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PART I FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS.

INNOVUS PHARMACEUTICALS, INC.
(Formerly North Horizon, Inc.)
(A Development Stage Company)
Consolidated Balance Sheets

September 30, December 31,
2013 2012
(Unaudited)
ASSETS
CURRENT ASSETS
Cash $ 25,876 $ 18,445
Accounts receivable 75,165 -
Prepaid expenses 21,200 -
Total Current Assets 122,241 18,445
OTHER ASSETS
Intangible assets 4,149 -
CIRCUMserum License (see note 8) 250,000 -
TOTAL ASSETS $ 376,390 $ 18,445
LIABILITIES AND STOCKHOLDERS' DEFICIT
CURRENT LIABILITIES
Accounts payable $ 62,723 $ 1,602
Accrued compensation 281,582 -
Deferred revenue 75,136 -
Promissory notes 20,000 50,000
Accrued interest (current portion) 2,744
Total Current Liabilities 442,185 51,602
NON-CURRENT LIABILITIES
Accrued interest payable (non-current portion) 34,957 16,596
Convertible debentures - related parties (non-current portion) (see Note 6) 539,276 162,668
Total Non-Current Liabilities 576,977 179,264
TOTAL LIABILITIES 1,016,418 230,866

STOCKHOLDERS' DEFICIT
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Common stock; 150,000,000 shares authorized, at $0.001 par value,

18,089,264 18,089 16,198

and 16,197,782 shares issued and outstanding, respectively
Additional paid-in capital 4,979,226 2,220,202
Deficit accumulated during the development stage (5,637,343) (2,448,821)
Total Stockholders' Deficit (640,028) (212,421)
TOTAL LIABILITIES AND STOCKHOLDERS' DEFICIT $ 376,390 $ 18,445

See accompanying notes to these condensed consolidated financial statements.
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INNOVUS PHARMACEUTICALS, INC.
(Formerly North Horizon, Inc.)
(A Development Stage Company)
Consolidated Statements of Operations

(Unaudited)
From
October 31, 2008
(Inception)
For the Three Months Ended For the Nine Months Ended Through
September 30, September 30, September 30,
2013 2012 2013 2012 2013
REVENUES
Product sales $ 166 $ - $ 445 $ - $ 445
Total Revenues 166 - 445 - 445
OPERATING EXPENSES
Research and development 66,342 - 66,342 - 147,302
Investment banking fees - - - - 1,954,865
General and administrative 648,127 73,231 3,086,918 179,357 3,532,837
Total Operating Expenses 714,469 73,231 3,153,260 179,357 5,635,004
LOSS FROM OPERATIONS (714,303) (73,231) (3,152,815) (179,357) (5,634,559)
OTHER EXPENSE
Interest expense (19,649) (4,288) (35,707) (12,743) (144,023)
Total Other Expense (19,649) (4,288) (35,707) (12,743) (144,023)
NET LOSS $ (733,952) $ (77,5190 $ (3,188,522) $ (192,1000 $ (5,778,582)
BASIC LOSS AND DILUTED
LOSS PER $ (0.04) $ (0.00) $ (0.19) $ (0.02)
SHARE
WEIGHTED AVERAGE
NUMBER OF 17,848,558 16,333,670 17,030,496 10,549,045

SHARES OUTSTANDING

See accompanying notes to these condensed consolidated financial statements.
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INNOVUS PHARMACEUTICALS, INC.
(Formerly North Horizon, Inc.)
(A Development Stage Company)
Consolidated Statements of Cash Flows
(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES

Net loss

Adjustments to reconcile net loss to

net cash used by operating activities:

Stock compensation

Common stock issued for services

Value of warrants granted to investment banker
Accretion of debt discount

Non-cash interest expense (including a discount
on conversion of Apricus Bio convertible notes
of $48,920)

Promissory note issued for services rendered
Research and development expense

recognized upon purchase of SSAO inhibitor assets
Expenses paid on behalf of the Company by Apricus Bio
Changes in operating assets and liabilities
Accounts receivable

Prepaid expenses

Accounts payable

Accrued compensation

Interest payable

Deferred revenue

Related-party payable

Net Cash Used in Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of intangible assets

Net Cash Used in Investing Activities
CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from issuance of loans from officers
Repayment of loans from officers

Repayment of notes payable

Proceeds from related-party settlement agreement

For the Nine Months Ended
September 30,
2013 2012

$ (3,188,522) $  (192,100)
1,962,379

354,421 -

8,017 -

(75,165) -
(21,200) -

61,121 (512)
281,582 -

22,563 12,743
75,136 -

- (12,500)

(519,668) (192,369)

(4,149) -

(4,149) ;

(50,000) -

From

October 31, 2008
(Inception)
Through
September 30,
2013

$  (5,778,582)

1,962,379
363,809
1,904,865
8,017

91,897
50,000

20,000
25,990

(75,165)
(21,200)
62,723
281,582
39,158
75,136

(989,391)

(4,149)

(4,149)

23,603
(23,603)
(50,000)
25,000
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Proceeds from stock issued for cash 134,640 100,500 235,140
Proceeds from convertible debt 50,000 - 50,000
Proceeds from convertible debt - related party 396,608 100,000 759,276
Net Cash Provided by Financing Activities 531,248 200,500 1,019,416
NET CHANGE IN CASH 7,431 8,131 25,876
CASH AT BEGINNING OF PERIOD 18,445 25,014 -

CASH AT END OF PERIOD $ 25,876 $ 33,145 $ 25,876

SUPPLEMENTAL DISCLOSURES OF
CASH FLOW INFORMATION

See Note 9 for disclosure of non-cash financing activities

See accompanying notes to these condensed consolidated financial statements.
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INNOVUS PHARMACEUTICALS, INC.
(Formerly North Horizon, Inc.)
(A Development Stage Company)
(Notes to Condensed Consolidated Financial Statements)
(Unaudited)

NOTE1 NATURE OF OPERATIONS OF THE COMPANY

Innovus Pharmaceuticals, Inc., together with its subsidiaries (collectively referred to as “Innovus” or the “Company”) is an
emerging pharmaceuticals company that delivers innovative and uniquely presented and packaged health solutions
through its over-the-counter medicines and consumer and health products. Innovus is located in La Jolla, California.

In its current state, the Company considers itself in a development stage but progressing into the commercial stage
based on the expected launch of two of its products for sexual dysfunction and arthritis pain relief in the US and other
territories.

NOTE 2 LIQUIDITY AND PLAN OF OPERATION

The Company’s operations have been financed primarily through advances from officers and directors and related
parties, and to a lesser extent from outside capital.

On September 9, 2013, the Company entered into a license and distribution agreement with Ovation Pharma SARL
(“Ovation”) under which it granted to Ovation an exclusive license to market and sell the Company’s topical treatment
for reduced penile sensitivity, CIRCUMserum , in Morocco. Ovation may pay the Company up to approximately
$11.25 million upon achievement of commercial milestones. In addition, Ovation has agreed to certain upfront
minimum purchases of CIRCUMserum based upon an agreed upon transfer price and yearly minimum purchases. The
Company expects its first pre-paid orders to arrive in the fourth quarter of 2013 and to begin shipping products related

to this agreement in the first quarter of 2014 (see Note 7).

On September 9, 2013, the Company entered into a second license and distribution agreement with Ovation under
which it granted to Ovation an exclusive license to market and sell the Company’s topical premature ejaculation
treatment, EjectDelay , in Morocco. Ovation may pay the Company up to approximately $18.6 million allocated
among a fixed upfront license fee and the achievement of regulatory and commercial milestones. In addition, Ovation
has agreed to certain upfront minimum purchases of EjectDelay based upon an agreed upon transfer price and
minimum yearly purchases. The Company expects products to begin shipping related to this agreement in the fourth
quarter of 2013. For the quarter ended September 30, 2013, the Company recorded $75,000 in deferred
revenue, related to the upfront fee, and is entitled to a second regulatory payment in 2014. The Company expects to
ship products as soon as the product is registered in Morocco (see Note 7).

During the nine months ended September 30, 2013, the Company issued $120,000 of convertible debt, of which

$50,000 (plus accrued interest) has been converted into 83,103 shares of the Company’s common stock. The Company
also entered into a convertible debenture line of credit agreement with the Company’s President and Chief Executive
Officer under which the Company may borrow up to $1,000,000, and sold 416,841 shares of common stock for

proceeds of $134,640 to its President and Chief Executive Officer and spouse (see Notes 4, 6 and 8). Additionally,

certain debenture holders extended the maturity of their debentures (see Notes 6 and 11).

The Company expects that its existing capital resources, including the funds it may borrow under the line of credit
convertible debenture entered into with its President and Chief Executive Officer (see Note 6), of which $673,392
remains available to borrow at September 30, 2013, will be sufficient to allow the Company to continue its operations,
commence the product development process, and launch selected products through October 1, 2014. However, the
Company’s actual needs will depend on numerous factors, including timing of introducing its products to the

10
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marketplace, its ability to attract ex-US distributors for its products, its ability to in-license or develop new product
candidates and its ability to finalize merger and acquisition activities. The Company’s actual capital needs may exceed
its anticipated capital needs and the Company may have to substantially modify or terminate current and planned
commercial and development operations, enter into strategic relationships, merge or be acquired by another company.
As a result, the Company’s business may be materially harmed, its stock price may be adversely affected, and its
ability to raise additional capital may be impaired.

The Company will need to raise substantial additional funds to support its long-term product development and
commercialization programs. The Company regularly considers various fundraising and strategic alternatives,
including, for example, debt or equity financing and merger and acquisition alternatives. The Company may also seek
additional funding through strategic alliances, collaborations, or license agreements and other financing
mechanisms. There can be no assurance that additional financing will be available on acceptable terms, if at all. If
adequate funds are not available, the Company may be required to delay, reduce the scope of, or eliminate one or
more of its products; obtain funds through arrangements with licensees or others that may require the Company to
relinquish rights to certain of its products that it might otherwise seek to develop or commercialize on its own;
significantly restructure operations and implement cost saving initiatives, including but not limited to, reductions in
salaries and/or elimination of employees and consultants or cessation of operations; or, merge or be acquired by
another company.

11
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INNOVUS PHARMACEUTICALS, INC.
(Formerly North Horizon, Inc.)
(A Development Stage Company)
(Notes to Condensed Consolidated Financial Statements)
(Unaudited)

NOTE 3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of Presentation and Principles of Consolidation

These unaudited condensed consolidated financial statements have been prepared by management in accordance with
accounting principles generally accepted in the United States (“U.S. GAAP”), and include all assets, liabilities, revenues
and expenses of the Company and its wholly owned subsidiary: FasTrack Pharmaceuticals, Inc. All material
intercompany transactions and balances have been eliminated. These interim unaudited condensed consolidated
financial statements and notes thereto should be read in conjunction with Management’s Discussion and Analysis of
Financial Condition and Results of Operations and the audited financial statements and notes thereto included in the
Company’s Annual Report on Form 10-K for the year ended December 31, 2012. Certain information required by
U.S. GAAP has been condensed or omitted in accordance with the rules and regulations of the U.S. Securities and
Exchange Commission (“SEC”). The results for the period ended September 30, 2013, are not necessarily indicative of
the results to be expected for the entire fiscal year ended December 31, 2013 or for any future period. The
accompanying financial statements have been prepared in conformity with U.S. GAAP. Certain items have been
reclassified to conform to the current presentation.

(b) Use of Estimates

The preparation of these consolidated financial statements in conformity with U.S. GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the dates of the financial statements and the reported amounts of revenues and expenses during
the reporting periods. Such management estimates include equity-based instruments, income taxes, realizability of
deferred tax assets, and intangible assets. The Company bases its estimates on historical experience and on various
other assumptions that the Company believes to be reasonable under the circumstances. Actual results could differ
from these estimates under different assumptions or conditions.

(c) Fair Value Measurement

The Company’s financial instruments are cash, trade accounts receivable, accounts payable, accrued liabilities,
convertible debentures and a convertible debt instrument. The recorded values of cash, trade accounts receivable,
accounts payable and accrued liabilities approximate their fair values based on their short-term nature. The recorded
values of convertible debentures and convertible debt, net of the discount, approximate the fair value as the interest
rate (stated or effective) approximates market rates.

The Company follows a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair
value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets and
liabilities (Level 1) and the lowest priority to measurements involving significant unobservable inputs (Level 3). The
three levels of the fair value hierarchy are as follows:

Level 1 measurements are quoted prices (unadjusted) in active markets for identical assets or liabilities that the
Company has the ability to access at the measurement date.
Level 2 measurements are inputs other than quoted prices included in Level 1 that are observable either directly or
indirectly.

Level 3 measurements are unobservable inputs.

(d) Concentration of Credit Risk

12
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Financial instruments that potentially subject the Company to significant concentrations of credit risk consist
primarily of cash and trade accounts receivable. Cash held with financial institutions may exceed the amount of
insurance provided by the Federal Deposit Insurance Corporation (“FDIC”) on such deposits. As of September 30, 2013
and December 31, 2012, the Company has $75,166 and zero, respectively, in trade accounts receivable. The Company
performs ongoing credit evaluations of its customers and generally does not require collateral. There have been no
write-offs of trade accounts receivable during the periods presented.

(e) Concentration of Suppliers

The Company has manufacturing relationships with a number of vendors or manufacturers for its products including:
CIRCUMserum™, EjectDelay™ and the Apeaz™ line of products. Pursuant to these relationships, the Company
purchases product through purchase orders with its manufacturers. The Company is in the process of entering into
more formal agreements with certain of these manufacturers.

13
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INNOVUS PHARMACEUTICALS, INC.
(Formerly North Horizon, Inc.)
(A Development Stage Company)
(Notes to Condensed Consolidated Financial Statements)
(Unaudited)

(f) Income Taxes

Income taxes are provided for using the asset and liability method whereby deferred tax assets and liabilities are
recognized using current tax rates on the difference between the financial statement carrying amounts and the
respective tax basis of the assets and liabilities. The Company provides a valuation allowance on deferred tax assets
when it is more likely than not that such assets will not be realized.

The Company recognizes the financial statement benefit of a tax position only after determining that the relevant tax
authority would more likely than not sustain the position following an audit. For tax positions meeting this standard,
the amount recognized in the financial statements is the largest benefit that has a greater than 50 percent likelihood of
being realized upon ultimate settlement with the relevant tax authority. The Company recognized interest and
penalties related to unrecognized tax benefits within the income tax expense line in the accompanying statements of
operation. Accrued interest and penalties are included within the related tax liability in the consolidated balance
sheets.

(g) Revenue Recognition, Trade Receivables and Deferred Revenue
The Company generates revenues from product sales and the licensing of the rights to market and commercialize its
products.

The Company recognizes revenue in accordance with ASC 605, Revenue Recognition. Revenue is recognized when
all of the following criteria are met: (1) persuasive evidence of an arrangement exists; (2) delivery has occurred or
services have been rendered; (3) price to the buyer is fixed or determinable; and (4) collectability is reasonably
assured.

Product Sales. The Company ships product to its customers pursuant to purchase agreements or orders. Revenue from
product sales is recognized when substantially all the risks and rewards of ownership have transferred to its customers,
the selling price is fixed and collection is reasonably assured. Product sales under its license agreements are “EX
Works”. The Company has recognized net revenue from product sales that have occurred through Centric Research
Institute, Inc.’s (“CRI”’) website. Net revenue is recognized net of cost of the product, warehousing, shipping and royalty
costs. Certain product sales have been recorded as deferred revenue where the product is currently not available.

License Arrangements. Payments received by the Company under license arrangements to market and commercialize
its products may include non-refundable upfront fees, license fees, milestone payments for specific achievements
designated in the agreements, and royalties on sales of products. The Company considers a variety of factors in
determining the appropriate method of accounting under its license arrangements, including whether the various
elements can be separated and accounted for individually as separate units of accounting.

(h) Return Policy

The Company provides a customer satisfaction warranty on all of its products to customers for a specified amount of
time after product delivery. Estimated return costs are based on historical experience and estimated and recorded when
the related sales are recognized. Any additional costs are recorded when incurred or when they can reasonably be
estimated.

The estimated return reserve, which is included in accounts payable and accrued liabilities, was insignificant at
September 30, 2013 and December 31, 2012.

14
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(i) Research and Development Costs

Research and development (“R&D”) costs, including research performed under contract by third parties, are expensed as
incurred. Major components of R&D expenses consist of testing, clinical trials, material purchases and regulatory
affairs.

(j) Stock-based Compensation

The Company accounts for stock-based compensation by recognizing the fair value of stock compensation as an
expense in the calculation of net income (loss). The Company recognizes stock compensation expense in the period in
which the employee is required to provide service, which is generally over the vesting period of the individual equity
instruments. Stock and stock options issued in lieu of cash to non-employees for services performed are recorded at
the fair value of the stock, stock units or stock options at the time they are issued and are expensed as service is
provided.

(k) Comprehensive Loss

Comprehensive income (loss) consists of net income (loss) and other gains and losses affecting stockholders’ equity
(deficit) that, under U.S. GAAP, are excluded from net income (loss). Comprehensive income (loss) was the same as
net income (loss) for the three and nine months ended September 30, 2013 and 2012 as the Company has no other
comprehensive income.

15
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INNOVUS PHARMACEUTICALS, INC.
(Formerly North Horizon, Inc.)
(A Development Stage Company)
(Notes to Condensed Consolidated Financial Statements)
(Unaudited)

(1) Earnings per Share

Basic earnings per share are computed by dividing net loss by the weighted average number of common shares
outstanding during the period presented. Diluted earnings per share are computed using the weighted average number
of common shares outstanding during the periods plus the effect of dilutive securities outstanding during the
periods. For the three and nine months ended September 30, 2013 and 2012, basic earnings per share are the same as
diluted earnings per share as a result of the Company’s common stock equivalents being anti-dilutive.

The following reconciliation shows the anti-dilutive shares excluded from the calculation of basic and diluted loss per
common share attributable to the Company for the three and nine months ended September 30, 2013 and 2012:

As of September 30

2013 2012
Gross number of shares excluded:
Stock units 6,300,000 -
Stock options 40,500 -
Total 6,340,500 -

The Company’s convertible debentures provide for automatic conversion of outstanding principal and accrued interest
into securities of the Company. Such shares are considered contingently issuable (see Notes 6 and 11).

NOTE 4 RELATED PARTY TRANSACTIONS

On June 12, 2013, the Company entered into a subscription agreement for the sale of 416,841 shares of
common stock at a purchase price of $0.3230 per share, which is the average closing price of the common stock over
the 10-day trading period that ended on the day immediately prior to the date the Company entered into the
subscription agreement. The Company received gross proceeds of approximately $134,640. The shares were issued to
the Company’s President and Chief Executive Officer and his spouse (see Note 8).

The Company has several convertible debentures outstanding to related parties (see Note 6).
NOTE S CURRENT LIABILITIES

Accrued Compensation

Accrued compensation includes accruals for employee wages and vacation pay. The components of accrued
compensation, inclusive of payroll taxes, are as follows:

September 30, 2013 December 31, 2012

Wages 259,839 -
Vacation 21,743 -
Total accrued compensation 281,582 -

16
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Accrued employee wages relate primarily to wages owed to the Company’s Chief Executive Officer and
President. Under the terms of his employment agreement, wages are to be accrued but no payment made for so long as
payment of such salary would jeopardize the Company’s ability to continue as a going concern. There was no accrued
compensation for the period ended December 31, 2012.

17
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INNOVUS PHARMACEUTICALS, INC.
(Formerly North Horizon, Inc.)
(A Development Stage Company)
Notes to Condensed Consolidated Financial Statements
(Unaudited)

NOTE 6 CONVERTIBLE DEBENTURES RELATED PARTIES

January 2012 Convertible Debentures

In January 2012, the Company issued 8% convertible debentures in the aggregate principal amount of $174,668 (the
“January 2012 Debentures”) to six individuals. Under their original terms, the January 2012 Debentures were payable in
cash at the earlier of January 13, 2013 or when the Company completes a financing with minimum gross proceeds of
$4 million (the “Financing”), the holders had the right to convert outstanding principal and interest accrued into the
Company’s securities that were issued to the investors in the Financing, and, in the event the Company defaulted on
repayment, or if the Company failed to complete the Financing by January 13, 2013, the annual interest rate would
increase to 13% and the holders would have the option to convert the principal and interest accrued into shares of the
Company’s common stock at $0.05 per share. The Company does not have the right to pre-pay the January 2012
Debentures. One of the January 2012 Debentures, in the principal amount of $74,668, was issued to one accredited
investor in exchange for the liabilities assumed from North Horizon, Inc. upon the 2011 reverse merger. The five other
January 2012 Debentures, in an aggregate principal amount of $100,000, were issued in exchange for new cash
infusion by five individuals, three of whom are members of the Company’s Board of Directors.

The January 2012 Debentures contain an embedded conversion feature which is contingent upon the occurrence of the
Financing. The value of the contingent conversion feature, if beneficial, will be recognized when the contingencies are
resolved.

Through December 31, 2012, $12,000 (plus accrued interest of $435) of the January 2012 Debentures were converted
into 16,580 shares of common stock, leaving an aggregate principal balance of $162,668 at December 31, 2012.

The Financing did not occur by January 13, 2013. However, in January 2013, the five remaining holders of the
outstanding January 2012 Debentures agreed to extend the maturity date to January 14, 2014 at the same interest rate
of 8% per annum, and to extend the date for optional conversion to common stock to January 14, 2014. In May and
August 2013, four of the five holders of the outstanding January 2012 Debentures agreed to further extend the
maturity date to July 1, 2014 at the same interest rate of 8% per annum, and to further extend the date for optional
conversion to common stock to July 1, 2014. On November 11, 2013, four of the five holders of the outstanding
January 2012 Debentures agreed to amend and restate the debentures to provide for automatic conversion into
securities of the Company upon the earlier of either (a) the closing of the Financing and (b) July 1, 2016 (see Note
11). As of the date of this report as a result of the amendment and restatement of four of the January 2012 Debentures,
only one of the January 2012 Debentures (totaling $20,000 in principal) has a maturity date and optional conversion
date of January 14, 2014. All such debentures continue to bear interest at a rate of 8% per annum.

January 2013 Convertible Debenture

In January 2013, the Company issued a convertible debenture in the principal amount of $70,000 to a director of the
Company (the “January 2013 Debenture”). The terms of the January 2013 Debenture are identical to those of the
January 2012 Debentures.

On November 11, 2013, the holder of the outstanding January 2013 Debenture agreed to amend and restate
the debenture to provide for automatic conversion into securities of the Company upon the earlier of either (a) the
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closing of the Financing and (b) July 1, 2016 (see Note 11). The January 2013 Debenture continues to bear interest at
a rate of 8% per annum.

Line of Credit _Convertible Debenture

On January 22, 2013, the Company entered into a line of credit convertible debenture with its President and Chief
Executive Officer (the “LOC Convertible Debenture”). Under the terms of its original issuance: (1) the Company could
request to borrow up to a maximum principal amount of $250,000 from time to time; (2) amounts borrowed bore an
annual interest rate of 8%; (3) the amounts borrowed plus accrued interest is payable in cash at the earlier of January
14, 2014 or when the Company completes a Financing; and (4) the holder had sole discretion to determine whether or
not to make an advance upon the Company’s request.

On March 18, 2013, the LOC Convertible Debenture was amended and restated. Under its amended and restated
terms: (1) the Company could request to borrow up to $500,000; (2) amounts borrowed bore an annual interest rate of
8%; (3) the amounts borrowed plus accrued interest is payable in cash at the earlier of January 14, 2014 or when the
Company completes a Financing; (4) the holder committed to advance funds (up to the maximum amount borrowable
thereunder) to the Company upon its request if and to the extent the Company will have insufficient liquidity to meet
any material payment obligations arising in the ordinary course of business as they come due; and (5) the holder’s
funding commitment automatically terminated on the earlier of January 1, 2014 or when the Company completed a
financing with minimum net proceeds of at least $500,000. In addition, the holder’s funding commitment increases by
the gross amount of any cash salary, bonus or severance payments provided to the holder under his employment
agreement with the Company. The holder’s salary has been accrued and not paid under the provision of such
employment agreement stating that salary payments will be accrued and not paid for so long as payment of such salary
would jeopardize the Company’s ability to continue as a going concern.
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(Unaudited)

On May 6, 2013, the LOC Convertible Debenture was further amended to: (1) extend its maturity date from January

14, 2014 to July 1, 2014 (or, if earlier, when the Company completes a Financing); (2) increase the maximum

principal amount borrowable thereunder from $500,000 to $1,000,000; and (3) change the automatic termination of

the holder’s funding commitment to the earlier of July 1, 2014 or when the Company completes a financing with
minimum net proceeds of at least $1,000,000. The other material terms of the debenture were not changed.

During the nine months ended September 30, 2013, the Company borrowed $326,608 under the LOC Convertible
Debenture. As of September 30, 2013, the Company owed a balance of $326,608 in principal amount under the LOC
Convertible Debenture, and there was $673,392 remaining available to use.

On November 11, 2013, the LOC Convertible Debenture was amended and restated (see Note 11). The LOC
Convertible Debenture continues to bear interest at a rate of 8% per annum.

May 2013 Convertible Debt Instrument

In May 2013, the Company issued convertible debt in the amount of $50,000, which, together with $1,458 of accrued
interest, was converted in September 2013 into 83,103 shares of the Company’s common stock in accordance with the
terms of the instrument, thereby fully extinguishing the debt. During the five months that the debt was outstanding,
the Company accreted $8,017 of the debt discount as interest expense.

Interest Expense

The Company recognized total interest expense on the January 2012 Debentures, the January 2013 Debenture and the
LOC Convertible Debenture including amortization of the discount, of $19,070 and $4,288 for the three months ended
September 30, 2013 and 2012, respectively, and $35,128 and $12,308 for the nine months ended September 30, 2013
and 2012, respectively. At September 30, 2013 and December 31, 2012, there was an aggregate of $559,276 and
$162,668, respectively, in principal amount due under the January 2012 Debentures, the January 2013 Debenture and
the LOC Convertible Debenture, classified as short and long term liabilities as appropriate. All such debentures
continue to bear interest at a rate of 8% per annum.

NOTE 7 LICENSE AGREEMENTS

On April 19, 2013, the Company and CRI entered into an asset purchase agreement (the “CRI Asset Purchase
Agreement”) pursuant to which the Company acquired:

all of CRI’s rights in past, present and future CIRCUMserundM product formulations and presentations, and

an exclusive, perpetual license to commercialize CIRCUMserum™ products in all territories except for the United
States.

CRI will retain commercialization rights for CIRCUMserum™ in the United States.

In consideration for such assets and license, the Company agreed to issue to CRI shares of the Company’s common
stock valued at $250,000 within 10 days of the closing. The Company issued 631,313 shares to CRI in this
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regard. The Company will be required to issue to CRI shares of the Company’s common stock valued at an aggregate
of $200,000 for milestones relating to additional clinical data received. The number of shares to be issued was or will
be determined based on the average of the closing price for the 10 trading days immediately preceding the issue
date. CRI will have certain “piggyback” registration rights with respect to the shares described above, which rights
provide that, if the Company registers shares of its common stock under the Securities Act in connection with a public
offering, CRI will have the right to include such shares in that registration, subject to certain exceptions. The
Company recorded an asset totaling $250,000 related to the CRI Asset Purchase Agreement and will amortize this
amount over its estimated useful life of 10 years. The Company will begin to record amortization of this asset in the
fourth quarter of 2013 when it will commence use. The Company has recorded net sales of CIRCUMserum™ of
$445 which relate to Ex US sales from CRI’s website.

The CRI Asset Purchase Agreement also requires the Company to pay to CRI up to $7 million in cash milestone

payments based on first achievement of annual net sales targets plus a royalty based on annual net sales. The

obligation for these payments expires on April 19, 2023 or the expiration of the last of CRI’s patent claims covering
the product or its use outside the United States, whichever is sooner. No sales milestones have been met under this

agreement, and royalties owed to CRI were immaterial and included in net revenues.
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In connection with this transaction, the Company engaged a consultant to assist in the technology transfer and
manufacturing of the product. In consideration of such services, the Company agreed to issue to the consultant shares
of its common stock valued at an aggregate of $75,000 at various dates following the closing of the CRI
transaction. In each case, the number of shares issuable is determined based on the average of the closing price of the
Company’s common stock for the 10 trading days immediately preceding the issue date (see Note 8).

On September 9, 2013, the Company entered into a license and distribution agreement with Ovation Pharma SARL
(“Ovation”) under which it granted to Ovation an exclusive license to market and sell the Company’s topical treatment
for reduced penile sensitivity, CIRCUMserum , in Morocco. Ovation may pay the Company up to approximately
$11.25 million upon achievement of commercial milestones. In addition, Ovation has agreed to certain upfront
minimum purchases of CIRCUMserum based upon an agreed upon transfer price and yearly minimum purchases.

On September 9, 2013 the Company entered into a second license and distribution agreement with Ovation under
which it granted to Ovation an exclusive license to market and sell the Company’s topical premature ejaculation
treatment, EjectDelay , in Morocco. Ovation may pay the Company up to approximately $18.6 million allocated
among a fixed upfront license fee and the achievement of regulatory and commercial milestones. In addition, Ovation
has agreed to certain upfront minimum purchases of EjectDelay™ based upon an agreed upon transfer price and
minimum yearly purchases.

The Company determined that the fixed upfront license fee payment was a separate deliverable under the
EjectDelay™ license and distribution agreement. There were no additional obligations or deliverables associated with
the license. However, as of September 30, 2013, as Ovation had not yet received necessary government authorization
to make the payment, the Company recorded the upfront license fee as deferred revenue, and will recognize when
received.

NOTES8 SHAREHOLDERS’ EQUITY

Capital Stock

The Company is authorized to issue 150.0 million shares, all of which are common stock with a par value of $.001
per share.

Issuances of Common Stock

On January 17, 2013, the Company entered into an investor relations agreement with a third party pursuant to which
the Company agreed to issue over the term of the agreement an aggregate of 250,000 shares of common stock in
exchange for investor relations’ services to be rendered. On September 18, 2013, the Company extended the term of
the investor relations agreement, and agreed to issue an additional aggregate of 300,000 shares of common stock in
exchange for investor relations’ services to be rendered over the term of the agreement.

As of September 30, 2013, the Company has issued the 250,000 shares according to the original agreement, and an
additional 50,000 shares related to the extension. All issued shares have been valued at the closing price of the
Company’s common stock on the date of issuance. The Company recognized expense of $26,000 and $159,450,
respectively, under the investor relations agreement during the three and nine months ended September 30, 2013.
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On April 19, 2013, the Company issued 631,313 shares of common stock to CRI pursuant to the CRI Asset Purchase
Agreement, which had a fair value of $250,000 (see Note 7).

In connection with this transaction, the Company engaged a consultant to assist in the technology transfer and
manufacturing of the product. In consideration of such services, the Company agreed to issue to the consultant shares
of its common stock valued at $75,000 at various dates following the closing of the CRI transaction. For the three and
nine months ended September 30, 2013, the Company has issued 66,137 shares and 227,302 shares, respectively. The
value of the shares issued for the three and nine months ended September 30, 2013 was $25,000 and $75,000,
respectively.

On June 21, 2013, the Company issued an aggregate of 416,841 shares of common stock for proceeds of $134,640 to
a related party (see Note 4).

10

23



Edgar Filing: INNOVUS PHARMACEUTICALS, INC. - Form 10-Q

INNOVUS PHARMACEUTICALS, INC.
(Formerly North Horizon, Inc.)
(A Development Stage Company)
Notes to Condensed Consolidated Financial Statements
(Unaudited)

On June 28, 2013, the Company entered into an agreement with a consultant to provide drug development pre-clinical
consulting services for CIRCUMserum™ and EjectDelay™. In consideration of such services, the Company agreed
to issue the consultant shares of its common stock valued at $80,200. The number of shares to be issued will be
determined based on the average of the closing price of the Company’s common stock for the 10 trading days
immediately preceding the issue date.

On August 29, 2013, the parties entered into an addendum to this consulting agreement. In consideration of additional
services, the Company agreed to issue the consultant shares of its common stock valued at an additional $23,000.
The number of shares to be issued will be determined based on the average of the closing price of the Company’s
common stock for the 10 trading days immediately preceding the issue date.

As of September 30, 2013, the Company has issued 204,086 shares according to the consulting agreement. All issued
shares have been valued at the closing price of the Company’s common stock on the date of issuance. The aggregate
value of the shares issued was $66,342, which corresponds to the service period of the consultant’s services.

On May 15, 2013, the Company issued a convertible debt instrument in the amount of $50,000, which, together with
$1,458 of accrued interest, was converted on September 25, 2013 into 83,103 shares of the Company’s common stock
in accordance with the terms of the instrument, thereby fully extinguishing the debt. During the five months that the
debt was outstanding, the Company accreted $8,017 of the debt discount as interest expense.

In addition, the Company issued 94,974 and 256,139 shares of common stock to other consultants under consulting
agreements for the three and nine months ended September 30, 2013, respectively. The shares were issued under the
Company’s 2013 Equity Incentive Plan. The aggregate value of the shares issued was $47,332, and $97,333 for the
three and nine months ended September 30, 2013, which corresponds to the service period of the respective
consultant’s services.

Equity Plan

The Company has issued share-based stock, stock unit and option awards to employees, non-executive directors and
outside consultants under the Company’s 2013 Equity Incentive Plan (the “Incentive Plan”). The Incentive Plan allows
for the issuance of stock awards, stock unit awards, stock appreciation rights, performance shares and other
share-based awards, in addition to stock options. The exercise price for all equity awards issued under the Incentive
Plan is based on the fair market value of the common stock. Currently, because the Company’s common stock is
quoted on the OTC Bulletin Board, the fair market value of the common stock is equal to the last-sale price reported
by the OTC Bulletin Board as of the date of determination, or if there were no sales on such date, on the last date
preceding such date on which a sale was reported. Generally, each vested stock unit entitles the recipient to receive
one share of Company common stock which is eligible for settlement at the earliest of their termination, a change in
control of the Company or a specified date. Stock units can vest according to a schedule or immediately upon award.
Stock options generally vest over a three-year period, first year cliff vesting with quarterly vesting thereafter on the
three-year awards, and have a ten-year life. Stock options outstanding are subject to time-based vesting as described
above and thus are not performance-based.

As of September 30, 2013, there were 6,300,000 stock units and 40,500 shares subject to options outstanding, the
Company issued 460,225 shares as payments for services, and 3,199,551 shares were available for future grants under
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the Incentive Plan.
Stock-based Compensation

The Company accounts for stock based compensation in accordance with ASC 718, Stock Based Compensation,
which requires the recognition of the fair value of stock compensation as an expense in the calculation of net
income. ASC 718 requires that stock-based compensation expense be based on awards that are ultimately expected to
vest. Stock-based compensation for the three and nine months ended September 30, 2013 and 2012 have been reduced
for estimated forfeitures. When estimating forfeitures, voluntary termination behaviors, as well as trends of actual
option forfeitures, are considered. To the extent actual forfeitures differ from the Company’s current estimates,
cumulative adjustments to stock-based compensation expense are recorded.

Except for transactions with employees and directors that are within the scope of ASC 718, all transactions in which
goods or services are the consideration received for the issuance of equity instruments are accounted for based on the
fair value of the consideration received or the fair value of the equity instruments issued, whichever is more reliably
measurable.

The stock-based compensation expense for the three and nine months ended September 30, 2013 was $289,270 and
$1,962,379, respectively. The Company calculates the fair value of each equity award on the date of grant using the
Black-Scholes option-pricing model. The Company did not grant any equity awards during the nine months ended
September 30, 2012. For the three and nine months ended September 30, 2013 the following weighted average
assumptions were utilized for the stock option granted during the period:

11
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September 30, 2013

Expected life (in years) 6

Expected volatility 235.7%-243.15%
Average risk free interest rate 1.71%-1.75%
Dividend yield 0%

The dividend yield of zero is based on the fact that the Company has never paid cash dividends and has no present
intention to pay cash dividends. Expected volatility is based on the historical volatility of the Company’s common
shares over the period commensurate with the expected life of the options. Expected life in years is based on the
“simplified” method as permitted by ASC Topic 718. The Company believes that all stock options issued under its stock
option plans meet the criteria of “plain vanilla” stock options. The Company uses a term of 6 years for all employee
stock options. The risk free interest rate is based on average rates for 5 and 7 year treasury notes as published by the
Federal Reserve.

The following table summarizes the number of options outstanding and the weighted average exercise price:

Weighted
Weighted remaining
average exercise contractual life =~ Aggregate
Options price (years) intrinsic value

Outstanding at December 31,2012 - $ - - $ -
Granted 40,500 0.49 9.8 16,800
Exercised - - - -
Cancelled - - - -
Forfeited - - - -
Outstanding at September 30, 2013 40,500 $ 0.49 9.8 $ 16,800
Vested at September 30, 2013 10,500 $ 0.90 10 $ -

The aggregate intrinsic value is calculated as the difference between the exercise price of all outstanding options and
the quoted price of the Company’s common shares that were in the money at September 30, 2013.

The Company granted 10,500 and 40,500 options during the three and nine months ended September 30, 2013,
respectively. The weighted average grant date fair value per share of options granted during the nine months ended
September 30, 2013 was $0.48. No options were granted during the nine months ended September 30, 2012.

At September 30, 2013 and 2012, the aggregate intrinsic value of all outstanding options was $16,800 and zero,

respectively. No options were exercised under the Incentive Plan during the nine months ended September 30, 2013 or
2012.
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Stock Units

The following table summarizes the number of stock units outstanding:

Stock Units
Outstanding at December 31, 2012 -
Granted 7,050,000
Expired -
Cancelled (750,000)
Forfeited -
Outstanding at September 30, 2013 6,300,000
Vested at September 30, 2013 3,058,333

The vested stock units at September 30, 2013 have not settled and are not showing as issued and outstanding shares
of the Company. Settlement of these vested stock units will occur on the earliest of (i) the date of termination of
service of the employee or consultant, (ii) change of control of the Company, or (iii) 10 years from date of
issuance. Settlement of vested stock units may be made in the form of (i) cash, (ii) shares, or (iii) any combination of
both, as determined by the committee.

On February 15, 2013, the Company entered into a stock unit agreement with its President and Chief Executive
Officer pursuant to his employment agreement. Under the terms of the agreement, the Company issued 6,000,000
stock units, 2,000,000 of the units vested immediately, while the remaining 4,000,000 vest in eight equal quarterly
installments until January 1, 2015, subject to his continued service to the Company as of the vesting date.

On February 15, 2013, the Company entered into a stock unit agreement with a consultant. Under the terms of the
agreement, the Company issued 300,000 stock units, with one thirty-sixth of the units vesting on the 7t of each month
beginning on March 7, 2013, subject to the consultant’s continued service to the Company as of the vesting date. At
September 30, 2013, 58,331 shares have vested under this agreement.

The Company recognized compensation expense of $317,363 and $1,848,763 for the vested portion of the stock units
for the three and nine month periods ended September 30, 2013.

NOTE 9 NON CASH FINANCING ACTIVITIES

Nine-month period ended September 30, 2013:

-The Company issued of 631,313 shares of common stock (valued at $250,000) in connection with the CRI Asset
Purchase Agreement, as described in Note 8.
-The Company issued 83,103 shares of common stock upon conversion of a convertible note, as described in Note 6.

Nine-month period ended September 30, 2012:

-$74,668 payable to a related party was converted into a convertible note, as described in Note 6.
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The Company issued 135,888 shares of common stock related to the conversion of the Apricus Bio convertible
promissory note that was originally issued in December 2011 and deemed contributed to capital in March 2012.

- A convertible debenture in the principal amount of $12,000 plus accrued interest of $435 was converted into 16,580
shares of common stock, as described in Note 6.
-Contingent liability in the amount of $28,926 was reclassified to equity due to expiration of the rescission rights,
none of which were exercised.

13
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NOTE 10 RECENT ACCOUNTING PRONOUNCEMENTS

In December 2011, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
No. 2011-11, Disclosures about Offsetting Assets and Liabilities. The standard requires enhanced disclosures about
assets and liabilities that are subject to a master netting agreement or when the right of offset exists. In January 2013,

the FASB issued ASU No. 2013-01, Clarifying the Scope of Disclosures about Offsetting Assets and Liabilities. This
pronouncement limits the scope of ASU No. 2011-1. The standards’ disclosure requirements are retrospective and were
effective beginning in first quarter 2013. The adoption of ASU 2011-11 had no impact on the Company’s financial
position or results of operations.

In February 2013, the FASB issued ASU No. 2013-02, Reporting of Amounts Reclassified Out of Accumulated Other
Comprehensive Income (“AOCI”). This standard requires reporting, in one place, information about reclassifications
out of AOCI by component. An entity is required to present, either on the face of the financial statements or in the
notes, significant amounts reclassified out of AOCI by the respective line items of net income, but only if the amount
is reclassified in its entirety in the same reporting period. For amounts that are not required to be reclassified to net
income in their entirety, an entity is required to cross-reference to other currently required disclosures that provide
additional detail about those amounts. The information required by this standard must be presented in one place, either
parenthetically on the face of the financial statements by income statement line item or in a note. The adoption of
ASU 2013-02 had no impact on the Company’s financial position or results of operations.

In March 2013, the FASB issued amendments to address the accounting for the cumulative translation adjustment
when a parent either sells a part or all of its investment in a foreign entity or no longer holds a controlling financial
interest in a subsidiary or group of assets that is a nonprofit activity or a business within a foreign entity. The
amendments are effective prospectively for fiscal years (and interim reporting periods within those years) beginning
after December 15, 2013 (early adoption is permitted). The adoption of the amendment had no impact on the
Company’s financial position or results of operations.
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NOTE 11 SUBSEQUENT EVENTS
Amendment and Restatement of January 2012 and 2013 Convertible Debentures

On November 11, 2013, the Company and the holders of four of the five outstanding January 2012 Debentures and the

holder of the outstanding January 2013 Debenture, agreed to amend and restate the terms of such debentures to

provide for automatic conversion of outstanding principal and accrued interest into securities of the Company upon

the earlier of either (a) the closing of the Financing and (b) July 1, 2016. The securities to be issued will be either the

Company’s securities that are issued to the investors in the Financing or, if the Financing does not occur by July 1,
2016, shares of the Company’s common stock based on a conversion price of $0.312 per share. These debentures have
an aggregate principal amount of $212,668 and are held by various investors, including related parties. The other

terms of these five amended and restated debentures were not changed (see Note 6). All such debentures continue to

bear interest at a rate of 8% per annum.

Amendment and Restatement of .LOC Convertible Debenture

On November 11, 2013, the Company and the holder of the LOC Convertible Debenture agreed to amend and restate
its terms to provide that: (1) the debenture will automatically convert into securities of the Company upon the earlier
of either (a) the closing of the Financing and (b) July 1, 2016 and (2) the holder’s funding commitment will
automatically terminate on the earlier of either (a) when the Company completes a financing with minimum net
proceeds of at least $4,000,000 and (b) July 1, 2016. The securities to be issued upon automatic conversion will be
either the Company’s securities that are issued to the investors in the Financing or, if the Financing does not occur by
July 1, 2016, shares of the Company’s common stock based on a conversion price of $0.312 per share. The debenture
continues to bear interest at a rate of 8% per annum. The other material terms of the debenture were not changed (see
Note 6).
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

Innovus Pharmaceuticals, Inc., together with its subsidiaries are collectively referred to as “Innovus”, the
“Company”, “we”, or “our”. The following information should be read in conjunction with the consolidated
financial statements and notes thereto appearing elsewhere in this report. For additional context with which to
understand our financial condition and results of operations, see the discussion and analysis included in Part II, Item
7 of our Annual Report on Form 10-K for the year ended December 31, 2012, filed with the SEC on March 19, 2013,

as amended, as well as the consolidated financial statements and related notes contained therein.
Forward Looking Statements

This section and other parts of this report contain forward-looking statements that involve risks and

uncertainties. Forward-looking statements provide current expectations of future events based on certain assumptions
and include any statement that does not directly relate to any historical or current fact. Forward-looking statements
may refer to such matters as anticipated financial performance, future revenues or earnings, business prospects,
projected ventures, new products and services, anticipated market performance, and similar matters. Such words as
“may”, “will”, “expect”, “continue”, “estimate”, “project”, and “intend” and similar terms and expressions are intended to iden
forward looking statements. Forward-looking statements are not guarantees of future performance and our actual
results may differ significantly from the results discussed in the forward-looking statements. Factors that might cause
such differences include, but are not limited to, those discussed in Part II, Item 1A (Risk Factors) of this Form 10-Q,
those discussed in Part I, Item 1A (Risk Factors) of our Annual Report on Form 10-K for the year ended December
31, 2012, filed with the SEC on March 19, 2013, and those discussed in other reports and documents we file with the
SEC. Except as required by applicable law, we assume no obligation to revise or update any forward-looking
statements for any reason.

Overview

We are an emerging pharmaceutical company engaged in the commercialization, licensing, and development of
non-prescription and prescription pharmaceutical and non-pharmaceutical products with unique packaging and
presentation. Our products are focused in the sexual dysfunction and pain relief areas and will be marketed via the
web or to dermatologists, urologists and sex therapists either directly in the United States or through distributors
ex-US. Our business model leverages our ability to acquire and in-license commercial products, ongoing product
development, business development and established physician relationships to drive strong growth in demand for our
core products. Our future success is very dependent on these ongoing efforts.

Strategy

Our strategy is underway and we expect the company to transition from a development stage company into a
commercial stage company in the next one to two quarters when we launch two of our products for sexual dysfunction
and arthritis pain relief in the US and other territories. The Company is growing its pipeline through internal
development and/or acquisition of existing products that are complementary to our two main therapeutic areas namely
sexual dysfunction and pain relief. Our current product portfolio is comprised of EjectDelay™ for premature
ejaculation, CIRCUMserum™ for reduced penile sensitivity, Apeaz™ for arthritis pain, which is based on the strong
anti-inflammatory methyl salicylate, and Xyralid™ for hemorrhoids, which is based on the active drug lidocaine and
works by anesthetizing inflamed tissue. The Company has signed two license agreements for EjectDelay™ and
CIRCUMserum™ for one country and is seeking additional partners for territories in which the Company currently
does not operate.
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Results of Operations for the Three and Nine Months Ended September 30, 2013 Compared with the Three
and Nine Months Ended September 30, 2012

Three Months Ended September 30 Nine Months Ended September 30

2013 2012 2013 2012
Product sales $ 166 $ 445
Total revenue 166 - 445 -
Operating expenses
Research and 66.342 i 66.342 i
development
General and 648,127 73,231 3,086,918 179,357
administrative
Total operating expenses 714,469 73,231 3,153,260 179,357
Operating loss (714,303) (73,231) (3,152,815) (179,357)
Other income (expenses)
Interest expense (19,649) (4,288) (35,707) (12,743)
Net income loss (733,952) (77,519) (3,188,522) (192,100)
Weighted average number
of common 17,848,558 16,333,670 17,030,496 10,549,045

shares outstanding

Basic and diluted income

(loss) per $  (0.04) $  (0.00) $ (0.19 $ (0.02)
common share

Revenue: For the three months ended September 30, 2013 and 2012, the Company recognized $166, and no
revenues, respectively, and for the nine months ended September 30, 2013 and 2012, the Company recognized $445
and no revenues, respectively. Revenues for both the three and nine months ended September 30, 2013 consisted of
ex-US sales of CIRCUMserum™ on CRI’s website (see Note 7).

Research & Development: Research and development expenses are mainly related to the development and post
marketing studies supporting CIRCUMserum™ and EjectDelay™ sales and marketing efforts, which began in 2013.

General and administrative: General and administrative expenses consist primarily of stock compensation expense
related to stock units and stock options granted to employees and officers of the Company, and payroll and related
expenses for employees. Additionally, our general and administrative expenses include professional fees, investor
relations, insurance premiums, public reporting costs and general corporate expenses.

General and administrative expenses for the three months ended September 30, 2013 increased by $574,896,
compared with the three months ended September 30, 2012. The increase is primarily due to an increase in stock
compensation expense of $279,850, an increase in professional fees of $85,342, which includes an increase in legal
fees of $19,560, and an increase in consulting expense of $69,300. Additionally, payroll and employee compensation
expense increased by $195,831, and general office and administrative related expense increased by $13,873, which
includes increases in expenses related to rent, advertising, investor relations, and travel. The increase in expenses is
related to the Company’s progression towards the expected launch of two of its products for sexual dysfunction and
arthritis pain relief in the US and other territories in the up-coming quarters.

General and administrative expenses for the nine months ended September 30, 2013 increased by $2,907,561,
compared with the nine months ended September 30, 2012. The increase is primarily due to an increase in stock
compensation expense of $1,962,379, related to the stock units for the Chief Executive Officer and other stock option
vesting, an increase in professional fees of $457,440, which includes an increase in legal fees of $132,805, an increase
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in consulting expense of $211,147, and an increase in investor relations fees of $108,295. Additionally, payroll and
employee compensation expense increased by $359,187 and general office and administrative related expense
increased by $57,996, which includes increases in expenses related to rent, advertising, investor relations, and
travel. The increase in expenses is related to the Company’s progression towards the expected launch of two of its
products for sexual dysfunction and arthritis pain relief in the US and other territories in the up-coming quarters.

Interest expense: Interest expense primarily includes interest related to the Company’s 2012 and 2013 Convertible
Debentures. For the three months ended September 30, 2013, interest expense was $19,649 compared with $4,288 for
the three months ended September 30, 2012. For the nine months ended September 30, 2013, interest expense was
$35,707 compared to $12,743 with the nine months ended September 30, 2012. The increases in both periods were the
result of an increase in the amount of outstanding debt during 2013 compared to 2012.
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Liquidity and Capital Resources

Historically, we have funded losses from operations through the sale of equity and issuance of debt instruments,
primarily to related parties including directors and officers. Combined with minimal revenue, these funds have
provided us with the resources to operate our business, to begin to sell and support our products, attract and retain key
personnel, fund our research and development programs and clinical studies, and apply for and obtain the necessary
regulatory approvals. However, we have not yet had sufficient funds to significantly develop or commercialize our
technologies. To date, we have experienced net losses and negative cash flows from operations each year since our
inception. Through September 30, 2013, we had an accumulated deficit of approximately $5,637,343. At September
30, 2013, we had $25,876 in cash as compared to $18,445 at December 31, 2012.

During the nine months ended September 30, 2013, we received the following debt and equity financing:

In January 2013, we issued an 8% convertible debenture to a board member in the amount of $70,000. This debenture
bears an annual interest rate of 8% and was amended and restated on November 11, 2013 (see Notes 6 and 11).

Furthermore, the holders of the 8% convertible debentures issued in 2012 and 2013 agreed to amend and restate
certain terms of such debentures. As a result of the applicable amendments and restatements, five of the six debenture
holders with debentures, totaling $212,668 in principal, agreed to amend and restate their terms to provide for
automatic conversion into securities of the Company. One of the debenture holders (totaling $20,000 in principal)
agreed to extend the maturity date and optional conversion date to January 14, 2014.

Additionally in January 2013, we entered into a line of credit convertible debenture with our Chief Executive Officer
and President. That debenture was amended and restated in March 2013, further amended in May 2013, and amended
and restated in November 2013 (see Notes 6 and 11). Dr. Damaj is committed to advance funds (up to the maximum
amount borrowable thereunder) to us upon our request if and to the extent we will have insufficient liquidity to meet
any material payment obligations arising in the ordinary course of business as they come due. Dr. Damaj’s funding
commitment automatically terminates on the earlier of July 1, 2016 or when we complete a financing with minimum
net proceeds of at least $4,000,000. In addition, Dr. Damaj’s funding commitment increases by the gross amount of
any cash salary, bonus or severance payments provided to him under his employment agreement with us. His salary
has been accrued and not paid under the provision of his employment agreement stating that salary payments will be
accrued and not paid for so long as payment of such salary would jeopardize our ability to continue as a going
concern. Through the date of this report, we have borrowed $379,601 under this debenture, and have $620,399
available. The debenture continues to bear interest at a rate of 8% per annum. Through September 30, 2013, Dr.
Damaj earned compensation of $257,877, which has not been paid.

In May 2013, we issued convertible debt in the amount of $50,000, which, together with $1,458 of accrued interest,
was converted in September 2013 into 83,103 shares of our common stock in accordance with the terms of the
instrument, thereby fully extinguishing the debt. During the five months that the debt was outstanding, we accreted
$8,017 of the debt discount as interest expense (see Note 6).

In June 2013, we entered into a subscription agreement pursuant to which we sold an aggregate of 416,841 shares of
our common stock for aggregate proceeds of $134,640 (see Note 4).

At September 30, 2013, we had cash of $25,876 compared to a total of $18,445 as of December 31, 2012. For the nine
months ended September 30, 2013, cash used in operating activities was $519,668, consisting primarily of the net loss
for the period of $3,188,522, non-cash stock compensation expense of $1,962,379, common stock issued for services
of $354,421, and $8,017 for non-cash accretion of debt discount to interest expense. Additionally, working capital
changes consisted of cash increases related to a $61,121 increase in accounts payable, a $281,582 increase in accrued
compensation and a $22,563 increase in interest payable, offset by cash decreases related to a $21,200 increase in
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prepaid expenses, a $75,165 increase in accounts receivable, and an increase in deferred revenue of $75,136 related to
the license fee due from the Ovation agreement. For the nine months ended September 30, 2013, cash used in
investing activities was $-0-. For the nine months ended September 30, 2013, cash provided by financing activities
was $531,248 relating primarily to increases of $134,640 in proceeds from stock issued for cash from our President
and Chief Executive Officer, and $446,608 in proceeds from convertible debt from related parties.

For the nine months ended September 30, 2012, cash used in operating activities was $192,369, consisting primarily
of the net loss for the period of $192,100. Additionally, working capital changes consisted of cash increases related to
a $12,743 increase in interest payable, offset by cash decreases related to a $12,500 decrease in related-party payables
and a $512 decrease in accounts payable. For the nine months ended September 30, 2012, cash used in investing
activities was $-0-. For the nine months ended September 30, 2012, cash provided by financing activities was
$200,500 relating primarily to increases of $100,500 in proceeds from stock issued for cash and $100,000 in proceeds
from convertible debt issued to a related party.
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We expect that our existing capital resources, including the funds we may borrow under the line of credit convertible
debenture entered with our President and Chief Executive Officer, of which $620,399 is still available, will be
sufficient to allow us to continue our operations and commence the product development process for selected products
through October 1, 2014. However, our actual needs will depend on numerous factors, including timing of introducing
our products to the marketplace, our ability to attract ex-US distributors for our products, our ability to in-license or
develop new product candidates and our ability to finalize merger and acquisition activities. As a result, our actual
capital needs may substantially exceed our anticipated capital needs and we may have to substantially modify or
terminate current and planned commercial and development operations, enter into strategic relationships or merge or
be acquired by another company. As a result, our business may be materially harmed, our stock price may be
adversely affected, and our ability to raise additional capital may be impaired.

We will need to raise substantial additional funds to support our long-term product development and
commercialization programs. We regularly consider various fund raising and strategic alternatives, including, for
example, debt or equity financing and merger and acquisition alternatives. We may also seek additional funding
through strategic alliances, collaborations, or license agreements and other financing mechanisms. There can be no
assurance that additional financing will be available on acceptable terms, if at all. If adequate funds are not available,
we may be required to delay, reduce the scope of, or eliminate one or more of our products; obtain funds through
arrangements with licensees or others that may require us to relinquish rights to certain of our products that we might
otherwise seek to develop or commercialize on our own; significantly restructure operations and implement cost
saving initiatives, including but not limited to, reductions in salaries and/or elimination of employees and consultants
or cessation of operations; or, merge or be acquired by another company.

Critical Accounting Policies and Estimates

For a discussion of our critical accounting policies, see “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations” in our Annual Report on Form 10-K for the year ended December 31, 2012.

New Accounting Standards

Refer to Note 10, in “Notes to Unaudited Condensed Consolidated Financial Statements” for a discussion of new
accounting standards.
Off- Balance Sheet Arrangements

None.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Not Applicable.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Evaluation of disclosure controls and procedures. The Company carried out an evaluation, under the supervision and
with the participation of management, including the President and Chief Executive Officer (principal executive officer
and principal accounting and financial officer), of the effectiveness of its disclosure controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act) as of September 30, 2013. Based on the foregoing,
the President and Chief Executive Officer concluded that the Company’s disclosure controls and procedures were not
effective as of September 30, 2013 due to the material weakness in internal control over financial reporting identified
in the section “Management’s Report on Internal Control over Financial Reporting” set forth in Part II, Item 9A of the
Company’s Annual Report on Form 10-K. Although the Company has taken several steps to help remediate the
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identified material weakness, including the hiring of additional accounting and financial personnel, the establishment
of segregation of duties and the implementation of purchasing and approval controls, this material weakness was
ongoing at September 30, 2013.

Notwithstanding this material weakness, management concluded that the financial statements included in this
quarterly report fairly present, in all material respects, the financial position, results of operations and cash flows for
the periods presented in conformity with generally accepted accounting principles. A material weakness is a
deficiency, or combination of deficiencies, in internal control over financial reporting such that there is a reasonable
possibility that a material misstatement of our annual or interim financial statements will not be prevented or detected
on a timely basis.

Change in Internal Control over Financial Reporting. Except for the remedial measures to correct the material
weakness discussed above, no change in the internal control over financial reporting occurred during the three months

ended September 30, 2013, that has materially affected, or is reasonably likely to materially affect, the Company’s
internal control over financial reporting.
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PART II OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

In the normal course of business, the Company may be a party to legal proceedings. The Company is not currently a
party to any material legal proceedings.

ITEM 1A. RISK FACTORS

There have been no material changes to the risk factors described in the Company’s Annual Report on Form 10-K, as
filed with the SEC on March 19, 2013 and the Company’s Quarterly Report on Form 10-Q, as filed with the SEC on
August 13, 2013.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

On September 18, 2013, the Company extended its investor relations agreement with a third party and agreed to issue
an additional 300,000 shares of its common stock in exchange for investor relations’ services.

On September 25, 2013, the Company converted a convertible debt instrument in the amount of $50,000, together

with $1,458 of accrued interest, into 83,103 shares of the Company’s common stock in accordance with the terms of
the instrument, thereby fully extinguishing the debt.

The securities described above were offered and sold in reliance on Section 4(a)(2) of the Securities Act of 1933 or
Rule 506 of Regulation D promulgated thereunder. The Company relied on the investor’s written representations,
including a representation that such investor is an “accredited investor” as that term is defined in Rule 501(a) under the
Securities Act. The investor also represented that it was acquiring the securities for investment only and not with a
view toward resale or distribution. The Company will request our stock transfer agent to affix appropriate restrictive
legends to the stock certificates when issued. Neither the Company nor anyone acting on the Company’s behalf offered
or sold the securities by any form of general solicitation or general advertising.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.

ITEMS. OTHER INFORMATION

Amendment and Restatement of January 2012 Convertible Debentures

On November 11, 2013, the Company and the holders of four of the five outstanding convertible debentures the
Company issued in January 2012 agreed to amend and restate the terms of such debentures to provide for automatic
conversion of outstanding principal and accrued interest into securities of the Company upon the earlier of either (a)

the Company’s completion of a financing with minimum gross proceeds of $4,000,000 (the “Financing”) and (b) July 1,
2016 (as described in Note 11). The securities to be issued will be either the Company’s securities that are issued to the
investors in the Financing or, if the Financing does not occur by July 1, 2016, shares of the Company’s common stock
based on a conversion price of $0.312 per share. All such debentures continue to bear interest at a rate of 8% per
annum. These debentures, some of which are held by a related party, have a principal amount of $142,668. The other
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terms of these four amended and restated debentures were not changed (see Notes 6 and 11). The foregoing disclosure
is provided in lieu of providing disclosure under Items 1.01 of Form 8-K.

Amendment and Restatement of January 2013 Convertible Debenture

On November 11, 2013, the Company and the holder of the convertible debenture the Company issued in January
2013 agreed to amend and restate the terms of such debenture to provide for automatic conversion of outstanding
principal and accrued interest into securities of the Company upon the earlier of either (a) the closing of the Financing
and (b) July 1, 2016 (as described in Note 11). The securities to be issued will be either the Company’s securities that
are issued to the investors in the Financing or, if the Financing does not occur by July 1, 2016, shares of the
Company’s common stock based on a conversion price of $0.312 per share. The debenture continues to bear interest at
a rate of 8% per annum. This debenture, held by a related party, has a principal amount of $70,000. The other terms of
this debenture were not changed (see Notes 6 and 11). The foregoing disclosure is provided in lieu of providing
disclosure under Items 1.01 of Form 8-K.
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Amendment and Restatement of Line of Credit Convertible Debenture

On November 11, 2013, the Company and the holder of the line of credit convertible debenture the Company issued in
January 2013 agreed to amend and restate its terms to provide that: (1) the outstanding principal and accrued interest
will automatically convert into securities of the Company upon the earlier of either (a) the closing of the Financing
and (b) July 1, 2016 (as described in Note 11) and (2) the holder’s funding commitment will automatically terminate
on the earlier of either (a) when the Company completes a financing with minimum net proceeds of at least
$4,000,000 and (b) July 1, 2016. The securities to be issued upon automatic conversion will be either the Company’s
securities that are issued to the investors in the Financing or, if the Financing does not occur by July 1, 2016, shares of
the Company’s common stock based on a conversion price of $0.312 per share. The debenture continues to bear
interest at a rate of 8% per annum. The other material terms of the debenture were not changed (see Notes 6 and 11).
As of the date of this report this debenture, held by the Company’s president and Chief Executive Officer, has a
principal amount outstanding of $379,601. The foregoing disclosure is provided in lieu of providing disclosure under
Items 1.01 of Form 8-K.

Appointment of Interim Principal Financial Officer

In the Company’s Current Report on Form 8-K filed with the SEC on September 11, 2013, the Company announced
the resignation of its Executive Vice President and Chief Financial Officer. On November 13, 2013, the Company’s
board of directors appointed Dr. Bassam Damaj to serve as its interim principal financial officer until the Company
retains a permanent chief financial officer. Dr. Damaj will continue to serve as the Company’s President and Chief
Executive Officer.

Dr. Damaj, 46, has served on the Company’s Board of Directors since January 22, 2013 and as the Company’s
President and Chief Executive Officer since January 22, 2013. Before joining Innovus Pharma, Dr. Damaj served as
President and Chief Executive Officer of Apricus Biosciences, Inc. (NASDAQ: APRI) from December 2009 until
November 2012, during which time Apricus Bio obtained approval of its lead drug, Vitaros, a treatment for erectile
dysfunction in Canada and licensed its rights to multiple large pharmaceutical companies such as Novartis-Sandoz,
Abbott, Takeda, Bracco and others. Before joining Apricus Bio, Dr. Damaj was a co-founder of Bio-Quant, Inc. and
served as the Chief Executive Officer and Chief Scientific Officer and as a member of Bio-Quant’s board of directors
from its inception in June 2000 until its acquisition by Apricus Bio in June 2011. In addition, Dr. Damaj was the
founder, Chairman, President and Chief Executive Officer of R&D Healthcare, and the co-founder of Celltek
Biotechnologies. He also served as a member of the Board of Directors of CreAgri, Inc. and was Member of the
Scientific Advisory Board of Microlslet, Inc. He is the author of the Immunological Reagents and Solutions reference
book, the inventor of many patents and the author of numerous peer reviewed scientific publications. Dr. Damaj won a
US Congressional award for the Anthrax Multiplex Diagnostic Test in 2003. Dr. Damaj holds a Ph.D. degree in
Immunology/Microbiology from Laval University and completed a postdoctoral fellowship in molecular oncology at
McGill University. Dr. Damaj and Dr. Ziad Mirza, a member of the Company’s board of directors, are second cousins.

The information regarding Dr. Damaj set forth under the section “Item 13. Certain Relationships and Related
Transactions, and Director Independence.” in the Company’s annual report on Form 10-K filed with the SEC on March
19, 2013, and the information regarding Dr. Damaj in Note 6 Convertible Debentures Related Parties set forth in
Item 1. Financial Statements of this report are incorporated by reference into this Item 5.

The foregoing disclosure is provided in lieu of providing disclosure under Items 5.02 of Form 8-K.

ITEM 6. EXHIBITS

See the Exhibit Index immediately following the signature page of this report.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

Innovus Pharmaceuticals, Inc.
(Registrant)

Dated: November 14, 2013 /s/ Bassam Damaj
Bassam Damaj, President and Chief
Executive Officer
(Principal Executive and Financial Officer)
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10.3*

10.4*

10.5%

31.1%

32.1%*

101.INS#***

101.SCH*%**

101.CAL***

101.DEF***

101.LAB***

101.PRE***

Edgar Filing: INNOVUS PHARMACEUTICALS, INC. - Form 10-Q

INDEX TO EXHIBITS
Description

Change in Control and Severance Agreement, dated August 9, 2013, between Innovus
Pharmaceuticals, Inc. and Morgan Brown (incorporated by reference to Exhibit 10.6 on Form 10-Q,

filed with the SEC on August 13, 2013).

Amended and Restated Innovus Pharmaceuticals, Inc. Non-Employee Director Compensation Plan,
dated October 1, 2013.

Amended and Restated 8% Convertible Debenture, dated November 11, 2013, between Innovus
Pharmaceuticals, Inc. and Bassam Damaj, Ph.D.

Amended and Restated 8% Convertible Debenture, dated November 11, 2013, between Innovus
Pharmaceuticals, Inc. and Henry Esber, Ph.D.

Form of Amended and Restated 8% Convertible Debenture, dated November 11, 2013, between
Innovus Pharmaceuticals, Inc. and debenture holders.

Certification of Principal Executive and Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification of Principal Executive and Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, 18 U.S.C. 1350.

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document
XBRL Taxonomy Extension Definition Linkbase Document
XBRL Taxonomy Extension Label Linkbase Document

XBRL Taxonomy Extension Presentation Linkbase Document

* Filed herewith

#Management contract or compensatory plan

** This certification is being furnished solely to accompany this report pursuant to 18 U.S.C. 1350, and is not being
filed for purposes of Section 18 of the Securities Exchange Act of 1934 and is not to be incorporated by reference into
any filing of the Registrant, whether made before or after the date hereof, regardless of any general incorporation by
reference language of such filing.

*##%* Pursuant to Rule 406T of regulation S-T, the Interactive Data Files on Exhibit 101 hereto are deemed not filed or
part of a registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act are deemed not
filed for purposes of Section 18 of the Exchange Act and otherwise are not subject to liability under those sections.

44



Edgar Filing: INNOVUS PHARMACEUTICALS, INC. - Form 10-Q

23

k; FONT-SIZE: 10pt">Change in Internal Control over Financial Reporting. Except for the remedial measures to
correct the material weakness discussed above, no change in the internal control over financial reporting occurred
during the three months ended September 30, 2013, that has materially affected, or is reasonably likely to materially
affect, the Company’s internal control over financial reporting.
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PART II OTHER INFORMATION
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