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Sorrento Therapeutics (Nasdaq: SRNE)

BUY: Knee Pain — Non-Opioid Drug Advances to P2 POC Study

Sorrento announced that a Phase 2 trial of RTX for OA pain has been given the go-
ahead to advance to a Phase 2 study.

The Phase 2 Study. The trial is planned as a multi-center, double-blind, placebo- and
active-controlled study. The idea is to assess the efficacy and safety of several dose
groups of RTX to manage pain in patients with moderate-to-severe osteoarthritis of the
knee pain. Given the durability of OA pain relief response to RTX demonstrated thus
far, Sorrento has decided to include an active comparator (injectable corticosteroid) in
the current trial protocol. Superiority data potentially generated by RTX against a widely
used approved drug could be supportive for accelerated international registrations
(Europe) and is required for pricing purposes in Europe.

What’s the basis for the study? The Phase 1b data demonstrated RTX safety for a
single intra-articular administration without dose-limiting toxicity (DLT) at any doses
tested up to 30 ug. The study was designed to follow patients to day 84 (primary
endpoint). Patients were also given the option to be followed for up to a year. Pain relief
appeared to be very consistent among patients responding to the initial treatment, with
a large proportion of the patients followed past Day 84 showing pain relief sustained
beyond all time points assessed through one-year follow-up. Fast relief (starting within
days, with optimal pain relief level achieved within weeks) and durability of the effect
(past 84 days) confirm the clinical potential of the RTX drug for long-term control of
pain associated with osteoarthritis of the knee. The data demonstrated significant
efficacy supporting RTX as a candidate for long-term control of refractory OA pain,
that is, significant pain relief observed in patients with advanced OA disease (Kellgren-
Lawrence grade 3/4) and sustained pain relief lasting beyond six months.

Valuation. We have not yet factored in the ACEA acquisition to our model. We assume
Sorrento develops COVI-SHIELD (and non-opioid Pain Medication, RTX). We apply
a probability of success of just 50%, but given the size of the indication, the valuation
potential for COVID alone is significant. For Sorrento, we additionally apply a 30%
discount rate. Our valuation conclusion is an equally-weighted average of our FCFF,
EPS, and sum-of-the-parts analysis rounded to the nearest whole number. We use an
estimated fully diluted end-year share count (we assume a capital raise). The conclusion
of this method is a $19.00 price target.

Risks to our thesis include the following: (1) commercial; (2) regulatory; (3) clinical,
(4) manufacturing; (5) financial; (6) liability; and (7) intellectual property.
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Exhibit 1. Income Statement (2020A-2030E)

Sorrento Income Statement ($ '000)

SRNE 1Q20A 2Q20A 3Q20A 4Q20A 2020A 1Q21E 2Q21E 3Q21E 4Q21E 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

COVID19 USA * 1,000,000 800,000 600,000 400,000 200,000 200,000 200,000 200,000 200,000

COVID 19 ROW * 1,000,000 800,000 600,000 400,000 200,000 200,000 200,000 200,000 200,000

Non - Opioid Pain Relief U.S. - - - 51,515 106,142 164,021 211,218 217,59 224,168 307,917 396,520

Non - Opioid Pain Relief ROW 128,788 265,354 410,052 528,044 543,991 560,419 769,792 991,300

Service Revenues 2,473 3,213 3879 3,793 13,358 3,103 3,238 3,508 3,643 13,492 13,626 13,763 13,900 14,039 14,180 14,322 14,465 14,609 14,756

Revenues 7874 7,712 2,000,000 1,780,303 = 1,571,496  1,374072 = 1,139,261 1,161,587 1,184,587 1477,709 1,787,820

Total Revenues (Product Sales, Senvice and Therapeutics) 11,753 11,505 2,013,626 1,794,065 1585396 1,388,112 1,153,441 1,175,909 1,199,052 1,492,318 1,802,575

Expenses

coGs 2,439 2,249 2,671 2,581 9,940 931 o71 1,052 1,003 [ 4047 604088 | 538220 475e19[ 416433 [ 346032 352773 359716 [ 447,695 540,773
% COGS 31.6% 32% 32% 32% 25% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30%

R&D 21,154 29,031 66,887 37,260 154,332 23,000 24,000 26,000 27,000 100,000 102,000 104,040 106,121 108,243 110,408 112,616 114,869 117,166 119,509

Intangible 992 992 1,034 1,035 4,053

SG&A (net) 26,299 24,463 24,265 41,152 116,179 27,256 28,441 30,811 31,996 118,503 120,873 123,290 125,756 128,271 130,836 133,453 136,122 138,845 141,622

Operating Income (Loss ) EBIT (43163)  (47,728)  (83,104)  (70523) (244518)|  (48,083)  (50,174)  (54,355)  (56,446) (209058)| 1,186,666 [ 1,028516 877,901 735,164 566,164 577,067 588,346 788,612 | 1,000,672

Oper Margin

(Loss) or Gain on Securities (59) 2 0 50 (7))

Loss on Partial Debt (23,645)  (28,294) ™) 51,941 1

Gain (loss) on derivate liabilities 4,920 1,980 0 (6,901)) (1)]

Loss gain on Fx (147) 124 (2,563) 2,586

Interest Expense (6,825) (8,297) (0) 15,102 (20))

Interest Income 19 2

Other Income expenses - Financial Expenses (net) (25,737) (34,483) 50 8,231 (51,939)]

Pre-taxincome (68,900)  (82,213)  (86,398)  (73,069) (310,580)  (48,083)  (50,174)  (54,355)  (56,446)  (209,058) 1,186,666 1,028,516 877,901 735,164 566,164 577,067 588,346 788,612 1,000,672

Taxes (276) (6.618) (421) (543) (7.858), (9617)  (10,035)  (10871)  (11,289)| (41,812) 296,666 287,984 263,370 242,604 186,834 190,432 194,154 260,242 330,222

TaxRate 0% 0% 0% 0% 20% 20% 20% 20% 20% 25% 30% 33% 33% 33% 33%

Net Income (loss) (59 180)  (84,993)  (87,109)  (73,128) (314.410 (33 467) (40 139; (43 484j 145 157)  (167,247) 889,999 740,531 614,530 492,560 379,330 386 528,370 670,450

Net Gain /Loss to Sorento 65 195)  (77,740)  (84,023)  (71503) (298, 461 36 826) 38 432 41 810 43 466)| 12 757) 690 526 478,848 298,213 30 oss 310 164 751 663,263

Basic EPS (0.36) (0.36) (0.35) (0.24) (1.30) (0.15) (0.16) (0.17) (0.18) (067) ! 4 154 I

Basic Wght Average Shares Outstanding (thousands) 182,609 216,956 251,211 251,462 251462 251,462 251462 251,462 251,462 251462 251,462 251462 251,462 251,462 251,462 251,462 251,462 251,462

Fully Diluted Wgtd Avg Shrs outstanding (Thousands) 182,609 216,956 257,670 257,928 229823 258186 251462 251462 7 251714 251462 251462 | 251,462 | 251,462 | 251,462 | 251,462 | 251,462 | 251,462 | 251,462 | 251,462 |

Source: Company Reports and Daw son James * Ow nership & or Risk Adjustment - Revenue source cut by half (50%)

Source: Dawson James estimates, company reports
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Important Disclosures:

Price Chart:
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Price target and ratings changes over the past three years:
Initiated — Buy — May 26, 2020 — Price Target $24.00

Update — Buy — June 2, 2020 — Price Target $24.00
Update — Buy — June 5, 2020 — Price Target $24.00
Update — Buy — June 10, 2020 — Price Target $24.00
Update — Buy — July 2, 2020 — Price Target $24.00
Update — Buy — July 20, 2020 — Price Target $24.00
Update — Buy — July 29, 2020 — Price Target $24.00
Update — Buy — August 26, 2020 — Price Target $21.00
Update — Buy — August 28, 2020 — Price Target $21.00
Update — Buy — September 17, 2020 — Price Target $21.00
Update — Buy — September 24, 2020 — Price Target $21.00
Update — Buy — September 29, 2020 — Price Target $21.00
Update — Buy — October 5, 2020 — Price Target $21.00
Update — Buy — November 9, 2020 — Price Target $21.00
Update — Buy — December 10, 2020 — Price Target $21.00
Update — Buy — December 23, 2020 — Price Target $21.00
Update — Buy — April 6, 2021 — Price Target $19.00
Update — Buy — April 21, 2021 — Price Target $19.00
Update — Buy — April 28, 2021 — Price Target $19.00
Update — Buy — June 7, 2021 — Price Target $19.00
Update — Buy — June 23, 2021 — Price Target $19.00
Update — Buy — July 7, 2021 — Price Target $19.00

Dawson James Securities, Inc. (the "Firm") is a member of the Financial Industry Regulatory Authority ("FINRA") and the Securities
Investor Protection Corporation ("SIPC").

The Firm does not make a market in the securities of the subject company(s). The Firm has NOT engaged in investment banking
relationships with SRNE in the prior twelve months, as a manager or co-manager of a public offering and has NOT received
compensation resulting from those relationships. The Firm may seek compensation for investment banking services in the future from
the subject company(s). The Firm has NOT received any other compensation from the subject company(s) in the last 12 months for
services unrelated to managing or co-managing of a public offering.
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Neither the research analyst(s) whose name appears on this report nor any member of his (their) household is an officer, director, or
advisory board member of these companies. The Firm and/or its directors and employees may own securities of the company(s) in this
report and may increase or decrease holdings in the future. As of June 30, 2021, the Firm as a whole did not beneficially own 1% or
more of any class of common equity securities of the subject company(s) of this report. The Firm, its officers, directors, analysts, or
employees may affect transactions in and have long or short positions in the securities (or options or warrants related to those securities)
of the company(s) subject to this report. The Firm may affect transactions as principal or agent in those securities.

Analysts receive no direct compensation in connection with the Firm's investment banking business. All Firm employees, including the
analyst(s) responsible for preparing this report, may be eligible to receive non-product or service-specific monetary bonus compensation
that is based upon various factors, including total revenues of the Firm and its affiliates as well as a portion of the proceeds from a broad
pool of investment vehicles consisting of components of the compensation generated by investment banking activities, including but
not limited to shares of stock and/or warrants, which may or may not include the securities referenced in this report.

Although the statements in this report have been obtained from and are based upon recognized statistical services, issuer reports or
communications, or other sources that the Firm believes to be reliable, we cannot guarantee their accuracy. All opinions and estimates
included in this report constitute the analyst's judgment as of the date of this report and are subject to change without notice.

Information about valuation methods and risks can be found in the "VALUATION" and "RISKS" sections of this report.

The securities of the company discussed in this report may be unsuitable for investors depending on their specific investment objectives
and financial position. This report is offered for informational purposes only and does not constitute an offer or solicitation to buy or
sell any securities discussed herein in any jurisdiction where such would be prohibited. Additional information is available upon request.

Ratings Definitions:

1) Buy: The analyst believes the price of the stock will appreciate and produce a total return
of at least 20% over the next 12-18 months;

2) Neutral: The analyst believes the price of the stock is fairly valued for the next 12-18
months;

3) Sell: The analyst believes the price of the stock will decline by at least 20% over the next
12-18 months and should be sold.

The following chart reflects the range of current research report ratings for all companies, followed by the analysts of the Firm. The

chart also reflects the research report ratings relating to those companies for which the Firm has performed investment banking
services.

As of: 30-Jun-21

Company Coverage Investment Banking

Ratings Distribution # of Companies | % of Total | # of Companies | % of Totals
Market Outperform (Buy) 24 71% 4 17%
Market Perform (Neutral) 10 29% 0 0%
Market Underperform (Sell) 0 0% 0 0%
Total 34 100% 4 12%

Analyst Certification:

The analyst(s) whose name appears on this research report certifies that 1) all of the views expressed in this report accurately reflect his
(their) personal views about any and all of the subject securities or issuers discussed; and 2) no part of the research analyst's compensation
was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research analyst in this
research report; and 3) all Dawson James employees, including the analyst(s) responsible for preparing this research report, may be
eligible to receive non-product or service-specific monetary bonus compensation that is based upon various factors, including total
revenues of Dawson James and its affiliates as well as a portion of the proceeds from a broad pool of investment vehicles consisting of
components of the compensation generated by investment banking activities, including but not limited to shares of stock and/or warrants,
which may or may not include the securities referenced in this report.
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