41,303  
    

 
   

 
   

 
   

 

Income from operations    61,011    20,423    118,346    36,782  
Interest and other income, net    218    120    434    384  

    
 

   
 

   
 

   
 

Income before income taxes    61,229    20,543    118,780    37,166  
Income tax expense    19,724    6,669    38,732    12,068  

    
 

   
 

   
 

   
 

Net income   $ 41,505   $ 13,874   $ 80,048   $ 25,098  
Change in unrealized gains or losses on available-for-sale securities, net of related tax effects of ($5) for both the three months ended June 30,

2012 and 2011, respectively, and $25 and $1 for the six months ended June 30, 2012 and 2011, respectively.    (9)   (10)   52    1  
    

 
   

 
   

 
   

 

Comprehensive income   $ 41,496   $ 13,864   $ 80,100   $ 25,099  
    

 

   

 

   

 

   

 

Net income per share:      
Basic   $ 0.68   $ 0.22   $ 1.28   $ 0.40  

    

 

   

 

   

 

   

 

Diluted   $ 0.65   $ 0.21   $ 1.23   $ 0.38  
    

 

   

 

   

 

   

 

Shares used in computing net income per share:      
Basic    61,112    62,034    62,308    62,126  

    
 

   
 

   
 

   
 

Diluted    64,113    65,464    65,305    65,483  
    

 
   

 
   

 
   

 

Reconciliation of Non-GAAP Adjusted Financial Disclosure      
Adjusted net income   $ 44,244   $ 15,217   $ 84,514   $ 27,999  
Share-based compensation expense (1)    (2,521)   (1,159)   (4,054)   (2,381) 
Depreciation and amortization expense (2)    (218)   (184)   (412)   (318) 
Impairment of goodwill (3)    —      —      —      (202) 

    
 

   
 

   
 

   
 

Net income – GAAP   $ 41,505   $ 13,874   $ 80,048   $ 25,098  
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Adjusted net income per share – basic   $ 0.72   $ 0.25   $ 1.36   $ 0.45  
Share-based compensation expense (1)    (0.04)   (0.02)   (0.07)   (0.04) 
Depreciation and amortization expense (2)    (0.00)   (0.00)   (0.01)   (0.01) 
Impairment of goodwill (3)    —      —      —      (0.00) 

    
 

   
 

   
 

   
 

Net income per share – basic   $ 0.68   $ 0.22   $ 1.28   $ 0.40  
    

 

   

 

   

 

   

 

Adjusted net income per share – diluted   $ 0.69   $ 0.23   $ 1.29   $ 0.43  
Share-based compensation expense (1)    (0.04)   (0.02)   (0.06)   (0.04) 
Depreciation and amortization expense (2)    (0.00)   (0.00)   (0.01)   (0.00) 
Impairment of goodwill (3)      

    
 

   
 

   
 

   
 

Net income per share – diluted   $ 0.65   $ 0.21   $ 1.23   $ 0.38  
    

 

   

 

   

 

   

 

Net income per share – basic and diluted may not foot due to rounding.

Use of Non-GAAP Financial Measures

Our “non-GAAP adjusted net income” excludes the following items from GAAP net income:
 

 1. Share-based compensation expense.
 

 2. Depreciation and amortization expense
 

 3. Impairment of goodwill related to the write-off of goodwill associated with an acquisition transaction completed in 1999.
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Questcor Pharmaceuticals, Inc.

Consolidated Balance Sheets
(In thousands, except share amounts)

 

   
June 30,

2012    
December 31,

2011  
   (unaudited)      

ASSETS     
Current assets:     

Cash and cash equivalents   $ 36,662    $ 88,469  
Short-term investments    78,022     121,680  

    
 

    
 

Total cash, cash equivalents and short-term investments    114,684     210,149  
Accounts receivable, net of allowances for doubtful accounts of $0 at June 30, 2012 and December 31, 2011    46,674     27,801  
Inventories, net of allowances of $0 at June 30, 2012 and December 31, 2011    6,417     5,226  
Prepaid income taxes    3,992     6,940  
Prepaid expenses and other current assets    3,010     3,391  
Deferred tax assets    11,859     12,093  

    
 

    
 

Total current assets    186,636     265,600  
Property and equipment, net    2,045     1,970  
Purchased technology, net    2,629     2,778  
Deposits and other assets    57     56  
Deferred tax assets    5,404     5,404  

    
 

    
 

Total assets   $ 196,771    $ 275,808  
    

 

    

 

LIABILITIES AND SHAREHOLDERS’ EQUITY     
Current liabilities:     

Accounts payable   $ 12,283    $ 5,503  
Accrued compensation    11,484     11,590  
Sales-related reserves    38,724     34,119  
Other accrued liabilities    6,444     4,509  

    
 

    
 

Total current liabilities    68,935     55,721  
Lease termination, deferred rent and other non-current liabilities    40     261  

    
 

    
 

Total liabilities    68,975     55,982  
    

 
    

 

Shareholders’ equity:     
Preferred stock, no par value, 5,334,285 shares authorized; none outstanding    —       —    
Common stock, no par value, 105,000,000 shares authorized, 59,671,666 and 63,645,781 shares issued and outstanding at June 30, 2012 and December 31, 2011,

respectively    21,974     94,976  
Retained earnings    105,781     124,886  
Accumulated other comprehensive income    41     (36) 

    
 

    
 

Total shareholders’ equity    127,796     219,826  
    

 
    

 

Total liabilities and shareholders’ equity   $ 196,771    $ 275,808  
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Questcor Pharmaceuticals, Inc.

Consolidated Statements of Cash Flows
(In thousands)

(unaudited)
 

   
Six Months Ended

June 30,  
   2012   2011  
OPERATING ACTIVITIES    
Net income   $ 80,048   $ 25,098  
Adjustments to reconcile net income to net cash provided by operating activities:    

Share-based compensation expense    6,014    3,528  
Deferred income taxes    234    180  
Amortization of investments    928    376  
Depreciation and amortization    612    471  
Impairment of goodwill    —      299  
Loss on disposal of property and equipment    10    11  
Changes in operating assets and liabilities:    

Accounts receivable    (18,873)   (12,586) 
Inventories    (1,191)   (272) 
Prepaid income taxes    2,948    (1,000) 
Prepaid expenses and other current assets    381    372  
Accounts payable    6,780    (1,089) 
Accrued compensation    (106)   1,112  
Sales-related reserves    4,605    5,555  
Other accrued liabilities    1,935    (387) 
Other non-current liabilities    (221)   (163) 

    
 

   
 

Net cash flows provided by operating activities    84,104    21,505  
    

 
   

 

INVESTING ACTIVITIES    
Purchase of property and equipment    (548)   (1,393) 
Purchase of short-term investments    (96,631)   (53,859) 
Proceeds from maturities of short-term investments    139,438    62,960  
Deposits and other assets    (1)   6  

    
 

   
 

Net cash flows provided by investing activities    42,258    7,714  
    

 
   

 

FINANCING ACTIVITIES    
Income tax benefit realized from share-based compensation plans    4,261    3,735  
Issuance of common stock, net    2,663    2,268  
Repurchase of common stock    (185,093)   (11,453) 

    
 

   
 

Net cash flows used in financing activities    (178,169)   (5,450) 
    

 
   

 

(Decrease) increase in cash and cash equivalents    (51,807)   23,769  
Cash and cash equivalents at beginning of period    88,469    41,508  

    
 

   
 

Cash and cash equivalents at end of period   $ 36,662   $ 65,277  
    

 

   

 

Supplemental Disclosures of Cash Flow Information:    
Cash paid for interest   $ 12   $ 7  

    

 

   

 

Cash paid for income taxes   $ 31,285   $ 3,120  
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QUESTCOR PHARMACEUTICALS
SECOND QUARTER 2012 FINANCIAL RESULTS
July 24, 2012, 4:30 PM ET

MANAGEMENT DISCUSSION
 

Operator:

  

Ladies and gentlemen, thank you for standing by and welcome to the Questcor Pharmaceuticals Second Quarter 2012 Financial Results Conference Call. During today’s presentation,
all participants will be in a listen-only mode. Following the presentation, the conference will be open for your questions. If you have a question at that time, please press the star,
followed by the one, on your touch-tone phone. If you need to withdraw your question, press the star, followed by the two, and if you are using speaker equipment today, please lift
your handset before making your selection. Today’s conference is being recorded, July 24 , 2012.

  I would now like to turn the conference over to Doug Sherk of EVC Group. Please go ahead.

Doug Sherk:
  

Thank you, Operator, and good afternoon, everyone. Thank you for joining us today for the Questcor Pharmaceuticals conference call to discuss the second quarter of 2012 financial
results. This afternoon after the market close, Questcor issued its second quarter earnings release, which is posted on the Company’s website at www.questcor.com.

  

Today’s call is also being webcast and a slide presentation will accompany management’s remarks. To access both the webcast and the presentation slides, go to Questcor’s website at
www.questcor.com, click the Investor Relations link and then click on Events and Presentations. If you’re listening via telephone today, to review the accompanying—the
presentation slides, navigate to the live webcast at www.questcor.com, then choose the audio/slides only option to review the slides in conjunction with the live conference call.
There’ll be a taped replay of this call which will be available approximately one hour after the call’s conclusion and will remain available for seven days. The Operator will provide
the replay instructions at the end of today’s call.

  

Before we get started, I’d like to remind you that during the course of this conference call, management will make projections and forward-looking statements regarding future
events. We encourage you to review the Company’s past and future filings with the SEC, including without limitation the Company’s Forms 10-K and 10-Q which identify the
specific factors that may cause actual results or events to differ materially from those described in these forward-looking statements. These factors include Questcor’s reliance on
Acthar for substantially all of its net sales and profits and risks associated with Questcor’s revenue to further develop other on-label therapeutic uses for Acthar.
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Finally, a couple of housekeeping items. Given management’s schedule today, we’ve allocated one hour for this call. In addition, during the question and answer session, please keep
your questions to two and then re-queue if you have any additional questions. We will take as many questions as time allows. In advance, we thank you for your cooperation.

  Now I’d like to turn the call over to Don Bailey, President and Chief Executive Officer of Questcor Pharmaceuticals.

Don Bailey:
  

Thanks, Doug. Good afternoon, everyone. With me today are several other members of our management team, including Steve Cartt, our Chief Operating Officer; Dr. David Young,
Chief Scientific Officer; and Mike Mulroy, Chief Financial Officer. They will each be making prepared remarks.

  

We made significant progress with our business in the last three months. Financial performance again improved. We almost doubled the number of shipped vials in the quarter, more
than doubled net sales and tripled earnings from the year ago quarter. Paid scripts increased for both nephrotic syndrome and MS. We expanded two sales forces and started building a
third sales force in rheumatology using the same formula that worked so well with MS and nephrotic syndrome. And we also made good progress in both our science and compliance
programs.

  

Questcor’s financial results were driven by the increasing acceptance of Acthar among nephrologists and neurologists, as evidenced by the continued growth in nephrotic syndrome and
MS paid prescriptions. These two uses of Acthar now each have annualized sales of approximately $200 million.

  

The strong increase in paid prescriptions for nephrotic syndrome, a serious kidney ailment, was the main factor for the increase in sales in the quarter. We entered this new market last
year and this portion of our business has grown quickly, probably due to the therapeutic usefulness of Acthar and the lack of other approved therapeutics for nephrotic syndrome.

  

Nephrotic syndrome patients are typically treated for a six-month period with Acthar compared to a much shorter Acthar treatment duration for MS flares or infantile spasms. As a
result of the growth in nephrotic syndrome prescriptions, as well as the longer treatment period, we estimate that net sales from nephrotic syndrome prescriptions now slightly exceeds
net sales from MS prescriptions. We have just completed the doubling of the nephrotic syndrome sales team so sales in nephrotic syndrome have the potential to grow in the future,
although not necessarily in every month or quarter.
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In addition, we have started to hear anecdotally from investors who survey nephrologists that physicians are, in some cases, keeping patients on Acthar past six months. Previously, the
average number of vials per nephrotic syndrome script was about seven but that number appears to have increased to about eight vials on average.

  

In MS, we grew paid prescriptions 48% in the second quarter to 1,110 from the year ago quarter, with the same number of representatives as we had a year ago. This growth reflects the
increased productivity of our sales representatives. Shortly, Steve will talk about the further expansion of the MS sales force, which is well underway at this point.

  

During the quarter, we presented our plan to pursue the rheumatology market, our next vertical market opportunity. Our pilot commercial effort in the treatment of the on-label
rheumatology-related indications was initiated in mid-July. Acthar has the potential to help rheumatology patients who have one of the serious, difficult to treat autoimmune and
inflammatory disorders already on the Acthar label. We have been told by rheumatologists that there’s an unmet need for certain patients in these disorders. In a few minutes, Steve will
provide more details on our rheumatology commercial plans.

  

We believe three factors enable Questcor to continue to grow sales. First, Acthar apparently provides benefits to many difficult to treat patients who do not respond to other treatments.
Second, despite the rapid sales growth, market penetration is still relatively modest. Third, we have assembled and are expanding an excellent and experienced commercial team. We
remain committed to helping patients with serious, difficult to treat medical conditions. It is this core focus that drives us to further build our understanding of the potential immune
modulating and anti-inflammatory properties of Acthar and study other inflammatory and autoimmune diseases that are on the Acthar label. David Young will provide a summary of
our approximately 60 preclinical and clinical studies in various stages of progress in a few moments.

  

Now I’d like to turn the call over to Steve Cartt, our Chief Operating Officer, who will provide more detail on our operating highlights and an update on the expansion of the
commercial team during the second quarter.

Steve Cartt:
  

Thanks, Don, and good afternoon, everyone. I’ll first focus on quarterly paid prescriptions for the three key markets that we currently serve. The chart now on the screen shows
nephrotic syndrome prescription growth for Acthar on a quarterly basis over the last two years. As you may recall, we
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initiated the nephrology pilot selling effort with five representatives late in the first quarter of 2011 and further expanded the sales force to 28 reps at the end of the third
quarter last year. Our nephrology sales force has performed extremely well, generating 146 and 238 Acthar prescriptions during the fourth quarter of 2011 and the first
quarter of this year, respectively. Because of faster than expected Acthar prescription growth in nephrology, we announced in February our plan to expand the nephrology
sales force to 58 reps.

    

During the second quarter, we completed this expansion with all of the new reps trained and in the field selling by June 1 . This sales team generated 314 new paid Acthar
prescriptions in the quarter, the majority of which were generated by our existing sales reps. As our new nephrology sales reps gain some experience and comfort selling
Acthar and begin to become fully productive over the next couple of quarters, we expect to continue and even potentially accelerate our sales momentum.

    

Of note, we estimate that net sales from nephrotic syndrome in the quarter exceeded $50 million. This, of course, represents a $200 million annualized run rate in the
second quarter, which is only the third full quarter of nephrology selling activity since our commercial efforts commenced in this market with 28 reps in the fourth quarter
of 2011. Thus, while we are having solid early success, it is important to remember that our efforts in this market are still very, very early.

    

Looking forward, we expect our newly-expanded nephrology sales force of 58 reps will continue to build on this momentum, and we expect to see the benefit from the
expanded sales effort beginning in the third quarter of 2012. Previously having only 28 reps, there are many nephrologists that we have not yet called on and this recent
expansion to 58 reps will allow us to significantly increase the number of doctors we can reach and the frequency with which we are able to call on them.

    

Insurance reimbursement continues to be very good for Acthar in nephrotic syndrome, with about 90% of prescriptions covered by insurance. We attribute this continued
strong coverage to the severity of the health outcome if nephrotic syndrome is not adequately treated, coupled with the fact that Acthar is indicated and approved in this
condition.

    

Very importantly, we often hear anecdotally that Acthar treatment is producing positive results for patients. This is not always the case, of course; not everyone responds,
but clearly, many patients are benefiting significantly from this drug and there are few other treatment options available. All these factors are contributing to the rapid
increase in Acthar usage in nephrotic syndrome.
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Now, let’s turn to our efforts in the multiple sclerosis relapse market. The chart now on the screen shows quarterly MS relapse prescription growth for Acthar. During the
second quarter, MS prescriptions grew 48% to 1,110 from second quarter 2011, with the same number of representatives as we had a year ago. We calculate net sales
during the quarter due to MS prescriptions to be slightly less than sales for nephrotic syndrome but still to be about $50 million, or also about a $200 million annualized
run rate. Our year-over-year growth in MS paid scripts is due to positive patient outcomes, increasing awareness about how Acthar can help patients who are not fully
benefiting from other therapies, continued excellent Acthar insurance coverage for MS relapse and the increasing productivity of our MS commercial team.

    

Our next chart shows the same MS paid prescription data on a monthly basis. It’s evident that our approach in the MS relapse market continues to work, with the trend
showing steady growth despite some month-to-month volatility. We have had solid sustained growth over the last few years in the MS market, and we continue to believe
there remains significant opportunity to further penetrate this market, and we believe we still have a lot of room to grow.

    

There may be as many as 200,000 MS relapses annually in the U.S. IV steroids are clearly and appropriately the primary first line treatment for MS relapses. Yet extensive
survey data indicate that many patients are not fully satisfied with first line steroid treatment for relapses. We believe our expanding neurology sales force will continue
growing Acthar usage by enabling us to further broaden physician awareness of the appropriate role for Acthar as an additional treatment option in MS relapse
management in patients for whom steroids may be problematic.

    

The expansion of our neurology sales force to 107 from 77 reps is progressing very well. Many of the new reps have recently been hired and trained, and we expect the
expansion will be completed in August. As part of this expansion, we will increase our efforts directed at the key academic centers and major MS clinics around the
country. Importantly, as part of the continued evolution of the Company, we are also investing in our support infrastructure, with new hires in marketing, medical affairs,
reimbursement and compliance.

    

Turning briefly to infantile spasms, there were a total of 96 paid prescriptions for Acthar in the second quarter, and IS sales were within our normal quarterly sales range. It
is important to remind everyone that we have significant quarter-to-quarter variability in paid IS prescriptions due to fluctuations in the incidence of this very rare disorder.
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Now let’s turn to rheumatology, an intriguing new market for Acthar which we are currently exploring. There are a number of important indications related to
rheumatology already on the Acthar label, including indications associated with Lupus, psoriatic arthritis, rheumatoid arthritis and other disorders.

    

Acthar is also approved for indications related to the rare neuromuscular disorders dermatomyositis and polymyositis, which I’ll refer to as DM/PM. There are patients
suffering from all of these conditions that are in need of new treatment options. They can be difficult to treat and if not treated successfully, such patients can become
debilitated, and in some cases, these conditions can even become life threatening.

    

In each of these indications, we believe Acthar has a potential to be an appropriate treatment option for patients who do not respond adequately to or experience
problematic side effects from current treatments. Within each of these rheumatology-related disorders lies a significant patient population where Acthar could be an
appropriate treatment alternative. We believe the entire rheumatology opportunity for Acthar represents a multi-billion dollar opportunity.

    

As many of you know, we have recently hired 12 high-caliber sales reps with significant rheumatology experience to begin to explore this new Acthar market, much like
we did in nephrology in the first half of last year. About half of these new reps have been trained and are in the field now and the remaining reps will be actively selling
within the next couple of weeks. This dedicated team will educate rheumatologists about Acthar and initially focus their discussions with doctors on the appropriate role
for Acthar in DM/PM.

    

Again, like the pilot effort in nephrology last year, this pilot effort in rheumatology is designed to confirm the need for Acthar in select DM/PM patients and to fine tune
our messaging and commercial plans in this new market. So far, our efforts are off to an encouraging start. Our first group of rheumatology reps have very recently just
begun to successfully generate the first several DM/PM prescriptions in what we hope to be a key market for Questcor in the future.

    

We are now just working this first handful of Acthar referrals through the reimbursement process so please keep in mind that our July numbers may not completely reflect
this early positive development. While we are just starting our efforts with DM/PM calls in rheumatology, we expect that this
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is only the beginning. As new data emerges over the next 24 months regarding Acthar’s utility in Lupus, RA and psoriatic arthritis, we anticipate laying on selling activity by
our rheumatology reps for these indications as well.

  

Now let me comment on a second pilot effort we are beginning in neurology. DM and PM are rare neuromuscular diseases that both neurologists and rheumatologists treat.
As such, we are in the process of initiating a small pilot selling effort in neurology, using a dozen of our existing neurology reps. These reps will speak to neurologists about
the potential role for Acthar in treating DM/PM as they are engaged in their daily MS selling activity. We look forward to providing further updates on this pilot neurology
selling effort for DM/PM, as well as our pilot selling effort in rheumatology for DM/PM, in the coming months; but at this very early stage of the pilot effort, I can say that
we are already becoming quite encouraged by the response we are hearing from doctors.

  

The overall growth in Acthar prescriptions has led to consistent growth in vials shipped, and as Don mentioned, as nephrologists gain experience with Acthar and as some
are seeing certain patients respond somewhat late in the treatment period and are wanting to continue treatment beyond six months, we’re actually seeing the average number
of vials per prescription increase in NS. This has been a bit of a positive surprise. In the second quarter, Questcor shipped 4,710 vials of Acthar, representing a record quarter
for vial shipments. This, of course, has in turn driven our significant growth in sales and earnings.

  I’ll now turn the call over to Dr. David Young, our Chief Scientific Officer, to bring you up to date on our comprehensive research and development efforts. David?

Dr. David Young:

  

Thanks, Steve. Good afternoon, everyone. As you can see by our operating results reported in today’s press release, we have been increasing our investment in research and
development to try to understand the unique immunomodulator and anti-inflammatory properties of Acthar Gel. Our subjects—our objectives are to produce additional
supporting data for the commercial team for on-label indications and to expand on Acthar Gel use through FDA beyond the current on-label indications.

  

Surprisingly, previous owners of Acthar Gel and the pharmaceutical industry in general have not invested in ACTH-based research. Therefore, there are many research areas
that all need to be addressed by our R&D group in order to better understand ACTH and the clinical role of Acthar Gel.
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We have begun or completed more than 25 non-clinical studies to better understand the basic chemistry and the pharmacology of Acthar Gel, as well as the biological activity
in neurology, nephrology and rheumatology. We also currently expect to have about a half dozen clinical studies up and running by the end of the year in nephrology,
rheumatology and clinical pharmacology.

  

In addition to the Company sponsored research, we have approximately 30 outside investigator initiated studies underway in a number of on-label and off-label areas. For
example, last month, we reported to investors on the promising results of Acthar Gel treatment for the on-label indications of polymyositis and dermatomyositis, which Steve
just discussed. This was based on a report by Dr. Todd Levine, Co-Director of the Neurophysiology Department at Banner Good Samaritan Medical Center and Assistant
Professor of the University of Arizona in neurology. Given our extended effort in Company sponsored and investigator initiated research, we anticipate that there will be a
number of other reports and medical meetings and a number of publications coming out over the next 12 months on the effects of Acthar Gel.

  

Before I turn the call over to Mike to discuss the financials, I want to address some of the questions we’ve been getting on the specter of competition for Acthar. At a recent
investor conference, I addressed the question of whether old ACTH applications, both NDA and ANDA, might be revived without doing any additional research. Based on our
understanding of the drug products, on our in-depth understanding of FDA requirements and our experience with both the Office of New Drugs and the Office of Generic
Drugs at the FDA, it is our belief that the NDA and the ANDA cannot be reinstated without a significant amount of work.

  

All of the old NDAs have been discontinued. It is our understanding that any company attempting to reintroduce them to the public would be required to submit either a brand
new product application following the manufacturing, efficacy and safety standards today or they could request a reinstatement after first meeting modern FDA manufacturing
and efficacy and safety standards. We believe that either approach would require FDA-approved manufacturing facility and processes, a toxicology program and clinical
efficacy and safety data for each desired indication. Essentially, this would be a program not unlike one required for a new chemical entity. We are not aware of any effort to
reinstate these old ANDAs. It is our estimate that such a program could carry significant risks and require many years to prepare an FDA submission. To compete with Acthar
Gel, the product may also have to be compared head-to-head with Acthar Gel in trials, which would impact the chances of success and the clinical trial costs.
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We have also been asked a number of questions about the generic—about the Watson generic. The Watson form of generic is not a generic of Questcor’s H.P. Acthar Gel, nor is
it a modified released form of ACTH. There are no generics of Acthar Gel that exist to our knowledge. Therefore, there should be little or no threat of a substitutable generic
product from these previously approved or discontinued products.

  

Many of the old products, including the Watson generic, appear to have used an immediate-release powder version of the pituitary extract, not Questcor’s long-acting Acthar
Gel. The immediate release powder form is very short acting and is metabolized within minutes, which is conducive to diagnostic use but would likely not be used for a
therapeutic product. Even if an immediate release powder form of Acthar would be reproduced following today’s manufacturing standards, which we do believe would be very
challenging, manufacturing Acthar Gel involves several complex processes and steps versus just mixing gel in with the porcine pituitary extract that was done with the Watson
product.

  

The competitive hurdles are highest for potential AB-rated generic versions of Acthar. We continue to believe that any potential generic competitor will have multiple
challenges. First, a generic would have difficulty characterizing all of the active peptides in Acthar Gel, given the final product in a gel is made of peptides and the final peptide
profile is very dependent on the manufacturing steps, including the pituitary extraction. The characterization of the active peptide is a requirement for a generic.

  Two, the manufacturing process is not public information.

  Three, our pituitary extracted Acthar is not available through any other source.

  

Four, based on our understanding of the FDA generic guide, a generic drug would be required to demonstrate chemical equivalence and bioequivalence to Acthar Gel in order
to ensure the same safety and efficacy profile. Given the challenges one through three that I mentioned above, developing a product that can be shown to be both chemically
equivalent and bioequivalent is very challenging.

  

From a regulatory perspective, Acthar Gel appears to be very similar to Premarin, which is a hormone replacement therapy derived from the urine of pregnant mares and
contains many different estrogens. Premarin was
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approved by the FDA in 1942 and there has never been a generic approved. Like Acthar Gel, the precise knowledge of the composition of Premarin and how each of the
various estrogens contributes to the drug’s overall effectiveness has never been definitively determined. Generic companies have attempted to copy the Premarin product’s
production process but were not successful. They also attempted to make synthetic generic versions of Premarin, but in 1997, the FDA decided not to approve those synthetic
generic forms of Premarin because they were not shown to contain the exact same active ingredients and, therefore, their therapeutic equivalent could not be proven through
the generic drug approval process.

  

Similar to Premarin, Acthar Gel would be extremely difficult to copy. A generic Acthar Gel has never been approved by FDA and the development and approval of a generic
Acthar Gel is extremely unlikely. We have long held and noted that creating a competitive ACTH product is certainly a possibility. However, approval would require a new
drug application, which would likely require a full toxicology program together with a full clinical program demonstrating efficacy and safety for each desired indication. Our
belief is that this would take a minimum of five years, and we’re not aware of any effort underway. If an effort were underway in the U.S., it would likely be registered on
www.clinicaltrials.gov.

  

In addition, the label for Acthar notes that Acthar is reported to bind to melanocortin receptors—plural receptors. This probably eliminates the possibility of using cortisone as
a surrogate for clinical endpoints of Acthar Gel efficacy since it is produced through only one of the melanocortin receptors. These different melanocortin receptors are known
to act on different body systems. We believe application—applicants would only receive approval for the specific indication investigated in clinical efficacy and safety studies
of the regulatory filings.

  

With respect to Synacthen, a synthetic peptide marketed by Novartis in Europe and Australia, we believe it’s unlikely to be a competitor to Acthar. Synacthen is a fragment of
ACTH called tetracosactide and is not an endogenous peptide of the body. It has a different amino acid sequence and a different pharmacology profile from the Acthar Gel.
Synacthen contains benzyl alcohol, which is toxic to children and can potentially cause Gasping Syndrome, which can be fatal. Since Acthar Gel is widely used in children
under two years of age for infantile spasm, Synacthen might face substantial safety and distribution issues in the U.S. In addition, Synacthen would face the same regulatory
and business issues discussed earlier for similar ACTH products.
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All said, if a company plans to reinstate the old NDA or develop a similar ACTH product like Synacthen, that company would have to weigh the time and cost for development,
the regulatory hurdles, the market value, potential indications and likely sales and promotional costs, the short three to five-year exclusivity period, unless it was an orphan
indication, and then decide whether it’s worthwhile to develop a competing product to Acthar Gel. And even if they decided to move forward, all of this would result in approval in
only one indication. Others have estimated that the Acthar Gel market for the single indication would need to be in the $800 million to $1 billion range in order to make the effort a
financially viable option.

  

Furthermore, we believe that the ACTH product previously approved would not likely become competitive to Acthar Gel any time soon, because of either the lack of therapeutic
usefulness and/or regulations requiring compliance with modern manufacturing, safety, and efficacy standards. Finally, Synacthen, by our analysis, faces substantial approval
hurdles as well. With regards to generic drugs, we believe that a generic drug approval is unlikely due to the complexity involved in proving similarities to Acthar Gel.

  

In summary, I’d like to take you back to my initial topic, R&D expansion. As we had previously reported, our R&D efforts have been and are continuing to focus on three areas.
First, producing additional supporting data for the commercial team for on-label indications; second, expanding Acthar Gel use beyond existing on-label indications and following
FDA processes; and third, our greatest priority, better understanding the unique chemical, biological and clinical characteristics of Acthar Gel. Our research results from this third
area thus far suggest that developing a generic drug for Acthar Gel would be very challenging. All three areas of research are intended to advance the science of Acthar Gel in
order to further help patients with devastating autoimmune and inflammatory diseases.

  Now Mike Mulroy, our CFO, will discuss our financial highlights. Mike?

Mike Mulroy:
  

Thanks, David. Net sales for the second quarter were $112.5 million, more than doubling from the $46 million Questcor achieved in the second quarter of 2011, with growth driven
by increased physician acceptance of Acthar to treat serious, difficult-to-treat autoimmune and inflammatory disorders.

  

In the second quarter of 2012, the sales reserve rate was 14.6% of gross sales compared to 23.5% for the year-ago period. In absolute dollar terms, the sales reserve on our balance
sheet has grown from $27.1 million at June 30, 2011 to $38.7 million in the current period. Medicaid continued to represent the lion’s share of sales reserves. As a reminder, we do
not generate any net sales on Medicaid business due to our 100% rebate position.
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Our growth in net sales continued to outpace growth in operating expenses, which were $45.1 million in the current quarter compared to $22.7 million for the second quarter of
2011. The increase in OpEx is primarily due to the growth of our sales force and our research and development program as well as an expanded commercial infrastructure to
support the larger field force.

  

Despite the increase in operating expenses, operating margin was 54.3% in the second quarter, up from 44.4% in the year ago period. We continue to expect to see operating
expenses increase by approximately $5 million in the third quarter over the second quarter.

  

Turning to the bottom line. GAAP earnings per share for the quarter were $0.65 diluted based on 64.1 million diluted shares outstanding, up from $0.21 in the second quarter
of last year. Non-GAAP EPS were $0.69.

  

Second quarter ending channel inventory appeared to be lower than the higher-than-average level at the end of the first quarter of 2012 and in the range of channel inventory
over the past several quarters. Of course, as we have discussed in previous disclosures, Questcor believes that investors should consider the company’s results over several
quarters when analyzing its performance.

  

Operating cash flow during the second quarter was $43.2 million, driven primarily by net income of $41.5 million for the second quarter ended June 30th. Questcor used
$156.1 million in cash to repurchase 3.7 million shares of its common stock in open market transactions at an average price of $41.85 per share during the second quarter. We
have 4.7 million shares remaining under our current common stock repurchase program.

  

Return on equity was 92% for the second quarter, which compares favorably to our first quarter ROE of 68%. This increase was driven by both net income growth as well as
our share repurchases during the second quarter, which reduced shareholders’ equity.

  

Finally, I’d like to make a comment in my capacity as Questcor’s general counsel. From time to time, investors ask us questions about our trading window, stock repurchase
blackout policy, potential government investigations and acquisition inquiries. I will comment on these three items now, but in the future, management will not respond to
questions on these items. Of course, we will make public Regulation FD-compliant disclosures regarding any such matters, should we deem it appropriate or are legally
required to do so in the future. As this could be viewed as a change in our disclosure practices, we feel it is appropriate to start off with a clean slate.
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So let me confirm that Questcor is currently in a regular quarterly blackout trading period. Questcor is not aware of any pending or threatened state or federal investigation regarding
Questcor, its employees, or its products including Acthar. And finally, Questcor is not currently in discussions with any company which would involve the acquisition or merger of
Questcor.

  Now, I’ll turn the call back to Don.

Don Bailey:

  

Thanks, Mike. So to summarize, we remain committed to helping more patients with unmet medical needs, and we continue to deliver on our growth strategy. Our commitment and
execution drove another record financial performance quarter for Questcor. We believe Acthar provides substantial benefits to many patients who would otherwise continue to suffer
the effects of serious, difficult-to-treat disorders.

  

Our expanding commercial efforts in nephrology and neurology may further sales growth. In addition, we are seeing positive early results from our rheumatology pilot commercial
effort. And at the same time, we’re committed to investing in research and development to learn about Acthar’s unique properties and the possible therapeutic applications to treat other
inflammatory and immune diseases.

  Operator, you may now open up the call to questions.

QUESTION AND ANSWER
 
Operator:

  

Thank you. Ladies and gentlemen, we will now begin the question and answer session. As a reminder, if you have a question, please press the star, followed by the one, on your touch-tone
phone. If you need to withdraw your question, press the star, followed by the two, and if you are using speaker equipment today, you may need to lift your handset before making your
selection. We ask that you please ask one question, one follow-up question, then re-queue if you have any additional questions.

  And our first question comes from the line of David Amsellem with Piper Jaffray. Please go ahead.
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David Amsellem:

  

Thanks. Just a couple on the nephrotic syndrome setting. Can you elaborate on how many nephrologists you’re now calling on with the expanded sales force and how many
you were calling on before the expansion?

  

And talk a little bit more about reimbursement in the NS setting. I’m particularly interested in what kind of reimbursement you’re seeing in the Medicare-Medicaid setting, and
just remind us what portion of the nephrotic syndrome setting are government payer based? Thanks.

Don Bailey:
  

Sure. So I’ll let Steve answer that question and I’ll tick off the government part real quick. Medicaid and Medicare are both covering this drug. Of course, Medicaid, we have
100% rebate situation and Medicare represents about a quarter of our sales.

  Steve, you want to address the rest of those—rest of this question?

  

Sure. So, David, before the expansion, we were calling on about 1,200 nephrologists with any kind of reasonable frequency. Post expansion, we expect to be in the 2,500-plus
range. The expansion is very, very new. We’ve just recently completed it last month. So we’ll have to see how that develops. We’re expecting at least 2,500 docs that we’ll be
calling on regularly. So that’s going to be a nice up-tick for us there.

  

In terms of reimbursement in nephrotic syndrome, it remains very, very strong. The payers, in fact, are becoming more accustomed now, as you would expect, to see nephrotic
syndrome prescriptions. Whereas several months ago there were a lot of payers that were still new to seeing their first one or two or handful, but now they’re becoming more
accustomed to seeing them. And our coverage rates are remaining very strong. We’re up at around 90% coverage. We see no indication that that’s changing at all and are
monitoring it closely. You know, we speak with payers literally on a daily basis as we work the prescriptions through our reimbursement hub. And we’re seeing no indication
there’s any slowdown in coverage whatsoever there.

David Amsellem:
  

Okay, and just a quick follow-up on the question. This is a rheumatology-related question maybe for Dr. Young, remind us again what the relevant clinical end points are in the
setting – what’s the most important to physicians in determining clinical success, and I’m specifically asking that in dermatomyositis and polymyositis? Thanks.

Don Bailey:
  

So – this is Don Bailey. So in polymyositis/dermatomyositis, physicians are looking at muscle weakness as the primary end point that they’re trying to improve. So muscle
weakness is something they can measure on a scale, and they’re trying to improve that.
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Operator:   Thank you. Our next question comes from the line of Steve Byrne with Bank of America. Please go ahead.

Steve Byrne:
  

Hi. Steve, can you just talk a little bit more about the demographics of the NS patients that you are picking up, perhaps geographically or the sub-type of NS, and by
doubling the sales force, are you targeting certain geographies or certain types of nephrologists?

Steve Cartt:

  

So it’s allowing us to spread out and cover more nephrologists in general. And what we’ve seen in the last several months is primarily usage in membranous nephropathy,
idiopathic membranous. But we’re beginning to see more usage in other types of nephrotic syndrome, for example FSGS and IgA nephropathy is two examples. So while
doctors are typically using it for the first time in membranous, they’re then beginning to branch out a little bit. And you know, we’re only, as I mentioned, calling on – we’ve
only been calling on 1,200 or so, which is a very small number. So doubling the sales force is allowing us to branch out quite a bit from there. We’re calling on academic
centers for nephrotic syndrome, as well as community nephrologists. Of course, community nephrologists are easier to get to see, easier to access. But now that we have
broader coverage geographically, the reps are spending less time behind their windshields, more time in the offices. So they’ll be able to put more of a concerted effort on the
academic centers. But we are seeing definitely increased usage in the academic centers at this point.

Steve Byrne:
  

And if I could follow up with one for you, David. Just you talked about the characterization of Acthar, and could you just comment a bit on the effect of the gel on the
characterization of the peptides, how does it change the composition and the analysis of that mixture?

Dr. David Young:
  

Well, actually right now we’re studying that. We’re trying to understand how the gel might alter the pituitary extraction. And we don’t know that answer right now. That’s
one of our big efforts that are going on in the R&D area.

Operator:   Thank you. Our next question comes from the line of Mario Corso with Caris & Company. Please go ahead.

Mario Corso:
  

Thanks, good evening. A couple of things I wanted to ask about. In terms of the rheumatology effort. I know it’s early, but, either Don or Steve, I’m wondering what you can
say anecdotally, what you’re hearing in the first couple of weeks in terms of physician interest or patient scope?
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And on the early use you talked about, should we be thinking about that in terms of – is there a way to characterize it? Is it tens of Rx’s or is each rep getting an Rx? I’m just wondering
how we could characterize that.

  

And then on the generic side, it was really helpful and insightful to hear David go through the barriers. I’m wondering, in terms of IP, as we think about and you talk about the
mechanism of action over time and all the work you’re doing there – I know you may not want to talk about the specifics, but are there active efforts ongoing to see what there can be
patented in terms of the use of a specific mechanism in one of the diseases you’re targeting? Thanks very much.

Don
Bailey:   

Okay. So let me pick off the last one real quick. We’re not going to comment – you’re right, we’re not going to comment on the specifics of that. But of course, we’re always looking
for any IP we can get, and the MOA certainly is an area that we’re looking in.

  

The rheumatology group has – we’re hiring 12 new rheumatology-based sales people, and we will be soon adding to that a dozen of our current MS reps to call on neurologists. So,
literally, six of these new rheumatology reps have been in the field for maybe 10 days. So when we’re saying there’s encouraging early results, that’s from six people working for 10
days. So we’re talking about a handful of scripts.

  

But let me let Steve tell you what we’re hearing from rheumatologists at this very, very early stage. Steve? And we’re also hearing this from investors, by the way, who are calling on
rheumatologists. Steve?

Steve Cartt:

  

Yes. Mario, so as you can imagine, I mean, it took us a while to even be able to even pronounce polymyositis and dermatomyositis. I mean, this is a really neglected area of medicine,
and there had been nobody investing in research. There had been no industry support really of anything in this field. And so when we are going into rheumatology offices and
mentioning to doctors that we have a drug that’s approved for polymyositis and dermatomyositis, their eyes just light up. I mean, there’s real surprise that there is something approved,
and they’re encouraged by the early data set that we have.

  

These are patients who are typically on long-term steroids. They have significant problems that develop as a result of long-term steroid use. Some patients no longer respond or never
really did respond. There is also a fair amount of use of immune suppressive agents. And so the docs don’t like to have patients on those for sustained periods of time. So they’re
looking for some new tool to help manage these DM/PM patients. So there is a lot of interest. They clearly recognize – very similarly to nephrotic syndrome, they immediately agree
that there is a high unmet need in this particular area of medicine with these patients.
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Again, this is a rare disorder. These are considered orphan diseases. There are only a combined 65,000 to 70,000 in the U.S. for both of them combined. So rare disorder,
highly neglected, there has been very little resourcing for patient support groups or patients or the doctors that treat them, so a lot of interest in what we’re talking about.

  

And in terms of the number of patients per physician that we’re seeing, there’s going to be a range. I mean, we’ve had some doctors mention they have 20 or more, there’re
some clinics with up in excess of 100, large, tertiary care clinics with in excess of 100. Then you also see doctors who have two or three or four, and they’re just grasping at
straws, looking for new tools to help manage the patients.

  

So we’re very encouraged, as Don said. It’s extremely early. The reps – very small number of reps have been out for a very short period but the initial response is quite
encouraging. It feels a lot like nephrotic syndrome did at the very beginning of that pilot effort. In fact, you might argue it feels even a little bit more positive because of the
lack of attention this area has had.

Operator:   Thank you. Our next question comes from the line of Chris Holterhoff with Oppenheimer & Company. Please go ahead.

Chris Holterhoff:
  

Hi, thanks. Just wanted to ask a question about all the work you’ve done, showing there’s other active peptides in Acthar in addition to ACTH. Specifically wondering if
you’ve thought about having any conversations with the FDA to try to get some of that work added to the label, just to give yourself additional protection from generics?

Don Bailey:
  

Sure, Chris. I’ll let Dave – David elaborate just in a minute. But – of course, that’s something that’s under consideration and if we get some results that we think would be
helpful to the label, I think we would. And David, you want to elaborate just a little bit?

Dr. David Young:

  

Yes. In order to make sure that the data is robust enough, it takes us a lot of experiments to go through and repeat and repeat and repeat. So even though our preliminary
results look good, we’re not quite ready to put this up front to the FDA. We are ready to talk to them, to communicate with them. But the process of doing that and how
we’re going to do that, and when we’re going to do that hasn’t been completely decided yet. So we’re kind of strategizing that out right now.
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Chris Holterhoff:

  

That’s helpful, thanks. And just a follow-up on MS scripts. You look at – after being flattish since the end of last year, we see some good growth in May and June and just
wondering if you think that’s a function of having more reps in the field, or is there something else there that you think might be going on?

Don Bailey:

  

Well, I think there’s multiple reasons. The – if we look at year-over-year which is a pretty fair comparison at this point, Q2 versus Q2, we’re up 48%. So that 48% is pretty
much with the same number of reps. I think that’s reflective of the improvement in productivity and learning of these reps. We see reps who have been solid all along and other
reps who are picking up and doing much better now than they were a year ago.

  

It’s pretty much what you might expect when you’re in the – still in the early stages of a market. And even at its worst level when it was, quote, flat, it was still growing at
about a 20% to 25% annualized rate. So I don’t think it was ever – I don’t think flat was ever quite the right word. It’s just flat by comparison with 100% growth.

  Steve, you want to elaborate a little bit on the field force and how they’re doing?

Steve Cartt:
  

Yes. So Chris, we have hired some of the reps in the expansion of the MS team. We’re still in the process of hiring and we expect to have the full complement to – going up to
107 completed in August, to have them out selling. So we’re really pleased.

  

We’re continuing to be an attractive company for new reps in the MS area to come to and we’re competing with people, as you might imagine, people for – we are competing
with companies like the larger biotech companies and some of them are launching new drugs in MS maintenance. So there’s a lot of attractive elements of selling products like
that but we are continuing to attract very, very good people and we’re quite pleased with the caliber of folks we’ve got on board.

  

But yeah, I’d say right now, we’re encouraged. We had a – the quarter was strong. As Don mentioned, we’ve had periods over the last three to four years of sharp increases and
things have moderated a little and then we had sharper increases a few months down the road. So we just have – you have these periods where growth is a little stronger, then a
little softer, then a little stronger and I think that’s probably a pattern we’ll see over time.
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Operator:   Thank you. Our next question comes from the line of Marko Kozul with Leerink Swann. Please go ahead.

Marko Kozul:
  

Hi. Good afternoon, thanks for taking the question. I wanted to ask about diabetic nephropathy. If you could talk a little bit about the ongoing trial, how it might be enrolling?
And if you could help us understand what a go/no go decision might be when you do have results for progress into more advanced studies? Thanks.

Don Bailey:   David, you want to take that question?

Dr. David Young:

  

Yes. Right now we don’t have all the sites up. About half of them are up and running. And so we’re doing a lot of screening. We have a few patients enrolled. We have
somewhere between 10 and 20 patients screened. And the screening process is quite long. It’s more than just a one-day screen, it takes over a month. So most of the patients
are in the screening process. We do have some patients though, actually have randomized and are dosing.

  

In terms of long term, what we would look for, I can’t really answer that now. It really depends on what the results look like and also the input from our KOLs about the
feasibility for this as a product and an indication. So right now it’s a little early for me to comment on what the criteria would be for us to move forward beyond this study.

Marko Kozul:   Perfect. Thanks.

Operator:   Thank you. Our next question comes from the line of Tim Chiang with CRT Capital. Please go ahead.

Tim Chiang:

  

Hi, thanks. Don, I had a question. You talked about relatively low penetration rates with Acthar. Even with the increased sales force that you’ll have fully expanded by
August, how many – or what percentage of the physicians that are prescribing these different disease states are you actually able to detail to now by August in MS, NS and
DM/PM?

Don Bailey:   Steve, you want to take that question or hand it off?

Steve Cartt:

  

Yes. Tim, so on DM/PM, it’s going to be a very small number. We’re only going to have a dozen of our neurology reps selling there alongside of what they’re already doing
in MS. And then in rheumatology, there’s – we’ll have a dozen selling in rheumatology, as well. But I’ll let Eldon comment on our selling activity in MS. Eldon Mayer is our
Senior VP of Commercial Ops. He’s on the line, as well.
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Eldon Mayer:   Sure. I would estimate we’ll take these – is the question Tim, just to clarify, you’re looking at the various disease states, MS and nephrotic syndrome, as well?

Tim Chiang:   That’s right. That’s right.

Eldon Mayer:

  

Yes. So looking at MS, you know, we intend to detail with the expansion probably about 3,500 or so doctors, somewhere in that range. We estimate there are probably somewhere
between 6,000 and 7,000 total targets. We’ll begin to – we’ll understand that audience better and better. So that would be roughly, you know, 40 to 50%, somewhere in that range that
we can detail.

  

So looking at nephrotic syndrome, again, this is a market that as you know we haven’t been calling on for very long. And during the time we have, with not that many sales folks. So
we will understand the audience better and better over time. But I would estimate at this still relatively early stage that there are, as Steve mentioned, roughly about 2,500 doctors that
we’ll be calling on with the 58 sales folks. But we estimate there are at least 5,000 to 6,000 total targets, maybe even more. So that would be at least around 50%, maybe less of that
market that we can be calling on. And as you know, we have a small number of doctors who are writing. So significant upside for growth there as we call on more doctors.

Tim Chiang:
  

Okay. That’s helpful. Don, I just had one follow-up for you. I know you mentioned you’re starting to see more vials per paid prescription potentially being dispensed in nephrotic
syndrome. I mean, is that what you’re seeing in your monthly data?

Don Bailey:   Yes, we’re seeing that in our monthly data. MS and IS are stable at about 1.5 vials and 4 vials and nephrology’s moved up from 7 to 8.

Tim Chiang:   Okay, great. Thanks very much.

Operator:   Thank you. Our next question comes from the line of Biren Amin with Jefferies & Company. Please go ahead.

Biren Amin:
  

Yeah, thanks guys for taking my questions. I wanted to ask on the preliminary data identifying other peptides in Acthar Gel that David referred to earlier in the call, when can we
expect the company to publish these data in medical journals?

Don Bailey:
  

Well, we’ll publish that information if we want it published and when it’s ready. So I don’t think we can give you an exact timeframe even if we had it. I think that would be
information we would keep pretty close to the vest.
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Biren Amin:   Okay. And then a question on the Phase 4 trial in nephrotic syndrome. Can we get an update on that?

Don Bailey:   Sure. David, you want to give a quick update on the IMN trial?

Dr. David Young:

  

Sure. This trial, as you know, has gone a little slower than we expected. But it appears to be because many of our patients are opting to not receive the placebo but would
actually prefer to receive Acthar itself, or many of our potential patients in the study. And so it has gone slower. We’ve modified the inclusion/exclusion slightly in order to
ramp it up a little bit more. We’ve dropped some sites. We’re being proactive like we were in the beginning, but we’re looking at some other options in terms of enrolling it a
little bit faster.

  

Other than that, there’s not much to say. We hope that the changes that we’ve made will improve our recruitment. But it won’t recruit — the fact that patients would rather
have the drug than placebo. That’s something that we’re not going to be able to alter very much if we have a lot of patients like that.

Operator:   Thank you. Our next question comes from the line of Jim Molloy with ThinkEquity. Please go ahead.

Jim Molloy:

  

Hi, guys. Thanks for taking my question. I have some more on Mario’s question from earlier regarding the DM/PM. Can you talk about sort of any pushback, or the selling
cycle to neurologists? And given that the fact that it’s anecdotal rather than your modern trial – obviously, you have the approval – could you talk a little bit about that selling
cycle?

Don Bailey:

  

Sure. So I think that we’re, frankly, just too early to give you a real clear answer. And to be clear here, we’re just calling on rheumatologists, with the rheumatology pilot
group, the neurologist calls haven’t started yet. And as Steve said, the rheumatologists are viewing this with some surprise and are very anxious to hear about this drug and
what it might do for their patients.

  

So I think that’s where we are in the cycle. And since we’ve only had, literally, two weeks here out in the field, it’s really hard to say what the whole selling cycle is going to
be. I think that it’s logical, like in nephrotic syndrome, these patients may take a little while to get through the process. While they are in some distress – I mean, they’re
really going to depend on the level of distress that the patient’s in. If the patient is in a lot of distress, it will move a little quicker. But that’s just logic. We don’t have any
experience yet to really answer your question.
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Jim Molloy:   Fair enough. And just my follow-up question, any thoughts—I mean, do we need to expand any production at all given sort of the new indications, new labels?

Don Bailey:   Well, we have—Dave Medeiros, are you on the line?

Dave Medeiros:   Yes, I am.

Don Bailey:   Yes, so maybe you could answer that question.

Dave Medeiros:
  

Sure. We have been increasing our production as sales have increased over the last couple of years. And we’re in good shape as far as being able to increase both the batch size
and the frequency of when we do lots. So into the future, there is no issue there.

Don Bailey:   Thanks, Dave.

Operator:   Thank you. Our next question comes from the line of Yale Jen with Roth Capital. Please go ahead.

Yale Jen:
  

Thanks for taking the questions. Just the first one is, Don, could you give us a little bit of a breakdown in terms of the revenue from each indication. I believe you mentioned
roughly $50 million from what was gross, what about the other major ones?

Don Bailey:   I’ll ask Mike to answer that question.

Mike Mulroy:
  

Right. Thanks. We mentioned that nephrotic syndrome was slightly greater than MS, but they’re pretty close. So you could call each about $50 million in net sales. You could put
roughly $10 million to IS. And the stub would just be kind of remainder or some rounding there, but other.

  

We do get a few prescriptions for a handful of other indications. And then on NS – and we’ve talked about this in the past – while it’s roughly just ahead of MS in the quarter,
there is a benefit to NS in that we’ll see a tail given the longer treatment regimen for each NS script.

Yale Jen:
  

And the follow-up question I have is, for a handful – a number of clinical studies ongoing or some are maybe going to finish, should we – what meeting we should anticipate,
say, over the next 12 months, some of these data may come out? You guys have the schedule on any of those yet?
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Don Bailey:

  

Well, we have a series of studies that are at the stage where there will be publications coming out. Many of these are investigator studies. And as far as which—you know, and
maybe I’ll let Steve, can you answer the question as to which meetings these may show up at?

Steve Cartt:

  

Sure. I think we’ll have – we’ll have some data at the ASN this year, Yale. There may be a little bit at the ACR meeting, which is the rheumatology meeting. And I don’t know
if you took note of the publication last month in the American Journal of Nephrology, which was out of Columbia, on Acthar. That actually represented the very first
prospective trial of Acthar in nephrotic syndrome that was published. So that’s one to take a look at, as well, if you haven’t seen that.

  

So as Don said, these very small prospective trials of Acthar in nephrotic syndrome in particular will be rolling out over time. But we’ll definitely have some data at ASN and a
little bit at the ACR meeting.

Operator:   Thank you. Our next question comes from the line of Frank Pinkerton with SunTrust. Please go ahead.

Frank Pinkerton:

  

Hey, thank you for taking the question. Don, you’ve got a unique property in the drug and you’ve spoken a lot, both at your last conference presentation and today, about R&D.
Can you take a step back, not on any single trial, but just, what is the risk/reward opportunity for spending – increasing spend on research and development? And how does the
company ultimately look at, as the spend goes forward, what that does to maybe expand into some markets and maybe exclude from other markets with the drug? Thanks.

Don Bailey:

  

Frank, that’s a really excellent question. First of all, you have to ask the question, why is Acthar seen to be effective in such disparate conditions as a form of epilepsy with
babies, a very difficult to treat kidney condition, and these exacerbations from MS, as well as some of these other rheumatology conditions? And, of course, the answer, we
think, is in the immune system and what Acthar is doing to help the immune system moderate or modulate. And so that’s why we want to spend a lot of our R&D effort in that
area and understand the various mechanisms of action and exactly what elements of Acthar are doing what inside the – both with the melanocortin receptors and, frankly,
maybe with some other receptors.

  

The answers to that R&D effort may unleash opportunities in other indications that currently aren’t on our radar screen. We have an ongoing effort to identify research that will
help us with the on-label conditions. But we also have a pretty significant effort underway to identify those autoimmune conditions we think have the best possibility, the best
probability of Acthar working and helping those patients and where there is also an unmet need and commercial viability.
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So we think there is a lot of reward here and very little risk. Because Acthar has been around for a long time, the safety record is pretty well known. And we’re taking it rather
conservatively as far as any trials we design and do.

Frank Pinkerton:
  

Okay, great. And then just as my second question – and I know you historically haven’t given this information, but can you either give some detail or would you consider
giving detail in the quarter on number of doctors and repeat prescribers – excuse me, number of prescribers and repeat prescribers for the drug? Thank you.

Don Bailey:   Sure. Steve, you want to take a shot at that question?

Steve Cartt:

  

Sure. I don’t think we’ll give out too many specifics. I think, suffice it to say over the last year or so we’ve had about 1,000 prescribers on the MS side and about 500
prescribers on the nephrotic syndrome side, so we have a pretty good healthy number of prescribers for each. But it still speaks to the very low penetration rate that we still
have in those markets. So there’s a lot of upside there. I think in terms of the distribution of prescriptions over the prescriber base, it’s pretty typical. It follows a typical curve
that we’ve seen many times in our careers for products. And there’s really nothing out of the ordinary. It’s pretty normal as far as distribution of scripts to docs.

Don Bailey:
  

We see good distribution across docs, good distribution across reps, good distribution geographically. We’re averaging about 1.5 scripts per nephrologist at this point, but it’s
very, very early and about four scripts for MS doctors. So pretty low numbers and a good chance to probably increase those in the future, Frank.

Operator:   Thank you. Our next question comes from the line of Juan Sanchez with Ladenburg. Please go ahead.

Juan Santo:
  

Hi, guys. Couple of questions. The first one is, you have any updates on expenses in the second half of the year? Are they as high as you expected, or they’re going to be
greater given the recent developments?

  

And the second question is on – when you modernized your label five years ago, can you just refresh our memory on how was the back and forth with the FDA in terms of
shrinking the number of claims from 50-odd plus to 19? And if the FDA gave you any specific reason why they’re okay with not new clinical data here?
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Don Bailey:   Mike, do you want to answer the expenses question?

Mike Mulroy:

  

Yes, just on expenses, first on Q2, they came in about where we had guided. Maybe a little north of that, though there was some shifting in – sales and marketing came in, it took
up a little bit more of the increase than R&D. And that was really the function of an acceleration in our growth in the sales force. I mentioned earlier we continue to expect to see
about another $5 million in bump-up in OpEx in Q3. Q4 we haven’t really called yet, but we wouldn’t expect a big leap up from the Q3 level.

Don Bailey:

  

Juan, I’ll take a quick shot at your second question as I understand it. So in October, 2010, the Acthar label went through a full modernization at the FDA, and in that process we
ended up with 19 indications. The review of the indications on the label followed the FDA rules for modernizing an active label. And so the 19 indications met the qualifications
that the FDA had.

  Operator?

Operator:   Thank you. And I’m showing no further questions in the queue at this time. I’d like to turn the conference back to management for any final remarks.

Don Bailey:   Well thanks, everybody, for joining. It was a rather long call but we sort of had a lot of information to provide you. We’ll look forward to speaking to you in the future. Bye-bye.

Operator:
  

Ladies and gentlemen, this does conclude our conference for today. If you’d like to listen to a replay of today’s conference, you may do so by dialing 1-800-406-7325 or 303-590-
3030 and entering the access code of 4550797, followed by the pound sign. Thank you for your participation. You may now disconnect.
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• Today’s webcast, accompanying slide presentation
and archived replay are available online at

• Telephone replay is available by dialing:
– U.S.: 877-941-9205
– International: 480-629-9819

• Replay Passcode: 4550797#
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Conference Call Logistics
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Safe Harbor Statement
Note:Exceptforthehistoricalinformationcontainedherein,thispressreleasecontainsforward-lookingstatementsthat have
beenmadepursuantto thePrivateSecuritiesLitigationReformActof 1995.Thesestatementsrelateto futureeventsorour
futurefinancialperformance.In somecases,youcanidentifyforward-lookingstatementsbyterminologysuchas"believes,"
"continue,""could,""estimates,""expects,""growth,""may,""plans,""potential,""should,""substantial"or "will"or the
negativeof suchtermsandothercomparableterminology.Thesestatementsareonlypredictions.Actualeventsorresultsmay
differmaterially.Factorsthat couldcauseorcontributeto suchdifferencesinclude,butarenot limitedto, the following:Our
relianceonActharforsubstantiallyallofournetsalesandprofits;Reductionsinvialsusedperprescriptionresultingfrom
changesintreatmentregimensbyphysiciansorpatientcompliancewithphysicianrecommendations;Thecomplexnatureof
our manufacturingprocessandthepotentialforsupplydisruptionsorotherbusinessdisruptions;Thelackofpatent
protectionforActhar;andthepossibleFDAapprovalandmarketintroductionof competitiveproducts;Ourabilityto continue
to generaterevenuefromsalesofActhartotreat on-labelindicationsassociatedwithNS,andourabilityto developother
therapeuticusesforActhar;Researchanddevelopmentrisks,includingrisksassociatedwithQuestcor'sworkintheareaofNS
andpotentialworkintheareaofRheumatology,andourrelianceonthird-partiesto conductresearchanddevelopmentand
the abilityofresearchanddevelopmentto generatesuccessfulresults;Ourabilityto complywithfederalandstate
regulations,includingregulationsrelatingto pharmaceuticalsalesandmarketingpractices;Regulatorychangesorotherpolicy
actionsbygovernmentalauthoritiesandotherthirdpartiesinconnectionwithU.S.healthcarereformoreffortsto reduce
federalandstategovernmentdeficits;Ourabilityto receivehighreimbursementlevelsfromthirdpartypayers;Anincreasein
theproportionofourActharunitsalescomprisedofMedicaid-eligiblepatientsandgovernmententities;Ourabilityto
estimatereservesrequiredforActharusedby governmententitiesandMedicaid-eligiblepatientsandthe impactthat
unforeseeninvoicingof historicalMedicaidprescriptionsmayhaveuponourresults;Ourabilityto effectivelymanageour
growth,includingtheexpansionofourNSsellingeffort,andourrelianceonkeypersonnel;Theimpactto ourbusinesscaused
by economicconditions;Ourabilityto protectourproprietaryrights;Theriskofproductliabilitylawsuits;Unforeseen
businessinterruptionsandsecuritybreaches;VolatilityinQuestcor'smonthlyandquarterlyActharshipments,estimated
channelinventoryandend-userdemand,aswellasvolatilityinourstockprice;andOtherrisksdiscussedinQuestcor‘sannual
reporton Form10-KfortheyearendedDecember31,2011asfiledwiththeSecuritiesandExchangeCommission,orSEC,on
February22,2012,andotherdocumentsfiledwiththeSEC.

The risk factors and other information contained in these documents should be considered in evaluating Questcor's prospects and
future financial performance.

Note:Exceptforthehistoricalinformationcontainedherein,thispressreleasecontainsforward-lookingstatementsthat have
beenmadepursuantto thePrivateSecuritiesLitigationReformActof 1995.Thesestatementsrelateto futureeventsorour
futurefinancialperformance.In somecases,youcanidentifyforward-lookingstatementsbyterminologysuchas"believes,"
"continue,""could,""estimates,""expects,""growth,""may,""plans,""potential,""should,""substantial"or "will"or the
negativeof suchtermsandothercomparableterminology.Thesestatementsareonlypredictions.Actualeventsorresultsmay
differmaterially.Factorsthat couldcauseorcontributeto suchdifferencesinclude,butarenot limitedto, the following:Our
relianceonActharforsubstantiallyallofournetsalesandprofits;Reductionsinvialsusedperprescriptionresultingfrom
changesintreatmentregimensbyphysiciansorpatientcompliancewithphysicianrecommendations;Thecomplexnatureof
our manufacturingprocessandthepotentialforsupplydisruptionsorotherbusinessdisruptions;Thelackofpatent
protectionforActhar;andthepossibleFDAapprovalandmarketintroductionof competitiveproducts;Ourabilityto continue
to generaterevenuefromsalesofActhartotreat on-labelindicationsassociatedwithNS,andourabilityto developother
therapeuticusesforActhar;Researchanddevelopmentrisks,includingrisksassociatedwithQuestcor'sworkintheareaofNS
andpotentialworkintheareaofRheumatology,andourrelianceonthird-partiesto conductresearchanddevelopmentand
the abilityofresearchanddevelopmentto generatesuccessfulresults;Ourabilityto complywithfederalandstate
regulations,includingregulationsrelatingto pharmaceuticalsalesandmarketingpractices;Regulatorychangesorotherpolicy
actionsbygovernmentalauthoritiesandotherthirdpartiesinconnectionwithU.S.healthcarereformoreffortsto reduce
federalandstategovernmentdeficits;Ourabilityto receivehighreimbursementlevelsfromthirdpartypayers;Anincreasein
theproportionofourActharunitsalescomprisedofMedicaid-eligiblepatientsandgovernmententities;Ourabilityto
estimatereservesrequiredforActharusedby governmententitiesandMedicaid-eligiblepatientsandthe impactthat
unforeseeninvoicingof historicalMedicaidprescriptionsmayhaveuponourresults;Ourabilityto effectivelymanageour
growth,includingtheexpansionofourNSsellingeffort,andourrelianceonkeypersonnel;Theimpactto ourbusinesscaused
by economicconditions;Ourabilityto protectourproprietaryrights;Theriskofproductliabilitylawsuits;Unforeseen
businessinterruptionsandsecuritybreaches;VolatilityinQuestcor'smonthlyandquarterlyActharshipments,estimated
channelinventoryandend-userdemand,aswellasvolatilityinourstockprice;andOtherrisksdiscussedinQuestcor‘sannual
reporton Form10-KfortheyearendedDecember31,2011asfiledwiththeSecuritiesandExchangeCommission,orSEC,on
February22,2012,andotherdocumentsfiledwiththeSEC.

The risk factors and other information contained in these documents should be considered in evaluating Questcor's prospects and
future financial performance.
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• Record financial performance
– 4,710 vials shipped, up 94% YOY
– $112.5M in net sales, up 145% YOY
– $0.65 GAAP EPS (diluted), up 210% YOY

• 314 paid NS scripts
• 1,110 paid MS scripts
• 96 paid IS scripts

• Record financial performance
– 4,710 vials shipped, up 94% YOY
– $112.5M in net sales, up 145% YOY
– $0.65 GAAP EPS (diluted), up 210% YOY

• 314 paid NS scripts
• 1,110 paid MS scripts
• 96 paid IS scripts

Strong Second Quarter Results
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Paid RxsPaid Rxs
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Notes: Historicaltrend information is not necessarilyindicative of future results. Chart includes"RelatedConditions"- diagnosesthat
are either alternative descriptions of the condition or are closely related to the medical condition which is the focus of the chart.

NS Scripts-Strong Continued Growth

28

5

Yellow numbers in the  bars show the number of NS sales
representativesmakingcalls for the majorityof the quarter. Q3 ‘11and
Q2 ‘12 included expansion and training of new sales people.”
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MS Scripts-Record of Consistent Growth
Paid Rxs
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Notes: Historical trend information is not necessarily indicative of future results.  Acthar is marketed for the on-label indication of MS
exacerbations in adults, though the chart includes "Related Conditions" - diagnoses that are either alternative descriptions of the condition or
are closely related to the medical condition which is the focus of the chart. About 5% of the prescriptions in the tables are for related conditions.
Yellow numbers in the  bars show the number of MS sales representatives making calls for the majority of the quarter.

Notes: Historical trend information is not necessarily indicative of future results.  Acthar is marketed for the on-label indication of MS
exacerbations in adults, though the chart includes "Related Conditions" - diagnoses that are either alternative descriptions of the condition or
are closely related to the medical condition which is the focus of the chart. About 5% of the prescriptions in the tables are for related conditions.
Yellow numbers in the  bars show the number of MS sales representatives making calls for the majority of the quarter.



Monthly MS Scripts History

Notes: Historical trend information is not necessarily indicative of future results.  Acthar is marketed for the on-label indication of MS
exacerbations in adults, though the chart includes "Related Conditions" - diagnoses that are either alternative descriptions of the condition or
are closely related to the medical condition which is the focus of the chart. About 5% of the prescriptions in the tables are for related conditions.

Notes: Historical trend information is not necessarily indicative of future results.  Acthar is marketed for the on-label indication of MS
exacerbations in adults, though the chart includes "Related Conditions" - diagnoses that are either alternative descriptions of the condition or
are closely related to the medical condition which is the focus of the chart. About 5% of the prescriptions in the tables are for related conditions.
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Growth in Shipped Vials
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• Understanding the biological properties of Acthar
– Specific biochemical pathways, cells, and  tissues
– Immunomodulation and anti-inflammatory

• On-label indications
– Proteinuria in NS, MS flares, Lupus

• New indications
– Nephrology (eg, diabetic nephropathy)
– Indications with autoimmune/inflammatory  component (eg,

neurology, cardiovascular, hematology, pulmonary)

• Understanding the biological properties of Acthar
– Specific biochemical pathways, cells, and  tissues
– Immunomodulation and anti-inflammatory

• On-label indications
– Proteinuria in NS, MS flares, Lupus

• New indications
– Nephrology (eg, diabetic nephropathy)
– Indications with autoimmune/inflammatory  component (eg,

neurology, cardiovascular, hematology, pulmonary)

Questcor Acthar R&D Efforts:
> 30 Preclinical and Clinical Studies
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Understanding Acthar:
science of how it works and clinical use



• Clinical use of Acthar
– Nonclinical research
– Clinical research

• On-label indications 
– Proteinuria in nephrotic syndrome (NS), multiple sclerosis (MS)

flares, infantile spasms, lupus

• Off-label indications
– Diabetic nephropathy, traumatic brain injury, autism, MS

maintenance treatment

• Clinical use of Acthar
– Nonclinical research
– Clinical research

• On-label indications 
– Proteinuria in nephrotic syndrome (NS), multiple sclerosis (MS)

flares, infantile spasms, lupus

• Off-label indications
– Diabetic nephropathy, traumatic brain injury, autism, MS

maintenance treatment

Academic Clinical Interest in Acthar:
~ 30 Investigator Initiated Studies
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Understanding Acthar: clinical use



Q2 –2012 Q2 –2011
Net Sales ($M) $112.5 $46.0

Gross Margin 94% 94%

Operating Income ($M) $61.0 $20.4

Fully Diluted, GAAP EPS $0.65 $0.21

Q2-2012 Financial Results

• Second quarter vials shipped: 4,710
• Second quarter cash flow from operations: $43.2M
• Channel inventory estimated to be within the normal range
• Medicaid reserves continue to appear adequate
• 3,730,069 shares repurchased during Q2-2012

Record Net Sales (up 145%) and Solid Earnings (EPS up 210%)Record Net Sales (up 145%) and Solid Earnings (EPS up 210%)
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07/23/12
Cash / ST Investments $129M*
Accounts Receivable $54M

Questcor is Cash Flow Positive

Debt-free balance sheet

*After return of $264 million of cash to shareholders through share repurchases.*After return of $264 million of cash to shareholders through share repurchases.
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Acthar has sustainable competitive
advantages-without FDA approval risk
Acthar is approved for 19 indications-many
in large markets with sizable unmet need
Sales in NS and MS are growing rapidly,
yet market penetration is low
Developing new vertical market -
Rheumatology
High margins provide good
operating leverage
Profitable, cash flow positive, no debt

Investment Highlights
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