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NovaBay Pharmaceuticals (NBY - $ 0.61) 
1Q15: Avenova Commercialization Continued  
NBY reported 1Q15 financial results late last week with a net loss of ($4.6MM) or 
($0.09) per share. With an additional $4.5MM from a recent financing, NBY 
ended 1Q15 with $5.6MM cash, enough to support their operation into late 2015, 
in our opinion. NBY hosted an Analyst and investor event last night and 
highlights include:  

• Optometrist/ophthalmologist KOLs are bullish on the potential of 
Avenova in multiple indications. All five optometrist/ophthalmologist 
KOLs presented at the event expressed their bullish view on Avenova’s 
potential to be used in multiple conditions such as: anterior blepharitis; dry 
eye; meibomian gland diseases (MGD); pre- and post-surgical preparation 
(such as cataract, LASIK and oculoplastic); and ocular rosacea (posterior 
blepharitis) and in contact lens wearers. With the availability of Avenova, 
many KOLs suggested the concept of practicing eye lid hygiene currently 
could become a very effective new paradigm in eye care.  

• Presence of unmet needs is obvious but more time may be needed for 
Avenova to gain greater penetration for managing multiple conditions. 
We are very encouraged by Avenova sales in 1Q15 and expect sales to 
continue to expand in 2015 and beyond. We also recognize optometrists 
/ophthalmologists are rather conservative in prescribing new medications. As 
such, we believe it might require sufficient time and deeper knowledge before 
they start to prescribe a new drug. We currently model modest but significant 
Avenova revenue growth in 2015, and project sales could expand more 
substantially in 2016 and beyond. Strong endorsements by KOLs and NBY’s 
marketing and sales effort are important factors propelling Avenova’s sales. 

• Potential positive Phase IV post market clinical study results could 
increase physician buy-in. We believe NBY is preparing to conduct 
relatively inexpensive Phase IV studies to further demonstrate the 
effectiveness of Avenova. Positive outcomes from such studies could be a 
valuable tool to gain further physician buy-in in addition to the current peer-
to-peer discussions on the benefits of Avenova. 

• Action. Based on the encouraging advancements of its commercialization 
effort, we view NBY has a more balanced overall risk/reward portfolio. We 
are reiterating our Buy rating and $1.90 target price, which is supported by 
our peer comparable and risk-adjusted cash flow sum-of-the-parts analyses.   
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(Dec)  1Q 2Q 3Q 4Q FY P/E  
FY-15E  -0.09A -0.07   -0.05   -0.05   -0.25    NM  
FY-14A  -0.08   -0.06   -0.08   -0.09   -0.31    NM  
FY-13A  -0.11   -0.11   -0.10   -0.10   -0.42    NM  
FY-12A  -0.09   -0.08   0.00   -0.07   -0.24    NM  

         

Source: Laidlaw & Company estimates.  

FOR ANALYST CERTIFICATION AND DISCLOSURES, PLEASE SEE DISCLOSURES SECTION AT THE END 
OF THIS REPORT.  This report has been prepared by Laidlaw & Co (UK), Ltd. Investors should be aware that the firm 
may have a conflict of interest that could affect the objectivity of this report.  Investors should consider this report as only 
a single factor in making their investment decision.  All prices are those current at the end of the previous trading session 
unless otherwise indicated.  Prices and consensus estimates are sourced from a reliable market source 
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• The optometrist/ophthalmologist KOLs in the panel include Eric Donnenfeld, M.D, Clinical 
Professor of Ophthalmology NYU; Henry D. Perry, M.D., Chief of the Cornea Service at Nassau 
University Medical Center; Katherine M. Mastrota, O.D., Center Director of Omni Eye Surgery; 
Brian D. Rosenblatt, O.D., Rosenblatt Family Eye Care Associates; and Ivan Mac, MD., Metrolina 
Eye Associates.   

 

Anticipated milestones in 2015 and beyond 

 
Source: Laidlaw & Company estimates and company presentation.  

  

Product Indication Partner Event Timing

Avenova Blepharitis Expand sales force 1H15

Potential FDA clearance 2015

Commercial launch 1H16

Auriclosene (NVC-422) 
Prevention of urinary catheter 
blockage and encrustation (UCBE) 
(0.2%)

Potentially to outlicense for further 
development 2015

Avenova Cream / Ointment Blepharitis Commercial launch 2016

Consumer lens care product
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Major Risks 
Failures of current and upcoming clinical programs.  Although auriclosene 
demonstrated promising efficacy and a satisfactory safety profile from the Phase 
II studies in several indications, NBY subsequently announced that the 
auriclosene in viral conjunctivitis Phase IIb study did not meet the primary and 
secondary endpoints; and the company does not intend to initiate any new 
studies of auriclosene for this indication 

Maintaining current and expanding future partnerships are not 
guaranteed.  One of major validations of NovaBay’s technologies and 
significant near-term revenue prospects derive from the company’s collaborative 
partners, such as Galderma.  Should a partner decide to terminate collaboration 
with NovaBay, shareholder value could be substantially impacted, due to the 
potential loss of future revenue and concerns about the company’s technology 
for generating effective therapeutic products.  In addition, there is no assurance 
that the company can forge additional collaborations for generating revenue. 

Product may not reach anticipated sales.  Although NeutroPhase has 
illustrated promising efficacy and safety profiles, and has received FDA 
approval, the sales potential for the product could miss our forecasts.  Although 
NeutroPhase is approved to be used in wound care in the U.S., it is not 
guaranteed that the product could receive approval in China and can 
successfully launch in China and Southeast Asian markets.  In addition, 
NovaBay may not generate projected revenue from its own in-house pipeline. 

Additional financing could dilute shareholder value.  Regardless of whether 
or not the company forges additional collaborations with partners to generate 
non-dilutive revenue to support operation, it is likely that NovaBay may need to 
provide offerings to raise cash from investors to fund its operations.  As such, 
the share value for existing investors could be diluted.  Further, if the company 
cannot raise equity capital at more favorable terms, the share value of current 
shareholder could be further impaired. 
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Figure 1: Income Statement 

 
Source: Bloomberg LP; Company reports; Laidlaw & Company estimates. 

  

NovaBay – Income Statement
($'000)

1Q15 2Q15E 3Q15E 4Q15E
Revenue

Product royalty revenue 223 684 492 667 857 1,088 3,104 6,776
Cost of goods sold 162 486 148 164 197 197 706 1,015
Gross profit 61 198 344 503 660 891 2,398 5,761
Revenue (upfront, milestone, etc.) 3,045 158 6 15 20 15 56 56
Others 209 212 40 35 32 40 147 147
Total non-product revenue 3,254 370 46 50 52 55 203 203

Research and development 12,461 9,511 1,641 985 709 603 3,937 1,808
Sales, General and administrative 6,340 7,935 3,410 3,512 3,618 3,726 14,266 16,691

Total Operating Expenses 18,801 17,446 5,051 4,497 4,327 4,329 18,203 18,499
Operating Incomes (losses) (15,486) (17,076) (4,661) (3,944) (3,615) (3,383) (15,603) (12,536)

Non-cash gain on decrease in fair value of warrants (555) 1,664 34 28 29 40 131 131
Total Other Income, net 1 22 (11) 3 3 3 (2) (2)

Income before tax (16,040) (15,390) (4,638) (3,913) (3,583) (3,340) (15,474) (12,407)
Tax Rate (16,039)
Tax (2) (2) (2) (2) (2) (2) (8) (8)

Net Income (Loss) (16,042) (15,392) (4,640) (3,915) (3,585) (3,342) (15,482) (12,415)

Net Income (Loss) Applicable to Common Shareholders ($16,044) ($15,392) (4,639) (3,914) (3,584) (3,341) ($15,482) ($12,414)

Net Earnings (Losses) Per Share—Basic and Diluted ($0.42) ($0.31) ($0.09) ($0.07) ($0.05) ($0.05) ($0.25) ($0.18)

Shares outstanding—basic and diluted 38,183 49,626 54,371 59,371 65,371 66,371 61,371 68,371
38,183 49,626 54,371 59,371 65,371 66,371 61,371 68,371

Margin Analysis (% of Sales/Revenue)
COGS 71.1% 30% 25% 23% 18% 23% 28%
R&D 376% 1674% 421% 178% 100% 64% 151% 30%
MG&A 191% 1397% 874% 635% 508% 394% 549% 280%
Operating Income (loss) -467% -3006% -1195% -713% -508% -358% -600% -210%
Net Income -484% -2710% -1189% -708% -504% -353% -595% -208%

Financial Indicator Growth Analysis (YoY%)
Revenue (upfront, milestone, etc.) -56% -95% -84% -61% -13% -75% -65% 0%
Other revenue 127% 1% -35% -45% -18% -15% -31% 0%
Total Revenue -53% -89% -54% -51% -16% -48% -45% 0%
R&D 34% -24% -35% -56% -69% -75% -59% -54%
SG&A 6% 25% 100% 112% 89% 40% 80% 17%
Operating Loss 86% 10% 14% 4% -12% -31% -9% -20%
Total Other Income, net -101% 2100% 57% -95% -250% -112% -109% 0%
Net Income 128% -4% 30% 33% -15% -25% 1% -20%
EPS - Diluted 76% -26% 9% 14% -34% -42% -19% -28%

Yale Jen, Ph.D.  212-953-4978
Source: Roth Capital Partners Research and NovaBay's SEC filings
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DISCLOSURES: 
ANALYST CERTIFICATION 
The analyst responsible for the content of this report hereby certifies that the views expressed regarding the company or companies and their securities accurately 
represent his personal views and that no direct or indirect compensation is to be received by the analyst for any specific recommendation or views contained in this 
report.  Neither the author of this report nor any member of his immediate family or household maintains a position in the securities mentioned in this report. 
 
EQUITY DISCLOSURES 
For the purpose of ratings distributions, regulatory rules require the firm to assign ratings to one of three rating categories (i.e. Strong Buy/Buy-Overweight, Hold, or 
Underweight/Sell) regardless of a firm's own rating categories.  Although the firm’s ratings of Buy/Overweight, Hold, or Underweight/Sell most closely correspond to 
Buy, Hold and Sell, respectively, the meanings are not the same because our ratings are determined on a relative basis against the analyst sector universe of stocks.  An 
analyst's coverage sector is comprised of companies that are engaged in similar business or share similar operating characteristics as the subject company.  The analysis 
sector universe is a sub-sector to the analyst's coverage sector, and is compiled to assist the analyst in determining relative valuations of subject companies.  The 
composition of an analyst's sector universe is subject to change over time as various factors, including changing market conditions occur.  Accordingly, the rating 
assigned to a particular stock represents solely the analyst's view of how that stock will perform over the next 12-months relative to the analyst's sector universe. 
 
Additional information available upon request. 
 

‡ Laidlaw & Company has received compensation from the subject company for investment banking services in the past 12 months and expects to receive or intends to 
seek compensation for investment banking services from the company in the next three months. 

 

RATINGS INFORMATION 
Rating and Price Target Change History 

 
Source: Laidlaw & Company  Created by: Blue-Compass.net 

3 Year Rating Change History 

 
3 Year Price Change History 

 

 

  

Laidlaw & Company Rating System* 
% of Companies 
Under Coverage 
With This Rating 

% of Companies for which Laidlaw & Company 
has performed services for in the last 12 months 

Investment Banking Brokerage 

Strong Buy 
(SB) 

Expected to significantly outperform the sector over 12 
months. 0.00% 0.00% 0.00% 

Buy (B) Expected to outperform the sector average over 12 months. 73.08% 30.77% 7.69% 

Hold (H) Expected returns to be in line with the sector average over 12 
months. 3.85% 0.00% 0.00% 

Sell (S) Returns expected to significantly underperform the sector 
average over 12 months. 0.00% 0.00% 0.00% 

 

ADDITIONAL COMPANIES MENTIONED 
 

ADDITIONAL DISCLOSURES 
As of the date of this report, neither the author of this report nor any member of his immediate family or household maintains an ownership position in the securities of 
the company (ies) mentioned in this report. 

This report does not provide individually tailored investment advice and has been prepared without regard to the individual financial circumstances and objectives of 
persons who receive it. Laidlaw & Co (UK), Ltd. recommends that investors independently evaluate particular investments and strategies, and encourages investors to 
seek the advice of a financial adviser.  The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.  
The securities, instruments, or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible to purchase or participate 
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in some or all of them.  This report is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular 
trading strategy. 

Associated persons of Laidlaw & Co (UK), Ltd not involved in the preparation of this report may have investments in securities/instruments or derivatives of 
securities/instruments of companies mentioned herein and may trade them in ways different from those discussed in this report.  While Laidlaw & Co (UK), Ltd., 
prohibits analysts from receiving any compensation. Bonus or incentive based on specific recommendations for, or view of, a particular company, investors should be 
aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest. 

With the exception of information regarding Laidlaw & Co (UK), Ltd. this report is based on public information.  Laidlaw & Co (UK), Ltd makes every effort to use 
reliable, comprehensive information, but we make no representation that it is accurate or complete and it should not be relied upon as such.  Any opinions expressed are 
subject to change and Laidlaw & Co (UK), Ltd disclaims any obligation to advise you of changes in opinions or information or any discontinuation of coverage of a 
subject company.  Facts and views presented in this report have not been reviewed by, and may not reflect information known to, professionals in other Laidlaw & Co 
(UK), Ltd business areas.  Laidlaw & Co (UK), Ltd associated persons conduct site visits from time to time but are prohibited from accepting payment or 
reimbursement by the company of travel expenses for such visits.  The value of and income from your investments may vary because of changes in interest rates, 
foreign exchange rates, default rates, prepayment rates, securities/instruments prices. market indexes, operational or financial conditions of companies or other factors.  
There may be time limitations on the exercise of options or other rights in securities/instruments transactions.  Past performance is not necessarily a guide to future 
performance.  Estimates of future performance are based on assumptions that may not be realized.  If provided, and unless otherwise stated, the closing price on the 
cover page is that of the primary exchange for the subject company's securities/instruments. 

Any trademarks and service marks contained in this report are the property of their respective owners. Third-party data providers make no warranties or representations 
of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data.  
This report or any portion thereof may not be reprinted, sold or redistributed without the written consent of Laidlaw & Co (UK), Ltd.  This report is disseminated and 
available primarily electronically, and, in some cases, in printed form. 

The information and opinions in this report were prepared by Laidlaw & Co (UK), Ltd.  For important disclosures, please see Laidlaw & Co (UK), Ltd.’s disclosure 
website at www.Laidlawltd.com, or contact your investment representative or Laidlaw & Co (UK), Ltd at 546 Fifth Ave, 5th Floor, New York, NY 10036 USA. 

        © 2015 Laidlaw & Co. (UK), Ltd. 
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