April 19, 2024

The Board of Directors
Vanda Pharmaceuticals Inc.
2200 Pennsylvania Avenue
Suite 300E

Washington, DC 20037

Dear Members of the Board:

A fund managed by Butler Hall Capital LLC, (“Butler Hall”, “we” or “our”) with current ownership of
350,000 shares of Vanda Pharmaceuticals Inc. (“Vanda” or the “Company”), has issued an open letter
to the Company’s board of directors (the “Board”) regarding the potential bid for Vanda submitted by
Future Pak, LLC (“Future Pak”). Future Pak has submitted a bid to acquire the Company without a
financing contingency for a price that is 79.0%-91.4% above Vanda’s closing price as of April 16", 2024
and has indicated various ways to improve the offer including “a potential increase in the cash

consideration” ™

. While we agree with the Board that the stock is significantly undervalued given the
combination of its fortress balance sheet ($6.75/share of net cash), newly acquired Ponvory assets
(which the Company paid $1.75/share for) and the $192.6 million of revenues in 2023 from its existing
portfolio [, we do not believe the Board has earned the right to outright reject such an offer.
Moreover, the refusal to engage in a discussion leaves us extremely concerned that such actions will
impair our investment in the Company. The Board should immediately form an independent special
committee to engage with Future Pak and run a full sales process to achieve the highest value for
shareholders. We believe any failure to do so would be a clear disregard of the Board’s fiduciary duty

to the Company’s shareholders.

We believe the Board’s actions over the past several years have led to significant value destruction and
a stock that trades well below its net cash balance. We think these actions have left Vanda’s
management and the Board with no credibility as evident by the stock’s anemic performance, specifically
down 52.9% and 42.9% in 2022 and 2023, respectively. Further, the poor equity performance has
coincided with a period in which the management team has significantly enriched themselves. For
example, Dr. Mihael Polymeropoulos, the Chairman of the Board and the Chief Executive Officer (“CEQ”)
of the Company, has received approximately $40 million in compensation over the past 10 years 2.
When considering that Vanda’s stock has declined by approximately 83% in just the past five years and
has significantly underperformed the indices highlighted in its last form 10-K filing, the compensation of
certain members of management appears excessive to us /. It also leads us to question the real reason
why such a substantial offer was rejected and whether the Board is acting to enrich themselves rather
than to maximize shareholder value.
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Compensation for 2022 in USD
Salary 815,140
0

1,306,400

1,451,340

Non-Equity Incentive 658,633
Pension/Nonqualified Deferred 0
All Other Compensation 897
Total 4,269,410

Source: Bloomberg, Company Filings

—a— iShares Biotechnology Index =~ —m— Nasdaq Composite Index
—#&— Vanda Pharmaceuticals Inc.
$250
$200
$150
$100
$50
SO
OO D I DD DD A A WY Ay A A " A A D
PO\ N M\ M N \ I LG\ SR . L\ AP\ LR . L IR\ LG\ L\ LA\ LI\ L\ L\ 14 \\"/ N Q¥
v v v v v v v v v v v
PRI P PO I i\ D D N AN DN NI SN
KO S S N A S S S, S SO SO S A SO I S S O R

Source: Company SEC filings, form 10-K filed 2/8/24
No Confidence Vote from the Public Market:

In the April 16", 2024 press release, Vanda highlighted the Company’s $6.75 per share of cash on its
balance sheet, or 167% of the value of the stock price the same day. Essentially, the public markets are
ascribing a negative enterprise value to the Company, which effectively assumes the legacy business has
zero value and the Board will destroy the excess capital over time. While we believe there is significant
value for the ongoing business (as described below), such a discount is a rarity in today’s public markets.



In fact, there are currently 427 publicly traded biotech companies in North America with more than a
$100 million market capitalization. Of those companies, only fifteen, or 3.5%, have a negative enterprise
value B, While it is understandable for some biotech companies to trade below net cash due to the
substantial cash burn often required to develop a drug, it is extremely uncommon to see this for a
business that generates cash flow. There is only one other company on that list that has a negative
enterprise value and is cash flow positive, but we expect that company is likely to burn substantial cash
flow on a prospective basis °). We believe Vanda’s mispricing is the result of poor leadership, leaving the
Company deeply discounted to our assessment of intrinsic value and in need of new direction to
maximize shareholder value.

What is it Worth?

We believe it is shameful to simply dismiss such an offer citing the cash value of the company that may
ultimately be destroyed by management over time. If the Board believes fair value is significantly higher
than $7.75 per share, we would be in full support of the Board running a full process to achieve said fair
value. It is our opinion that the $192.6mm in reported revenue in 2023 and the Ponvory acquisition
consummated this past December for approximately $100.7mm (or $1.75 per share) have real value to
Future Pak or a prospective buyer. This is even before ascribing any value to its drug pipeline. Therefore,
we believe it is not unreasonable to see someone willing to pay 2-4x revenue for a business with
approximately 90% gross margins that could integrate this earnings stream into a larger operation. Even
at the low end of the range, this valuation would yield several hundred percent upside to the stock.

Management’s Actions do not Support an Undervalued Stock:

While the Board was quick to communicate that the offer “significantly undervalues” the Company, its
actions tell a completely different story. It is illogical to us that an overcapitalized company, that has not
repurchased any stock over the past three years, would immediately reject a bid at a 71.0%-91.4%
premium to its unaffected stock price *!. When we witness the Company opting to use approximately
$100 million of cash for an acquisition rather than using that same cash to retire 40% of its shares
outstanding ¥ 7! it suggests one of two things; either (1) the Board does not agree that the stock is
grossly undervalued or (2) the Board is not acting in the best interest of Vanda’s shareholders. Had
management prudently used the Company’s cash to buy back stock, we believe the shares would have
been much higher to begin with and we would be more inclined to support the actions of the Board and
management with respect to the potential bid submitted by Future Pak.

In summary, we demand the Board act immediately to form a special independent committee to engage
with Future Pak, launch a formal sales process, and maximize value for shareholders.

Sincerely,

Bradley Lundy Michael Rybak, CFA
Managing Member, Butler Hall Capital LLC Partner, Butler Hall Capital LLC
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Disclaimers

This letter has been prepared by Butler Hall. Butler Hall is providing this letter for informational and
discussion purposes only. The views expressed in this letter reflect the views and opinions of Butler Hall
as of the date hereof. Butler Hall reserves the right to change or modify any of such views or opinions at
any time and for any reason and expressly disclaims any obligation to correct, update, or revise the
information contained herein or to otherwise provide any additional materials.

All of the information contained herein is based on Butler Hall’s independent research and analysis and
publicly available information. The information and materials included herein have not been prepared or
endorsed by the Company and may not be attributed to the Company in any way, other than certain
statements and information included herein which were sourced directly from the Company’s filings.
Butler Hall does not make any representations regarding the accuracy, completeness or timeliness of any
third party statements or information contained in this letter. Except as may be expressly set forth herein,
permission to cite such statements or information has neither been sought nor obtained from such third
parties. Any such statements or information should not be viewed as an indication of support from such
third parties for the views expressed herein. This letter does not purport to contain all information that
may be relevant to an evaluation of the Company, any securities issued by the Company, or any other
matter related to the Company.

Butler Hall has a beneficial ownership interest or an economic interest in the securities discussed herein.
Nothing in this letter should be taken as an indication of any current or future trading or voting intentions,
which may change at any time and from time to time, and which are reviewed on a continuing basis by
Butler Hall and determined based on various factors Butler Hall considers relevant. Butler Hall expressly
disclaims any obligation to notify or update any person of any changes to such trading or voting intentions.

Certain statements contained in this letter are forward-looking statements including, but not limited to,
statements that are predictions of or indicate future events, trends, plans or objectives. Undue reliance
should not be placed on such statements because, by their nature, they are subject to known and
unknown risks, assumptions, and uncertainties. Specific forward-looking statements can be identified by
the fact that they do not relate strictly to historical or current facts and include, without limitation,
words such as "may," "will," "expects," "believes," "anticipates," "plans," "estimates," "projects,"
"targets," "forecasts," "seeks," "could," "should" or the negative of such terms or comparable



terminology. There can be no assurance that any idea or assumption herein is, or will be proven, correct.
If one or more of the risks or uncertainties materialize, or if Butler Hall’s underlying assumptions prove
to be incorrect, the actual results may vary materially from outcomes indicated by these statements.
Accordingly, forward-looking statements should not be regarded as a representation by Butler Hall that
the future plans, estimates or expectations contemplated will ever be achieved.

This letter does not constitute an offer to sell, a solicitation of an offer to buy, or a recommendation to
buy, sell, or otherwise transact in any security, including, without limitation, any interest in Butler Hall.
Nothing in this letter promotes, is intended to promote, or may be construed as promoting Butler Hall.
Any offer to purchase an interest in Butler Hall may only be made at the time a qualified offeree receives
the confidential memorandum and other offering documents.

Nothing herein should be construed as seeking any confidential information about the Company or
otherwise. Butler Hall expressly disclaims any obligation to treat the receipt of any such information as
confidential, except to the extent expressly agreed in writing by Butler Hall. No agreement, commitment,
understanding, or other legal relationship exists or may be deemed to exist between Butler Hall and any
other person by virtue of such person’s direct or indirect receipt of this letter.



