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Not Reddy for Generic Vimovo Just Yet.

Bloom Burton Securities Inc. L
Yesterday, Nuvo announced that the U.S. District Court for New Jersey

David Martin PhD, MBA denied a summary judgment request filed by Dr. Reddy's Laboratories (DRL;

Analyst NSE:DRREDDY:; unrated) related to an ongoing patent infringement suit

416-642-8865 dmartin@bloomburton.com involving two Orange Book patents for VIMOVO (8,858,996 and 9,161,920 -

Antonia Borovina, PhD both expire May 31, 2022). As a result of the Court’s decision, it seems likely

Associate to us that DRL will not launch a generic version of VIMOVO in the near term.

416-640-7582 aborovina@bloomburton.com Instead, it seems more likely that patent litigation will continue until a

Prasath Pandurangan, MBBS, PGDM, CFA possible trial date in April 2021, or a settlement ahead of the trial.

Associate

416-640-7578 ppandurangan@bloomburton.com Separately, Nuvo’s U.S. partner for Pennsaid, Horizon Therapeutics
(NASDAQ:HZNP; unrated), reported 3Q-2019 results last Wednesday

Rating: BUY (was HOLD) including an 18% Y/Y drop in Pennsaid sales. While reasons for the drop were

Risk: Speculative not discussed (and Horizon’s net sales of Pennsaid tend to be volatile), it may

12 month Price Target:  $2.50 be an early effect of Pennsaid landing on Express Scripts’ Exclusion list for
2020 (link).

Price $0.48

Implied Return 420.8% Impact - Net Positive

Fiscal Year End 31-Dec While the larger than expected drop in Pennsaid sales in 3Q-2019 has

52 Week Range $0.28 - $2.99 prompted us to conservatively forecast a more aggressive 25% decrease in

Shares Outstanding (MM) 1.4 scripts in 2020 (previously a 10% decrease), we now feel more confident that

Market Cap. (MM) 55 Nuvo will earn material VIMOVO royalties beyond 2019.

Float (MM Shares) 10.8

Avg. Daily Volume (MM) 0.012 As a result, we are adding back $7.5 MM of VIMOVO royalty to our 2020
forecast ($10 MM @ 75% probability), and $5 MM to our 2021 forecast ($10

Totarevenes (1% oo seer ems ame MM @ 50% probability).

Adjusted revenues* $20.5 $73.2 $71.9 $77.9

pdustedmmoan sy smer s 550 The near term combined impact of the VIMOVO and Pennsaid changes is to

eps s D o oy sen s add $4.6 MM and $1.0 MM to our adjusted revenue forecasts for 2020 and

EV/adjusted EBITDA™ neg 54 so 43 2021, respectively, and $6.1 MM and $2.7 MM to our adjusted EBITDA

2019 1A 20A 30A 4QE forecasts in the same periods.

Revenues $14.6 $16.6 $18.8 $16.2

iiiﬁiij EarToA~ ?57.2 Yo ?’Z o Longer term, the net impact of the changes is moderately negative as we

O eoadroronsing om0 9010 (009 continue to forecast no material VIMOVO royalties beyond 2021 (potential for

includes adjusted revenues; excludes aoncash tems upside if the 2021 patent trial outcome is positive), whereas the Pennsaid
revisions impact our forecasts out to October 2027 when we expect that
Pennsaid patent protection will fall away.
After making the above noted changes to our forecasts, our DCF valuation of
NRI stock is $2.60 per share (15% cost of equity, 10% long term cost of
capital, 0% terminal growth), which we round down to $2.50 - unchanged vs
our prior target.

$3.00 0.4

However, with increased confidence in a near term cash flow boost from
VIMOVO, and >400% potential upside to our target price, we are upgrading

0.3 NRI stock to BUY. Due to the large debt load carried by the company (-$150
MM), however, we continue to view NRI investment risk as Speculative.
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On the backdrop of more conservative U.S. Pennsaid forecasts, our downside
DCF valuation for NRI stock is now $1.75 per share if DRL launches a generic
VIMOVO in the near term (which would be at risk, and likely without an

Q1 exclusivity period - see: link). If DRL is held at bay until May 2022 (when the
‘996 and ‘920 VIMOVO patents expire), our DCF valuation would increase to
$3.00 per share.
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n/12/2018 n/1/2019 Other potential catalysts for Nuvo include the signing of a U.S. commercial

This report is priced as of last trading day partner for Resultz, and the launch in India and potential approval of Pennsaid

rc]ftseea All values in C$ unless otherwise 2% in Europe, which are not included in our forecasts.
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This Research Report is issued and approved for distribution by Bloom Burton Securities Inc. (“Bloom
Burton”), a member of the Investment Industry Regulatory Organization of Canada.

Important Disclosures

This Research Report is provided for informational purposes only and is not an offer to sell or the
solicitation of an offer to buy any of the securities discussed herein in any jurisdiction where such offer or
solicitation would be prohibited. The securities mentioned in this Research Report may not be suitable for
all types of investors. This Research Report does not take into account the investment objectives,
financial situation or specific needs of any particular investor. Recipients of this Research Report should
not rely solely on the investment recommendations contained herein and should contact their own
professional advisors to determine if an investment is suitable for them.

The information contained in this Research Report is prepared from sources believed to be reliable but
Bloom Burton makes no representations or warranties, express or implied, with respect to the accuracy,
correctness or completeness of such information. All opinions and estimates contained in this Research
Report constitute Bloom Burton's judgment as of the date of this Research Report and are subject to
change without notice. Past performance is not necessarily indicative of future results and no
representation or warranty is made regarding future performance of the securities mentioned in this
Research Report. Bloom Burton accepts no liability whatsoever for any direct or consequential loss
arising from any use or reliance on this Research Report or the information contained herein. This
Research Report may not be reproduced, distributed or published, in whole or in part, without the
express permission of Bloom Burton.

This Research Report is intended for distribution in the United States only to major U.S. institutional
investors (as such term is defined in Rule 15a-6 of the U.S. Securities Exchange Commission) and is not
intended for the distribution to or the use by any person or entity that is not a major U.S. institutional
investor. Bloom Burton analysts are not registered and/or qualified as research analysts with FINRA
and/or the New York Stock Exchange. Any U.S. Person wishing to effect transactions in any of the
securities discussed herein should do so through a qualified salesperson at a U.S. registered broker-
dealer.

The research analyst(s) for this Research Report is compensated based in part on the overall revenues of
Bloom Burton, a portion of which are generated by investment banking activities. Research analysts do
not receive compensation based upon revenues from specific investment banking transactions. Bloom
Burton may have had, or seek to have, an investment banking relationship with companies mentioned in
this report. In addition to 1% ownership positions in covered issuers which must be specifically disclosed,
Bloom Burton, or its affiliates and their respective officers, directors and employees may from time to
time acquire, hold or sell securities mentioned herein or have a position in options, futures or other
derivative instruments based thereon. Although Bloom Burton makes every effort possible to avoid
conflicts of interest, readers should assume that a conflict might exist, and therefore not rely solely on
this Research Report when evaluating whether or not to buy or sell the securities of subject companies.

Bloom Burton presently maintains an e-mail list of persons, who have previously expressed an interest in
receiving our research, or whom Bloom Burton has identified as having a potential interest in investments
relating to the healthcare industry. All research materials including updates and changes to previous
rankings are disseminated to these parties and to third party news sources via e-mail. Staff is prohibited
from calling or otherwise providing any person with advance notice of research materials. Bloom
Burton's research dissemination policies and procedures are also available on its website

at www.bloomburton.com.

Each research analyst who authored this Research Report and whose name appears herein certifies that:
(i) the recommendations and opinions expressed in this Research Report (including the rating assigned)
accurately reflects his or her personal views about any and all of the securities or companies discussed
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herein; and (ii) no part of his or her compensation was, is or will be, directly or indirectly, related to the
provision of specific recommendation or views expressed herein.

Company Specific Disclosures

1. Bloom Burton & Co. or its affiliates have provided investment banking services for Nuvo
Pharmaceuticals Inc. during the 12 months preceding the date of issuance of the research report or
recommendation.

2. Bloom Burton & Co. and its affiliates collectively beneficially own more than 1% of the outstanding
common shares of Nuvo Pharmaceuticals Inc.

3. The research analyst responsible for this report or recommendation may hold securities discussed
in the report indirectly through Bloom Burton Canadian Healthcare Fund, LP which is indirectly
affiliated with Bloom Burton & Co.

Recommendations and Risk Rankings
Each company on which Bloom Burton provides research coverage is assigned a recommendation and
risk ranking, as set out below:

Recommendation Categories

Buy - Expected to materially outperform the sector average over the next 12 months.
Accumulate - Expected to outperform the sector average over the next 12 months or longer.
Hold - Expected to perform similar to the sector average over the next 12 months.

Sell - Expected to materially underperform the sector average over the next 12 months.

Risk Rankings

Average - Volatility and risk expected to be comparable to the broader market; revenue and earnings
have predictability; no significant cash flow and/or financing concerns over next 12 months.

Above Average - Volatility and risk expected to be greater than for the broader market; below average
revenue and earnings predictability; may have negative cash flow, low market cap or float. Stock may not
be suitable for all classes of equity investors.

Speculative - High volatility and risk expected; potential for balance sheet concerns, low public float.
Stock may be suitable for only a small subset of equity investors willing to take on the risks of a high risk
investment.

Distribution of Ratings as of November 2019

Rating Number | Percentage
BUY 14 78%
ACCUMULATE | 1 5%

HOLD 3 17%

SELL 0 0%

Total 18 100%




