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DISTRIBUTION AND SUPPLY AGREEMENT

THIS DISTRIBUTION AND SUPPLY AGREEMENT (this “Agreement”) entered
into as of October 13, 2005 (the “Agreement Date™), between Purdue Pharma L.P., a Delaware
limited partnership (“Purdue”), and Watson Pharma, Inc., a Delaware corporation (“Watson™).

PRELIMINARY STATEMENTS

A, Purdue, directly or indirectly through its Affifiates, manufactures, distributes,
markets and sells the Branded Products in the Temitory.

B. Purdue, directly or indirectly through its Affiliates, currently engages IVAX
as its exclusive distributor to distribute, market and sell the Products in the Territory.

C.  Subject to the terms and conditions of this Agreement, Purdue desires to
engage Watson as a backup exclusive distributor to distribute, market and sell the Products in the
Territory in the event IVAX is unable to fully perform any of its obligations under the IVAX
Agreement, IVAX breaches its obligations under the IVAX Agreement, or the IVAX Agreemen
is terminated, , ,

D.  Subject to the terms and conditions of this Agreement, Watson degires to
obtain from Purdue the right to distribute, market and sell the Produets in the Territory, and to
purchase all of its requirements for the Products from Purdue.

NOW, THEREFORE, in consideration of the foregoing and of the terms, conditions,
agreements and covenants contained herein, the receipt and sufficiency of which are hereby
acknowledged, the Parties hereto agree as follows:

ARTICLEI

DEFINITIONS: INTERPRETATIONS

1.1 Definitions. For purposes of this Agreement:

“Adjusted Annual Profit Share” has the meaning set forth in the definition of Annual
Profit Share.

“Affiliate” means, as to any Party, any person, firm, trust, partnership, corporation,
company or other entity or combination thereof, which directly or indirectly (i} controls a Party,
and “controlled” mean ownership of 50% or more, including owpership by trusts with
substantially the same beneficia! interests, of the voting and equity rights of such person, firm,
trust, partnership, corporation, company or other entity or combination thereof or the power to
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direct the management of such person, firm, trust, partnership, corporation, corapany ot other
entity or combination thereof.

“Agreement” means this Agreement, together with all appendices, exhibits and
schedules attached hereto, as the same may be amended or supplemented from time (o time, by
written agreement of the Parties. _

“Agreement Date” has the meaning set forth in the Preamble.

“ANDA™ means an abbreviated new drug application seeking approval for a drug
under Section 505(j) of the Federal Food, Drug and Cosmetic Act and FDA’s implementing
regulations, inciuding all amendments and supplements, filed pursuant to the requirements of the
FDA, including all documents, data and other information concerning the drug submitted ns port
of the application or in amendments or supplements thereto that are necessary for FDA approval
to market the drug in the Temritory.

“Annual Adiusted Payment” has the meaning set forth in Section 5.4,

i




“Annual Net Margin” means the cumulative Net Margin earned in respect of all
Products during each calendar vear following the Initial Period.

“Annua| Profit Share”

to $47.0 million, then 85% of any such Annual

Net Margin for such calendar year.

MY -394570.01



“Annual Report” has the meaning set forth in Section 5.4.

“API” means active pharmacentical ingredient.

“Appointment Fee” has the meaning set forth in Section 3.1.1.
“Bankruptey Code” has the meaning set forth in Section 12.2.11,
“Bankruptey [ aws” has the meaning set forth in Section 12.2.11,

“Branded Product” means any of Purdue’s branded products listed on Schedule 1.1
as the same may be amended from time to time by Purdue in its sole discretion to add or subfract
dosage strengths of such Branded Product.

“Bundled Product”® means a Product offered or sold in combination with one or more
of Watson’s other products,

“Business Day” means any day other. than a Saturday, Sunday or any day banks are
authorized or required to be closed in the State of New York.

“Capital Stock™ means (1) in the case of a corporation, corporate stock, {ii) in the case
of a partnership or limited liability company, partnership or membership interests or units
(whether general or limited), and (iii) any other interest or participation in a corporation,
partnership or limited liability company that confers on & Person the right to (a) receive directly
in the recipient’s capacity as a stockholder, partner or member, a share of the profits and losses

4
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of, or distribution of assets of, the issuing entity or (b} vote for the election of directors or
managers of such entity.

“Certificate of Analysis” means the certificate of analysis for each Produet in the
form attached hereto as Schedule 4.4 6A.

“Certificate of Compliance™ means the certificate of compliance for each Product in
the form aftached hereto as Schedule 4.4.6B.

‘ “Cénuncrcialization Plan” means the activities set forth in the Commercialization
Plan, attached hereto as Schedule 2.3.1.

“Commercially Reasonable Ffforts™ means, with respect to a given goal, the efforts,
consistent with the practice of comparable pharmaceutical companies with respect to a
pharmaceutical product owned by it or to which it has rights of comparable market potential at &
similer stage in its product life (taking into account the competitiveness of the marketplace, the
proprietary position of the applicable active ingredient, the regulatory structure involved, and the
profitability of the product), that a reasonable person in the position of the obligor would use so
as to achieve that goal as expeditiously as possible.

> “Competitor” means a Third Party who is selling and distributing {0 the Trade any
one or more of the 10 mg, 20 mg, 40 mg, or 80 mg dosage strengtbs of an AB rated generic
version of the Branded Product.

“Confidential Information” means all secret, confidential or proprietary information

. or data, whether provided in written, oral, graphic, video, computer or other form, provided by
one Party or its Affiliates or representatives (the “Disclosing Party™) to the other Party or its
Affiliates or representatives (the “Receiving Party”) pursuant to this Agreement or generated
pursuant to this Agreement, including any information or reports the Receiving Party may
generate, the terms of this Agreement and any other materials that have not been made available
by the Disclosing Party to the general public. Notwithstanding the foregoing sentence,
Confidential Information will pot include any information or materials that:

. - (8)  were already known to the Receiving Party (other than under an obligation
of confidentiality) af the time of disclosure by the Disclosing Party to the extent such Receiving
Party has documentary evidence to that effect;

(b)  were generally available to the public at the time of their disclosure to the
Receiving Party,

_ (c)  became generally available to the public after their disclosure or
development, as the case may be, and other than through any act or omission of a Party in breach
of such Party’s confidentiality obligations under this Agreement; :
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(d)  were disclosed to a Receiving Party, other than under an obligation of
confidentiality, by a Third Party who had no obligation to the Disclosing Party not to disclose
such information to others; or

(e}  are independently developed by employees, authorized agents or
independent contractors of the Receiving Party without use of| reference to or reliance upon the
information furnished by the Disclosing Paxty, as evidenced by documentary evidence to that
effect or other competent proof,

The above exceptions will not apply to (i) any individual parts of the Confidential Information
merely because such parts are included in more general information, or (ii) any specific
combination of the items found in the Confidential Information merely because such
combination can be pieced together from multiple sources, none of which shows the whole
combination, '

“DEA" means the United States Drug Enforcement Administration, or any successor
agency with responsibilities comparable to those of the United States Drug Enforcement
Administration.

“Disclosing Party” has the meaning set forth in the definition of Confidential
Information.

“Distributor Appointment Date” means, with respect to each Product, the date
Furdue, in its sole discretion, authorizes Watson in writing to ship or have shipped such Product
to its customers, Watson acknowledges that Purdue in its sole discretion may decide never to
permit Watson to authorize the shipment of any Product to its customers.

“Executive Officers” means the Chief Executive Officer of Watson, or such other '
person designated by Watson from time to time, and the Chief Executive Officer of Purdue, or
such other person designated by Purdue from time to time.

“FDA” means the United States Food and Drug Administration, or any successor
agency with responsibilities comparable to those of the United States Food and Drug
Administration.

“Firm Qrder” means a written irrevocable firmt purchase order for a Product, which
order must include a delivery schedule specifying the delivery location and date for the Product
ordered.

“Force Majeure Event” has the meaning set forth in Section 13.1.
“Forecast™ has the meaning set forth in Section 4.2.2,

“GAAP” means United States generally accepted accounting principles, consistently
applied.

NY3 - 394529.12



“Good Manufacturing Practices” means current good manufacturing practices set
forth in (i) Title 21 of the C.F.R., Parts 210 and 211, as amended from time to time, and (i) ail
other Laws applicable to the manufacture of the Products that are in effect at the time and place
of manufacture of the Products.

“Governmental Authority” means within the Territory any (i) federal, state or local
government; (ii) court, arbitral or other tribupal or governmental or quasi governmental authority
of any nature (including any governmental agency, political subdivision, instrumentality, branch,
department, official, or entity); or (iii) body exercising, or entitled to exercise, any
administrative, executive, judicial, legisiative, police, regulatory, or taxing authority or power of
any nature pertaining to government.

“Indemnifying Party” has the meaning set forth in Section 9.3.1.
“Indemnitee” has the meaning set forth in Section 9.3.1.
“Indemnitee Setilement” has the meaning set forth in Section 9.3.3.

“Initial Period” means the period beginning on the Distributor Appointment Date and
ending on December 31, 2005,

“Initial Period Adjusted Pavment” has the meaning set forth in Section 5.3,

“Initial Period Distribution Fee” means, with respect to the Initial Period, 15% of any
positive Initial Period Net Margin.

“Initial Period Net Margin™ means the cumulative Net Margin eamned in respect of all
Products during the Initial Period.

_ “Initial Period Profit Share” means, with respect to the Initial Period, 85% of any
positive Initial Period Net Margin, '

“Initial Period Report” has the meaning set forth in Section 5.3,
“Initial Term”™ has the meaning set forth in Section 12.1.
“Involuntary Recail” has the meaning set forth in Section 10.4.2,
“IVAX” means IVAX Phamawuﬁcﬂs, Inc. and its Affiliates.

“IVAX Agreement” means the distribution and supply agreement for generic
OxyContin® between Purdue and IVAX, dated December 3, 2004, as amended.

“Label” means any label, labeling, package inserts and packaging designed for use
with a Product.

NY3.194520.12



“Laggs“’ mesans all applicable laws, rules, regufatians, judgments, orders, subpoenas,
decrees, statutes, ordinances and other requirements of any Governmental Authority or
instrumentality within the Territory.

“Losses™ has the meaning st forth in Section 9.1.

“Manufacturing Cost” means, with respect to each Produst, the amount set forth on
Schedule 1.1B. -

“Monthly Payment” has the meaning set forth in Section 5.2.
“Monthly Report™ has the meaning set forth in Section 5.2.

“NDA” means Purdue’s FDA New Drug Application number 020553 (including ail
amendments and supplements to the application).

“NDEC” means National Drug Code nurabers.

“Net Margin” means, with respect to 2 Product, Net Sales by Watson of such Product
in the Territory during any month, minus:

(a)  the Transfer Price for the quantity of such Product sold dusing that month; and

(b) the Shipping Expense Fee applicable to such monthly Net Sales,

“Net Sales” means, with respect to a Product, the gross quantity of such Product sold
by Watson in a month in the Territory during the Term multiplied by the gross price for such
Product invoiced by Watson to a Third Party, less the following, where such amounts are
contractually due, and as adjusted pericdicaily based on cash payment experience:

()  cash and volume discounts;

(b)  returns and other credits;

(6)  Shelf Stock Adjustments;

{d)  Reprocurement Charges;

(e) chargebacks, discounts, rebates and other sales allowances;

H other payments required by law to be made under Medicaid, Medicare and
other government special medical assistance programs; and

{g)  sales, excise or other similar taxes {excluding income taxes);
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all of the above without duplication and determined in accordance with Watson’s books and
. records, which Watson will maintain in accordance with GAAP., Watson will not deduct any
marketing, selling, advertising or distribution expenses of any kind to determine Net Sales.

“Party’” means Purdue or Watson and, when used in the plural, means Purdue and
Watson,

3

Person” means any individual, group, corporation, partnership, trust or other
organization or entity (including any Governmental Authority).

| “PEPY” means the Pharmaceutical Producer Price Index, as published by the United
States Bureau of Labor Statistics or any government successor thereof.

“Product” means any of the authorized generic versions of the Branded Products
listed on Schedule 1,1C, as the same may be amended fiom time to time by Purdue in its sole
discretion. Each NDC (dosage strength) listed on Schedule 1. 1C will constitute a separate
Product.

“Purdue” has the meaning set forth in the first paregraph of this Agreement.
“Purdue Indemnitees™ has the meaning set forth in Section 9.2.
“Purdue Transport Charges™ has the meaning set forth in Section 4.4 .4,

“Quality Agreement”™ means the Quality Agreement entered into contemporaneously
with this Agreement, between Watson and Purdue, in the form of Exhibit A attached hereto.

“Quarterly Report” has the meaning set forth in Section 5.2.

“Receiving Party” has the meaning set forth in the definition of Confidential
Information.

“Renewal Term” has the meaning set forth in Section 12.1.

“Reprocuremnent Charpes” means payments or credits made by Watson to jts
customers per contract that result from Watson’s customers not receiving adequate supply of
Product from Watson and Watson’s customers having to meet their requirements from another
source of products at a higher price.

“Risk Management Program™ means the activities and security controls that Purdue
will require Watson to follow as set forth on Schedule 1.1D, as may be amended by Purdue from
time to time, in its sole discretion.

“Section 12.2.15 Termination Effective Date” means the 90th day following the date
upon which Purdue notifies Watson of Purdue’s intention to terminate this Agreement pursuant
to Section 12.2.15.
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“Section 12.2.15 Tenmination Fee” means, in the event this Agrecment is terminated
pursuant to Section 12.2.15, an amount equal to the greater of (i) 15% of the aggregate Net
Margin of all Product sales in the Territory for the 365-day period following the Section 12.2.15
Termination Effectava Date by any Person authorized by Purdue to sell such Products or (ii) $2.0
million.

“Shelf Stock Adiustments” means payments or credits made by Watson to its
customers equal to (a) the units of Product purchased by Watson's customers and in such

customers” inventory, multiplied by (b) the purchase price adjusunents actually paid or credited
in respect of such customers’ inventory.

“Shipping Expense Fee” means the amount equal to 2% of Net Sales.

“Specifications” means, for a Product, such specifications (other then indicia) for
such Product as set forth in the NDA, as the same may be amended from time to time after the
Agreement Date,

“Supplier Penalties” has the meaning set forth in Section 4.7.3.

“Term” has the meaning set forth in Section 12.1,

“Territory” means the United States of America, its territories and possessions.
“Teva" means Teva Pharmaceutical Industries Lid. and its Affiliates.

“Third Party” means any Person who or which is neither a Party nor an Affiliate of a
Party.

“Third Party Claim™ has the meaning set forth in Section 9.1.

“Trade” means wholesalers, chains, distributors, retailers, pharmacies, mail order
pharmacies or any other classes of trade that participate in the distribution or sale of
pharmaceutical products,

“Transfer Price” means, for each Product, the price per unit of 100 tablets of such
Product as of the Agreement Date as set forth on Schedule 1.1B, subject to increases by Purdue

(a) each calendar year on January 1 after the Agreement Date, beginning with January 1, 2007, to

reflect any increases in Purdue’s fully allocated Manufacturing Costs; provided, however, that
increases in such amounts, if any, will not exceed, as a percentage, the percentage increase over
the same period of time in the PPPI and (b) periodically to account for increases in Purdue’s API
cost in the event that Purdue’s API cost increases by more than 10% from Purdue’s then
applicable aggregate API cost.

“Yoluntary Recall” has the meaning set forth in Section 10.4.1.

“Watson™ has the meaning set forth in the first paragraph of this Agreement.
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“Watson Indemnitees” has the meaning set forth in Section 9.1.

“Weekly Report” has the meaning set forth in Section 5.2,

. 1.2 Interpretations.

1.2.1 In the event an ambiguity or a question of intent or interpretation arises, this
Agreement will be construed as if drafted jointly by the Parties and no presumption or burden of
proof will arise favoring or disfavoring any Party by virtue of the authorshlp of any provision of
thls Agreement.

1.2.2 The definitions of the terms herein apply equaily to the singular and plusal
forms of the terms defined. Whenever the context may require, any pronoun will include the
corresponding masculine, feminine and neuter forms. - The words “include”, “Includes” and

“including” will be deemed to be followed by the phrase “without hmntatwn. Unless the
context requires otherwise, (A) any definition of or reference to any agreement, instrument or
other document herein will be construed as referring to such agreement, instrument or other

- document as from time to time amended, supplemented or otherwise modified (subject to any
restrictions on such amendments, supplements or modifications set forth herein or therein),

f(B) any reference to any Laws herein will be construed as referring to such Laws as from time to
time enacted, repealed or amended, (C) any reference herein to any Person will be construed {o
include the Person’s successors and assigns,[(D) the words “herein”, “hereof” and “hereunder”,
and words of similar import, will be construed to refer to this Agreement in its entirety and not to
any particular provision hereof, {E) any reference herein to the words “mutually agree” or
“mutual written agreement” will not impose any obligation on either Party to agree to any terms
relating thereto or to engage in discussions relating to such terms except as such Party may
determine in such Party’s sole discretion, and (F) all references herein to Articles, Sections,
Exhibits or Schedules will be construed to refer to Articles, Sections, Exlublts and Schedules of
this Agreement]

ARTICLE L
DISTRIBUTORSHIP/APPOINTMENT

2.1 Appointment/Autherization.

2.1.1 Subject to the terms and conditions set forth in this Agreement, Purdue
appoints Watson as of the Distributor Appeintinent Date as its exclusive distributor of the
Products in the Territory, and in connection with such appointment, grants to Watson the
exclusive right to market, distribute and sell the Products in the Territory from and after the
Distributor Appointment Date through the remainder of the Term.

2.12 Subject to the terms and conditions set forth in this Agreement, Watson
accepts the appointment as authorized exclusive distributor of Products in the Territory from and
after the Distributor Appointment Date as provided in Section 2.1.1. Watson acknowledges that

11
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Purdue in its sole discretion may decide never to permit Watson to authorize the shipment of any '

Product to its customers,

2.1.3 In consideration of the rights granted by Purdue to Watson pursuant to this
Section 2.1, Watson will pay Purdue the Initial Period Profit Share and the Annual Profit Share
in accordance with the terms of Section 3.2.

2.1.4 Purdue specifically reserves the right, either directly or through its Affiliates
or Third Parties, to; (i} manufacture, distribute and sell the Products to IVAX prior to the
Distributor Appointment Date pursuant to the IVAX Agreement; (i) manufacture, distribute and
sell the Products to Watson pursuant to this Agreement; (iii) develop, manufacture, market,
distribute and sel! any products (including the Products) outside the Territory {whether such
products (or Products) are manufactured in or outside the United States); (iv) develop,
manufacture, market, distribute and sell the Branded Products anywhere in the world; (v)
develop, manufacture, market, distribute and sefl any products, including products containing the
same API as Product (other than the Producis set forth on Schedule 1.1C), inside the Territory
(whether such products are manufactured in or cutside the United States); and (vi) develop,
manufacture, market, distribute and sell any protuct (whether & bulk active pharmeceutical
ingredient or in intermediate form, but not in finished form) comprising the same chemical
compound that comprises a Product.

2.1.5 No rights, titles, interests, licenses or covenants (either express or implied)
other than those expressly granted in this Section 2.1 are granted by or under this Agreement to
Watson in respect of the NDA or any other intellectual property owned or controlled by Purdue.

2.2  Limitation on Rights.

2.2.1 Except as set forth in Section 2.1, nothing contained in this Agreement would
grant {or be construed as granting) to Watson (i) any right, title, interest, license or covenant
(either express or implied) in, to or under the NDA or any other Purdue intellectual property or
new drug application; or (ii) any right, title, interest, license or covenant (either express or
implied) to use the NDA or any other Purdue intellectual property or new drug application.

2.2.2 Watson hereby acknowledges Purdue’s ownership of the NDA. During the
Term of this Agreement, Watson will not (i) directly or indirectly contest the validity of the
NDA or the right and title of Purdue therein and thereto, or (ii) claim or represent that through
the cross referencing to the NDA, under this Agreement Watson has acquired any title in,
ownership of, or right of reference to, the NDA. or any other Purdue intellectual property or new
drug application.

2.2.3  Watson will not use the NDA in any way otherwise than in accordance with
this Agreement.

2.24 Watson will not, directly or indirectly through its Affiliates or Third Parties,
during the Term of this Agreement (a) make, have made, import, develop, acquire, license,
distribute, market or sell in the Territory any (i) AB rated generic version of any Branded
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Product, or (ii) any oxycodone controlled-release product licensed, sold, distributed or marketed
by Purdue or its Affilistes, or (b} submit an ANDA to the FDA or any other Governmental
Authority for any (i) AB rated generic version of any Branded Product, or (ii) any oxycodone
controlled-release product licensed, sold, distributed or marketed by Purdue or its Affitiates,

2.2.5 Watson will not, directly or indirectly through its Affiliates or Third Parties,
for six months following the Term or termination of this Agreement, distribute, market or sell in
the Territory any AB rated generic version of any Branded Product or any oxycodone controlied-
release product licensed, sold, distributed or marketed by Purdue or its Affiliates.

2.2.6 Without the prior written consent of Purdue, Watson will not be permitted to
grant sub-distributorships or otherwise assign its rights and obligations under this Agreement to
its Affiliates or to Third Parties.

23  Watson Oblipations.

23.1 Immediately following the Distributor Appointment Date, Watson will use
Commercially Reasonable Efforts to ship each Product o the Trade. Commencing on the
Distributor Appointment Date, Watson will use Cotomerciatly Reasonable Efforts to, and will be
solely responsible for, marketing, sales and distribution of the Product to the Trade throughout
the Territory, including ail operations relating to any of the foregoing (including pricing,
invoicing, collections, customer returns, contracting, and rebates, including Medicaid rebates),
and Watson will comply with all Laws relating o all of the foregoing, Watson’s
commercialization efforts of the Product will include the activities set forth in the
Commercialization Plan, attached hereto as Schedute 2.3.1.

23.2 Unless agreed to in writing by the Parties, Watson will not market, seli or
distribute any Product prior to the Distributor Appointment Date for such Product.

2.3.3  In order to ensure proper allocation of Net Margin to Purdue, Watson will not
use any Product as a “loss leader”, including pricing a Product in order to gain or maintain sales
of other products. Unless otherwise agreed to in writing by Purdue in advance, Watson will not
sell Product as part of & (i) Bundled Product or (ii} in any discounting program in which
Watson's terms and conditions for sale are not applied to the Product in the same way that they
are applied to the majority of Watson's other products. I no agreement is reached in advance
and a Product is part of such a Bundled Product or such a discounting program, then the Product
sale will be treated for purposes of this Agreement as if it were mede at Watson’s then prevailing
list price for such Product and the Apreement will be deemed o have been breached by Watson.
Purdue is entitled to the remedy in the previous sentence as wel] as to any other rights and
remedies available to Purdue under law or equity or by statute or otherwise.

2.3.4 Watson will not market, zell or distribute any Product under the trademark
used by Purdue for the Branded Product, any trademark having the term *oxy” as a prefix, or any
substantially similar trade names or trademarks.

13
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2.3.5 Watson will market, sell and distribute all Products with the approved Label
pursuant to Section 4.1.3,

2.3.6 With respect to each calendar quarter following the Distributor Appointment
Date, Purdue’s aggregate Monthly Payments must be equal to or greater than $2.0 million per
quarter. Purdue’s sole and exclusive remedy for breach under this Section 2.3.6 is termination
pursuant to Section 12.2.3.

24  Meetings. The Parties will meet at least quarterly, and more or less frequently
" as the Parties deem appropriate, at such times and locations as are mutuaily acceptable to the
Parties, to discuss each Party’s obligations under this Agreement and any disputes relating to
such performances. The Parties will also discuss, if necessary, revising the forecasting and
ordering obligations under Sections 4.2 and 4.3. In connection with the foregoing, each Party
will be responsible for all travel and related costs and expenses for its attendees at all such
meetings in accordance with this Section 2.4.

ARTICLE M
PAYMENTS

3.1  Appointment Fee,

3.1.1 In consideration of Purdue entering into this Agreement, Watson wil} pay to
Purdue $1.0 million-(the “Appointment Fee”) on the Distributor Appoeintment Date, provided
that (i} the Distributor Appointment Date for all Products occurs on or before November 1, 2605
and (ii) Purdue has supplied Watson with 100% of Watson’s Firm Order for the first delivery
date launch quantities pursuant to Schedule 4.3.1.

3.1.2 Watson may deduct the amount of the Appointment Fee actually paid to
Purdue on the Distributor Appointment Date from Watson’s initial Monthly Payment(s) to
Purdue until such Appointment Fee is repaid to Watson.

3.2 Profit Share.

3.2.1 As consideration to Purdue for the rights granted to Watson under this
Agreement, Watson will, in accordance with the terms of Article V, (i) pay to Purdue in respect
of the Initial Period, the Initial Pericd Profit Share and (ii) pay to Purdue each calendar vear
following the Initial Period, the applicable Annual Profit Share for such calendar year.

3.22 To the extent there is any monthly negative Net Margin, Watson will be
entitled to accrue and set off such shortfall against future positive Net Margin prior to calculating
any Monthly Payment, unless agreed otherwise in writing by Purdue and Watson prior to the
negative Net Margin being incurred. For the avoidance of doubt, Purdue will not reimburse
Watson for such negative Net Margin and Watson will have no obligation to refund any portion
of any Initial Period Distribution Fee or Annual Distribution Fee payable hereunder.
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3.3  Distribution Fee.

3.3.1 Asconsideration fo Watson for being the exclusive distributor of the Products
int the Territory, Watson will retain (i) in respect of the Initial Period, an amount equal to the
Initial Period Distribution Fee and (ii) for each calender year following the Initial Period, an
amount equal to the Annual Distribution Fee.

ARTICLE IV

GENERAL TERMS OF SUPPLY
4.1 Sale and Purchase of Product.

4.1.1 During the Term after the Distributor Appointment Date, Purdue will use
Commercially Reasonable Efforts to sell to Watson, and Watson will purchase from Purdue, ail
of Watson’s requirements for the Products for distribution, sale and use in the Territory, pursuant
to Firm Orders submitted by Watson to Purdue from time to time in accordance with Section 4.3,
at a price equal to the Transfer Price to be paid as provided in Section 5.1. With respect to any
Product, if at any time during the Term after the Distributor Appointment Date Purdue does not
have sufficient manufacturing capacity to supply sufficient quantities of such Product to filfil
Watson’s Firm Order requirements for such Product, then Purdue, in its sole discretion, will first
aliocate its manufacturing capacity to supply its and its Affiliates’ Branded Product and other
products, then, if there is any remaining manufacturing capacity, to supply Watson for Products,

4.1.2 All Products supplied hereunder will be in finished dosage form, filled,
packaged and Labeled for commercial sale in accordance with the terms and conditions of this
Agreement, the Quality Agreement, the Specifications and applicable Laws. Purdue will be
responsibie for the purchase of all other materials that are included in finished Products.
Purdue’s supply obligation will be subject to Purdue receiving sufficient DEA quota of
oxycodone and other materials, if required. Any DEA quota of oxycodone and other materials
will first be used to make Purdue’s Branded Products and Purdue’s other products.

4.13 Purdue and Watson will use the indicia and Label set forth on Schedule 4,1.3.
In the event that Watson wishes to modify or change the indicia or Label, Watson will forward
such proposed modifications or changes to Purdue for Purdue’s prior written approval. Subject
to Purdue’s prior agreement relating to indicia or Label modification costs, Watson will
reimburse Purdue for all costs incurred by Purdue for making any such changes, including the
cost of destroying obsolete Products, Labeling or refated materials; provided, however, that
Purdue will have the responsibility for: (i) securing any approvals required by the FDA orother
applicable regulatory authorities for the initiai indicia and Label and for any changes or
supplements to the indicia or Labeling requested by Watson; and (ii} any Purdue information on
the indicia or Label which must be approved in advance by Purdue. Nothing contained herein
will prevent Purdue from modifying the indicia or Labeling, so long as such changes conform to
FDA requirements and the NDA relating to the Products.. Purdue will be responsible for all
indicia and Label medification costs if Purdue initistes the modification or change in the indicia
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or Label, or if the FDA requires the indicia or Label to be modified or changed. Purdue will
notify Watson promptly following a final decision to make such changes or, if FDA approval is
required, to seek approval for such changes, but in no event will Watson be given less than 30
days’ advance written notice of the facts and specifics of such modification, unless a shorter time
is required to comply with FDA requirements. Watson will approve applicable bluelines/proofs
of first run Labeling and first runs of each revision of the Labeling within 10 Business Days of
Purdue sending the bluelines/proofs of the Labeling to Watson.

4.2 Forecasts.

42.1 The initial forecast for the Products will be a 36-month non-binding forecast
of demand for each Product after the Distributor Appointment Date for capacity planning
purposes, and is attached as Schedule 4.2.1.

422 Within 10 Business Days afler the Distributor Appointment Date, and
thereafter prior to the end of each calendar month during the Term, Watson will provide Purdue
with a rolling monthly forecast of the next 15-month period of the estimated quantities and
anticipated delivery schedules for the Product to be distributed, sold and used in the Territory, by
calendar month (“Forecast™). Notwithstanding the initial launch quantity pursuant to Section
4.3.1, and subject to Purdue’s written approval, the first three-month period of each rolling
Forecast will be binding on Watson to order 100% of such forecasted quantity during the period,
and the second three-month period of each rolling Forecast (other than the second three-month
period following the Distributor Appointment Date) will be binding on Watson to order at least
80% of such forecasted quantity during the period.

43  Ordering.

4.3.1 The initial launch quantity and delivery schedule for each Product is attached
as Schedule 4.3.1, and such initial launch quantity will satisfy Watson’s Product requirements for
a 60-day period sfter the Distributor Appointment Date and Purdue will have nio obligation to
supply Watson with any additional Product during the 60-day period after the Distributor
Appointment Date. Watson will provide Purdue with all required documentation, including
DEA Form 222, for the amounts set forth on Schedule 4.3.1. Upon the Distributor Appointnient
Date, Schedule 4.3.1 will constitute a Firm Order. Watson will purchase such quantities of
Product as supplied by Purdue in accordance with Schedule 4.3.1. Any and all subsequent Firm
Orders will be filled by Purdue in accordance with the Firm Orders placed by Watson pursuant to
Section 4.3.2.

(a)  With respect to each Product, if Purdue does not authorize a Distributor
Appointment Date for such Product:

@ Purdue will reimburse Watson for any reasonable handling and
shipping costs incurred by Watson for any of Watson's purchases of such Product
pursuant to this Section 4.3.1; and
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(if) At Purdue’s direction and cost (such costs to be limited solely to actual
out-of-pocket expenses incurred by Watson), Watson will, within 30 days after
receiving notice from Purdue that the Distributor Appointment Date will not occur,
either return to Purdue or Purdue’s designee all pre-launch inventory of such Product
ordered pursuant to this Section 4.3.1 or destroy such inventory.

(b)  If on the Distributor Appointment Date any pre-launch inventory ordered
pursuant to this Section 4.3.1 has an expiration date of less than 15 months from the
Distributor Appointment Date and Watson is unable to sell such inventory at market terms
as a result of the expiration date, then Watson will notify Purdue, and:

(i)  AtPurdue’s direction and cost (such costs to be limited solely to actual
out-of-pocket expenses incurred by Watson), Watson will, within 30 days after the
notice date, either return to Purdue or Purdue’s designee such inventory or destroy
such inventory; and

(iiy  AtPurdue’s discretion, Purdue will either reimburse Watson the
Transfer Price and any reasonable handling and shipping costs paid by Watson for
such inventery or replace such inventory.

432 Except for the 60-day period covered by the initial launch quantity ordered
pursuant to Section 4.3.1, on the Forecast delivery date Watson will place a Firm Order
specifying the quantities in full batches of each Product to be purchased by Watson with respect
to the next three-mounth period. A Firm Order for any Product placed for a three-month period in
accordance with this Section 4,3.2 must be 100% of the simultaneously delivered Forecast for
such Product for such three-month period provided by Watson to Purdue in accordance with
Section 4.2.2, and agreed to in writing by Purdue. Purdue and Watson will mutually agree in
writing on the defivery schedule for each Product covered by the Firm Order. Notwithstanding
the foregoing, any Firm Order for any Product placed for a three-month period in accordance -
with this Section 4.3.2 must be between 80% and 120% of the Forecast for such Product
delivered the month prior to such three-month period provided by Watson to Purdue in
accordance with Section 4.2.2. Purdue will not be obhgamd to fill orders in excess of 120% of
the Forecast for such Product delivered durmg the month prior to such three-month period or in
excess of Purdue’s mnnufactunng capacity.

43.3 Each Product ordered by Watson will be ordered in quantities consistent with
Purdue’s then current minimum validated batch sizes for such Product, or multiples thereof.
Purdue’s minimum validated batch sizes for the Products in effect as of the Agreement Date are
set forth on Schedule 1.1C, which may be updated from time to time by Purdue. Purdue will
give Watson six months’ notice prior to changing its minimoum batch sizes.

4.3.4 No terms and conditions contained in any Firm Order, acknowledgment,

- invoice, bill of lading, acceptance or other preprinted form issued by either Party will be

effective to the extent they are inconsistent with or modify the tﬂrms and conditions contained
herein or in the Quality Agreement,
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4.4 Storage and Shipments.

4.4.1 Purdue will store and transport Products, and other Product materials and API
according fo the Specifications for the Products and applicable Good Manufecturing Practices.

442 Purdue will notify Watson when Product orders become available for
shipment. Product stored by Purdue for Watson for longer than four months will be invoiced to
Watson at Purdue’s Transfer Price.

443 Within two Business Days of the muinally agreed upon delivery date pursuant
to Section 4.3.2, and Purdue’s receipt of all required documentation, including DEA Form 222, if
required, Purdue will ship Product to Watson’s designated distribution facility listed on Schedule
4.4.3, which may be amended by written agreement of the Parties from time to time, on Purdue’s
customary carrier C.1.F. customer destination, except that no shipments will be made on Friday,
Saturday, Sunday, a legal holiday, or the day before a legal holiday in any week, and shipments
due for those days will commence on the following Business Day.

444 Purdue will be responsible for all DEA reporting, where applicable, and
unless otherwise required by law or regulation, will obtain and pay for freight insurance, custom
clearance, and any duties or taxes in connection with the shlpment of any Product to Watson’s
designated distribution facility (collectively, the *“Purdue sport Charges”), which Purdue
Transport Charges will be included in Purdue’s Manufactunng Costs for such Product. Only
following approval and release from Purdue’s quality assurance group will Product be shipped to
Watson,

4.4.5 Purdue will package the Product for shipment in accordanee with its
customary practices, unless otherwise requesied by Watson in writing 30 Business Days prior to
such shipment and approved by Purdue, in which event any extra Purdue Transport Charges
incurred by Purdue on account of changes requested by Watson and approved by Purdue will be
included in Purdue’s Manufacturing Costs for such Product,

4.4.6 Purdue will include the following with each shipment of the Products:
(&) Watson purchase order number, (b) the Purdue lot and batch numbers for the Products
included, (¢) the quantity of the Products included, (d) the Certificate of Analysis {the form of
which is attached hereto as Schedule 4.4.6A) and (¢) the Certificate of Compliance (the form of
which is attached hereto as Schedule 4.4.6B).

44,7 Purdue, in its sole discretion, and at its cost, will perform periodic security
audits of Watson’s Product distribution system and will disclose its findings to Watson. Except
for cause, such security audits may be made no more than two times each calendar vear, at
reasonable times and on three Business Days’ prior written notice and will be made by Purdue’s
quelified representative that is acceptable to Watson, which acceptance will not be unreasonably
withheld. Without limiting Purdue’s rights under this Section to use other qualified
representstives, Watson acknowledges that the following Purdue qualified representatives are
acceptable: Aaron Graham, Glenn Faber, Richard Widup and Charles Forsaith. Watson will
give Purdue reasonable access and cooperation in connection with Purdue’s security audits,
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4.4.8 In Purdue’s sole discretion, if and for so long as Watson’s Product distribution
system does not meet Purdue’s minimurm security standards for distribution of Products as
identified in Purdue’s periodic security audit, then Purdue will have the option to distribate
Products at Watson’s direction for Watson (including Products already in Watson's distribution
system) to Watson’s custommers in common with Purdue’s customers, and:

(a)  If Purdue exercises its option described in this Section 4.4.8;

(i)  Watson will pay Purdue the Shipping Expense Fee with the Monthly
Payment;

© (i)  Watson must designate a distribution services provider that is
acceptable to Purdue, in Purdue’s reasonable discretion, to distribute Products to
Watson's customers that are not in common with Purdue’s customess; and

(iif)  Purdue will, at Watson’s expense, use Commerciaily Reasonable
Efforts to work with Watson to develop a Watson distribution system for Products
that would meet Purdue’s minimum security standards,

(b)  If Purdue elects not to exercise its option described in clause (2) of this
Section 4.4.8, Watson may designate a distribution services provider other than Purdue that
is acceptable to Purdue, in Purdue’s reasonable discretion, to distribute Products (including
Products already in Watson’s distribution system) to all of Watson’s customers.

4,49 If Watson or its approved distribution services provider pursuant to Section
4.4.3(b) deliver all of the Product to Watson’s customers, then Waison will have eamed the
Shipping Bxpense Fee and wili not have to pay Purdue the Shipping Expense Fee.

4.5  Product Rejection.

4.5.1 Watson will give written notice to Purdue of any claim that any Product does
not conform with the Quality Agreement requirements promptly upon Watson becoming aware
of such non-compliance, but in no event later than 30 days after receipt of such Product by
Watson; provided, however, if the Product non-compliance is not obgervable from a visual
inspection, then such latent non-compliance must be reported 1o Purdue in writing within 30 days
of the discovery of such latent non-compliance of the Product, but not later than six months after
receipt of the Product by Watson. In the event that Watson fails to notify Purdue of any such
claim within the applicable notice period specified in the preceding sentence, such Product will
be deemed accepted by Watson. Any such notice by Watson pursuant to this Section 4.5.1 that
any Product does not conform with the Quality Agreement must be accompanied by a reasonably
detailed statement of Watson’s reasons for rejection and a report of any pertinent analysis
performed by Watson on the allegedly non-conforming Product, together with the methods and
procedures used. The Parties will cooperate in good faith to resolve any dispute arising under
this Section 4.5.1, and in the event that the Parties are unsble to resolve such dispute within 30
calendar days from the date of Watson's notice pursuant to this Section 4.5.1, the Parties will
submit such dispute to a previously qualified and mutually agreed-to independent laboratory.
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The Iaboratory will use such procedures and tests as the laboratory may consider necessary or
appropriate to reach a conclusion as to the matter in dispute. Both Parties agree to cooperate
with the iaboratory’s reasonable requests for assistance in connection with its analysis hereunder.
The determination by such laboratory will be final and binding and the lsboratory’s costs will be
borne by the non-prevailing Party. Watson will not dispose of any Product claimed by it not to
conform with the terms and conditions hereof until regolution of any dispute with respect thereto.

4,52 If Purdue acknowledges an alleged nonconformity {or if the laboratory
provided for in Section 4.5.1 concludes that any Product was non-conforming), Purdue will
promptly (and in any case within 30 calendar days thereafier) make arrangements for the return
or disposal, at Purdue’s option, of the non-conforming Product and will provide Watson with a
credit for the Transfer Price invoiced to Watson for any non-conforming Preduct (including all
out-of-pocket transportation and/or disposal charges for such non-conforming Product). If
Purdue instructs Watson to dispose of such non-conforming Product, Purdue will give Watson
written instructions as to the process by which Watson or its agent must dispose of such non-
eonforming Product, and Watson will provide Purdue with written certification of such
destraction. Purdue will be under no obligation to accept a return of Product except as provided
in this Section 4.5.2,

4.5.3 Whether or not Purdue accepts Watson’s assertion of nonconformity,
promptly upon receipt of & notice of nonconformity, Purdue 'will have the option to use
Commercially Reasonable Efforts to provide replacement Products for those Products rejected
by Watson in the original shipment. Watson will pay the Transfer Price to Purdue for such
replacement Product in accordance with Section 3.1. If Purdue chooses the option to provide
replacement Products and it is determined subsequently that such Product was in fact conforming
{whether pursnant to Section 4.5.1 or if Watson so acknowledges in writing), then Watson will
also be responsible for the Transfer Price of the allegedly nonconforming Product, including all
transportation charges if Watson returned the Product to Purdue, and the reasonable and
customary carrying cost of such Transfer Price for the period during which the allegedly non-
conforming product was kept out of the market. Purdue will re-ship to Watson such alleged non-
conforming Product if Watson returned such Product to Purdue, Repliacement shipments will
also be subject to the Product rejection procedures contained in this Section 4.5,

4.5.4 Purdue’s obligation to reimburse the Transfer Price of the Product to Watson
for any non-conforming Product pursuant to this Section 4.5 is Watson’s sole and exclusive
remedy for such non-conforming Product. This Section 4.5.4 will not limit Purdue’s obligations
under Section 9.1(a).

46 7 Quality Control: Change in Specifications.

4.6.1 The quality control obligations with respect o the manufacture, handling,
storage and shipment of the Products are set forth in the Quality Agreement.

4.6.2 All changes to Specifications must be in accordance with Purdue’s change
control procedure set forth in the Quality Agreement,
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4.7  Failure to Supply. In the event that (i) Purdue fails to supply, for any reason
(other than as a result of a Force Majeure Event), 70% of Watson’s Product requirements on the
delivery dates as specified in any Fim Order; (ii) the Firm Order for such Product requirements
does not exceed the applicable Forecast delivered to Purdue; and (iii) Purdue’s failure to supply
continues for at least 30 calendar days beyond the delivery date(s) specified in the Firm Order,
which results in Watson's inability to meet its customer demands;

4.7.1 Watson will have the right to adjust, without any penalty or liability, the
Forecast and any Firm Order for the Product to reflect any resulting changes in the amount and
timing of such customers’ demand requirements.

4.7.2 Any incremental freight costs incurred to ship Product to the location set forth
on Schedule 4.4.3 as a result of Product shipment delays caused by Purdue’s inability to supply
will be borne by Purdue and will not be invoiced to Watson or charged to Manufacturing Cost.

4.7.3 Subject to Section 12.2.2, the foregoing provisions of Sections 4.7.1 and 4.7.2
will be Watson’s only remedies if Purdue fails to meet the supply obligation thresholds set forth
in Section 4.7. Notwithstanding the foregoing, Purdue will reimburse Watson for any pre-
approved reasonzble and customary supplier penalties, as set forth on Schedule 4.7.3 as may be
amended from time to time upon mutual approval of the Parties, which approval will not be
unreasonably withheld or delayed (the “Supplier Penalties™), that are incurred by Watson as a

result of or arising out of such failure to supply.

48  Product Expiraion. Watson will be eligible to return any Product purchased

from Purdue that is damaged and not saleable or within nine months of expiration for full credit

at the Transfer Price in effect when the Product was purchased. Watson will be responsible for
managing its Product inventory on an expiration-tating basis (with lots having the earliest
expiration date to be sold first) in order to minimize Product returns due to expiration.

49  Second Supplier. Watson will not have the right to secure or qualify a second
supplier of Product during the Term of the Agreement. Purdue will provide a backup supplier of
Product to the extent that Purdue has a backup supplier available for the Branded Product and
such backup supplier is willing to supply Product.

4,10 Change of Manufacturing Facility. Without in any way limiting Watson’s
rights to inspection as set forth herein, Purdue may from time to time change the manufacturing
facility of Product. Purdue wiil advise Watson of any such change and provide Watson with
reasonable prior notice thereof so as to allow Watson to comply with its legal and regulatory
obligations.

ARTICLEV

PAYMENTS AND REPORTS

5.1  Product Payment. Purdue will submit invoices to Watson for Products (i) on
or after shipment and (ii) if Purdue stores Product inventory beyond four months from Purdue’s
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notification to Watson that the Product is available for shipment. The invoices will reflect the
Transfer Price for the Products, Watson will pay the Transfer Price to Purdue within 60 calendar
days of the invoice date, or in the case of initial launch quantity, within 60 calendar days of the
Distributor Appointment Date. Purdue will notify Watson of any increased Transfer Price to
become effective 30 days after such notice, and if Watson disputes any increzsed Transfer Price,
Watson will be required to pay the increased Transfer Price unless and until a revised Transfer
Price is agreed {o by the Parties afier an audit pursuant to Section 5.7.2 or is otherwise
established through dispute resolution.

52 ]
Bcgmnmg with the month in which the Distributor Appomiment Date occurs and for any
romaining months in any stub calendar quarter after the Distributor Appointment Date, and for
each of the first two months of each calendar quarter thereafter, Watson will prepare a monthly
report that includes the information contained in the form report set forth on Schedule 524
(“Monthly Report”), and Watson will be liabie to Purdue for the payment of 85% of the Net
Margin of each Product (“Monthly Payment”). Within 45 calendar days following the end of (a)
each remaining month in any stub calendar quarter beginning with the month of the Distributor
Appointment Date, and (b) each of the first two months of each calendar quarter after any initial
stub calendar quarter, Watson will (i) submit to Purdue such Monthly Report and (ii) pay to
Purdue such Monthly Payment. After the end of the last month of each calendar quarter,
including any stub calendar quarter, Watson will prepare a Monthly Report for such last month
of the calendar quarter and a reconciliation report that contains the quarterly information for the
same line items in the Monthly Report plus any necessary adjustments to account for the
difference between amounts in prior reports as set forth on the form report on Schedule 524
(*Quarterly Report™). Within 45 calendar days following the end of the last month of each
calendar quarter, including any stub calendar quarter, Watson will (x) submit to Purdue such
Monthly Report and Quarterly Report and (y) pay to Purdue such Monthly Payment, and such
Monthly Paynient amount will reflect adjustments, as necessary, for differences between
amounts in prior reports. . In addition, Watson will prepare and deliver to Purdue a weekly sales
report, a8 soon as commmercially reasonable but in no event later than two Business Days after the
end of each week, Product-by-Product, which provides all of the information contained in the

sample weekly report set forth on Schedule 5.2B (“Weekly Report™).

5.3 Initial Period Adjustments. Following the last month of the Initial Period,
Watson will prepare a Monthly Report for the last month of the Initial Period. In addition,
Watson will prepare a reconciliation report that contains all previcus Initial Period monthly
information for the same line items in the Monthly Report plus any necessary Initial Period

" adjustments to the Initizl Period Profit Share in the form set forth on Schedule 5.2A (“Initial

Period Report™). Watson will be liable for the payment to Purdue for the amount, if any, by
which the Initial Period Profit Share exceeds the sum of the Monthly Payments already received
by Purdue in respect of the calendar months prior to the last calendar month of such Initial
Period (the “Initial Period Adjusted Payment™). Within 45 calendar days following the end of
the last month of the Initial Period, Watson will (x) submit to Purdue such Monthly Report and
Initia] Period Report and (y) pay to Purdue such Initial Period Adjusted Payment, and such Initial
Period Adjusted Payment will reflect adjustments, as necessary, for differences between amounts

22

NY3-394520.12




in prior Moothly Reports and to ensure that Purdue is paid its total Initial Period Profit Share for
such Initial Period.

5.4 Annual Adjustments. Following the last month of each calendar year
following the Initial Period, Watson will prepare a Monthly Report for the last month of the
calendar year and a Quarterly Report for the last quarter of the calendar year. In addition,
Watson will prepare a reconciliation report that contains ali previous quarterly information for
the same line items in the Monthly Report plus any necessary year end adjustments to Annual

. Profit Share in the form set forth on Schedule 5.2A (“Annual Report”). Watson will be liable for
the payment to Purdue of the amount, if any, by which the Annual Profit Share exceeds the sum
of the Monthly Payments already received by Purdue in respect of the first three quarters of such
calendar year (the “Annual Adjusted Payment”). Within 45 calendar days following the end of
the last month of such calendar year, Watson will {x) submit to Purdue such Monthly Report,
Quarterly Report and Annual Report and (y) pay to Purdue such Annuat Adjusted Payment, and
such Annual Adjusted Payment amount will reflect edjustments, as necessary, for differences
between amounts in prior Quarterly Reports as compared fo the Annual Report and to ensure that
Purdue is paid its total Annual Profit Share for such calendar year.

5.5  Mode of Payment. Each Party will make all payments required under this
Agreement by electronic finds wire transfer in United States dollars to a bank account
designated by the other Party from time to time. Watson will give Purdue one day’s written
notice prior to making any such wire transfers.

5.6  Records Retention,

5.6.1 Watson will keep complete, true and accurate records pertaining to its
activities under this Agreement, including but not limited to records pertaining to the sales of
Products in the Territory and covering all transactions from which Net Sales are derived, in
accordance with Law, but in no event for a period of less than two calendar years after the year
in which such sales occurred, and in sufficient detail to permit Purdue to confirm the accuracy of
Net Sales, Net Margin and the amount of Monthly Payments and Annual Profit Share payments
due under this Agreement,

5.6.2 Purdue and its Affiliates wiil keep complete, true and accurate records
pertaining to its activities under this Agreement, including but not limited to records pertaining
to the Manufacturing Costs and API cost incurred by Purdue and its Affiliates with respect to
each Produet, in accordance with Law, but in no event for a period of less than two calendar
years after the year in which such costs are incurred, and in sufficient detail to permit Watson to
confirm the accuracy of any increases in Manufacturing Costs and increases in the AP cost,

57  Audit Request.

: 5.7.1 Watson will keep complete, true and accurate books of accounts and records
for the purpose of determining gross sales, Net Sales, Net Margin, Monthly Payment, Annual
Profit Share and Annual Distribution Fee. Watson will permit an independent certified public
accountant chosen by Purdue and reasonably acceptable to Watson, which acceptance will not be
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unreasonably withheld, to conduct audits of books and records related to the Product that the
independent certified public accountant in its judgment considers relevant, including establishing
that the Product was not used as a “loss leader”, and that the Product was not'sold as part of a
Bundled Product or in any discounting program in which Watson's terms and conditions for sale
are not applied to the Product in the same way that they are applied to the majority of Watson’s
other products, with the result that the profit of the Product is diminished to benefit Watson’s
other products. These books and records include all selling records, customer bids and contracts,
analyses, minutes and records of Watson’s pricing decisions, rebate submissions and all
deductions between gross sales and Net Sales of all of the Products and Watson’s other products
up to three months prior to the Distributor Appointment Date and during the Term of this
Agreement. Such books and records will be kept at the principal place of business of Watson for

- atleast two years following the end of the calendar month to which they pertain. Such books

and records will be open for inspection during such two-year period by an independent certified
public accountant chosen by Purdue and acceptable to Watson, which acceptance wili not be
unreasonably withheld, for the purpose of verifying the amounts payable by Watson hereunder.
Watson will be required to pay to Purdue any unpaid amounts that are discovered, together with
interest on such unpaid amounts at the rate set forth in Section 5.9, Such inspections may be
made no more than once each calendar year, at reasonabls times and on reasonable notice.
Watson will be required to respond to the independent auditor’s data requests within 15 Business
Days. The independent auditor will be obligated to execute a reasonable confidentiality
agreement prior to commencing any such inspection, that includes a provision that the
independent auditor will conduct its audit observing Watson’s obligations of confidentiality to
Third Parties. Inspections conducted under this Section 5.7.1 will be at the expense of Purdue,
unless a variation or error preducing an vnderpayment in amounts payable exceeding 5% of the
amount paid for the period covered hy the inspection is established in the course of such
inspection, whereupon all costs relating to the inspection for such period, in addition to any
unpaid amounts that are discovered will be paid by Watson, together with interest on such unpaid
amounts at the rate set forth in Section 5.9; If Purdue’s independent certified public accountant
finds a variation or eryor producing an underpayment in amounts payable exceeding 5% of the
amount paid for any period covered by the inspection, Purdue will have the additional right to
make inspections twice per year for the next two years. Notwithstanding anything in this
Agreement to the contrary, the remedies set forth in this Section 5.7.1 will be Purdue’s and its
Affiliates’ sole and exclusive remedies in connection with Watson's underpayment identified as
a result of an audit; provided, however, such underpayment is less than 15% of any amount paid
for any period covered by the inspection. The Parties will endeavor to minimize disruption of
Watson's normal business activities to the extent reasonably practicable. The independent
certified public accountant who examines the books and records of Watson pursuant to this
Section 5.7.1 may not disclose to Purdue (a) any names of Watson's customers or names of
products sold by Watson (other than the Product neme) or (b) any other information identified by
Watson to the independent certified public accountant the disclosure of which would result in
Watson's violation of Watson’s confidentiality obligation to a Third Party. Without limiting the
foregoing, such independent certified public accountant will report to Purdue anly the resalts of
its audit and such other information as may be necessary for Purdue to evaluate its rights under
this Agreement. The independent certified public sccountant will present both Parties with a
preliminary report of its findings and provide both Parties with an opportunity to respond to any

24

NY3 . 394519.12



questions raised or issues identified before issuing any final reports. Notwithstanding the
forepoing, Purdue will pay for the initial audit pursuant to this Section 5.7.1.

5.7.2  Purdue will keep, and require its Affiliates to keep, complete, true and
accurate books of accounts and records for the purpose of determining increases in
Manufacturing Costs and increases in API cost. Such books and records will be kept at the
principal place of business of Purdue and its Affiliates for at least two years following the end of
the calendar quarter to which they pertain, Such records related to the Product will be open for
inspection during such two-year period by an independent certified public accountant chosen by
Watson and reasonably acceptable to Purdue, which acceptance will not be unreasonably
withheld, for the purpose of verifying the amounts of any increases in Manufacturing Costs or
increases in AP cost payable by Watson hereunder. Purdue will be required to pay to Watson
any overpayment amounts that are discovered to be owed to Watson, together with interest on
such overpaid amounts at the rate set forth in Section 5.9. Such inspections may be made no
more than once each calendar year, at reasonable times and on reasonable notice. The
independent auditor will be obligated to execute a reasonable confidentiality agreement prior to
commencing any such inspection, that includes a provision that the independent auditor will
conduct its audit observing Purdue’s obligations of confidentiality to Third Parties. Inspections
conducted under this Section 5.7.2 will be at the expense of Watson, unless a variation or ertor
producing an overpayment in amounts payable exceeding 5% of the amount paid for the period
covered by the inspection is established in the course of such inspection, whereupon all costs
relating to the inspection for such peried in addition to any overpaid amounts that are discovered
will be paid by Purdue, together with interest on such overpaid amounts at the rate set forth in
Section 5.9, If Watson’s independent certified public accountant finds a variation or error
producing an overpayment in an amount exceeding 5% of the amount paid for any period
covered by the inspection, Watson will have the additional right to make inspections twice per
year for the next two years. Notwithstanding anything in this Agreement to the contrary, the
remedies set forth in this Section 5.7.2 will be Watson’s and its Affiliates’ sole and exclusive
remedies in connection with Watson's overpayment identified as a result of an audit; provided,
however, such overpayment is less than 5% of any amount paid for any period covered by the
inspection. The Parties will endeavor to minimize disruption of Purdue’s normal business
activities to the extent reasonably practicable. The independent certified public accountant who
examines the books and records of Purdue pursuant to this Section 5.7.2 may not disclose to
Watson names of Purdue’s products (other then the Product name), any name of Purdue’s
suppliers, any names of components {other than oxycoedane) of Purdue’s products or the names
or individual compensation amounts of Purdue’s directors, officers, employees, temporary
employees or consultants, Without limiting the foregoing, such independent certified public
accountant will report to Watson only the results of its audit and such other information as may
be necessary for Watson to evaluate its rights under this Agreement. The independent certified
public accountant will present both Parties with a preliminary report of its findings and provide
both Parties with an opportunity to respond (o any questions raised or issues identified before
issuing any final reports.

5.7.3 Any disputes between the Parties conceming the results of audits provided for
in Section 5.7.1 or 5.7.2 will be addressed in accordance with Section 13.5.
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5,74 Purdue will permit Watson’s independent and qualified representatives
acceptable to Purdue, which acceptance will not be unreasonably withheld, access, no more than
once each calendar year, or more frequendy if for cause, all at reasonable times and on
reasonable notice, to Purdue’s manufacturiag facilities for Product to conduct inspections of the
premises where the Products are being manufactured, tested and stored. All of Watson's
representatives will be obligated to execute a reasonsble confidentiality agreement prior to
commencing any such inspection. Watson will provide Purdue with a written report of the
results of any inspections of Purdue’s manufacturing facilities for Product by Watson's
independent and qualified representatives within 30 days of any such inspection. If Purdue
disputes the findings of the inspection, such dispute will be resolved through the resolution
procedures set forth in the Quality Agreement.

58  Taxes. Any and all transfer, sales, use, registration and other taxes imposed
upon or with respect to or measured by the sale or delivery by Purdue to Watson of any Product
under this Agreement will be the responsibility of and for the account of Watson. Sales tax will
be included on Purdue’s invoices to Watson for such Products. Notwithstanding the previous
sentence, Watson will have no obligation to pay any income tax imposed on Purdue or any of its
Affiliates which may srise from the transactions contemplated by this Agreement.

5.9  Late Payments. Watson will not be eligible for any prompt payment
discounts. Inthe event that any payment due by Watson under this Agreement is not made when
due, the payment will accrue interest from the date due at the rate of 12% per annum; provided
that in no event will such rate exceed the maximum legal annual interest rate. The payment of
such interest will not limit Purdue from exercising any other rights it may have as a consequence
of the lateness of any payment. '

5.10 Notice of Destruction of Records. Notwithstanding any other provision of this
Agreement to the contrary, neither Party will destroy any records created under this Agreement
without first giving the other Party advance written notice so that such Party may request
additional retention of such records for good cause.

ARTICLE VI

COVENANTS
6.1 Mutual Covenants.

6.1.1 Compliance with Law. Each Party will maintain in full force and effect all
necessary licenses, permits and other authorizations required by Law to carry out its duties and
obligations under this Agreement. Each Party will comply in all material respects with all Laws
applicable fo its activities under this Agreement and the Quality Apreement. Watson and Purdue
will handle and store the Products in compliance in all material respects with all applicable
Laws. Each Party will keep all records and reports required to be kept by applicable Laws. The
Parties will reasonably cooperate with one another with the goal of ensuring full compliance in
all material respects with applicable Laws. Each Party will cooperate with the other to provide
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such letters, documentation and other information on a timely basis as the other Party may
reasonably require to fulfill its reporting and other obligations under applicable Laws to
applicable regulatory authorities.

6.1.2 Reasonable Cooperation. Purdue and Watson will each use Commercially
Reasonable Efforts to take, or cause to be taken, all actions, and to do, or cause to be done, all
things necessary or proper to make effective the transactions contemplated by this Agreement,
including such actions as may be reasonably necessary to obtain approvals and consents of
Governmental Authorities and other Persons; provided that no Party will be required to assume
any other material obligation not otherwise required to be assumed by this Agreement or the
Quality Agreement.

62  Purdue Covenants.

{a)  Purdue wili comply in all material respects with afl applicable Laws
(including DEA and FDA repulations) relating to the manufacturing, packaging, Labeling,
handling, storage and shipment of the Products, including filing with the FDA required
potices, supplemental applications and annual or other reports, including adverse gvent
reports, with respect to the NDA which would otherwise have a material adverse effect on
the NDA, Branded Products or Producis.

(b)  Purdue will notify Watson of the Distributor Appointment Date, if any.

()  Purdue will perform all stability and other testing sufficient to maintain the
Product in conformity with the NDA.

{(d) The Produﬁts manufactured b)f or for Purdue and sold to Watson under this
Agreement: "

i) will not be adulterated under applicable Laws at the time they are
tendered to Purdue’s customary carrier for delivery to Watson;

(i)  will meet the Specifications therefor at the time they are tendered to
Purdue’s customary carrier for delivery to Watson;

(iif)  will be manufactured, packaged and Labeled in accordance with Good
Manufacturing Practices; and

(iv)  will have a shelf life of not less than 24 months at the time the
Products are tendered to Purdue’s customary carrier for delivery to Watson; provided,
however, that, if Purdue and Watson agree in writing or if Watson delays for more
than 30 days accepting delivery of Product after Purdue notifies Watson of the
Product order becoming available for shipment, any Product sold to Watson may
have a shelf life of less than 24 months (by the amount of such agreed period or
delay) at the time such Products are tendered to Purdue’s customary carrier for

delivery to Watson.
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(e)  Labels of Products will not be misbranded under applicable Laws, will meet
the Specifications, and will be Labeled in accordance with Good Manufacturing Practices
at the time the Products are tendered to Purdue’s customary carrier for delivery to Watson. |

()  Purdue will review all marketing and sales materials within 10 Business Days

_ after receipt from Watson.

(g) Purdue will immediately informn Watson if Purdue, its Affiliates or any of

their employees are convicted of a crime for which a person can be debarred, under Section

306(a) or 306(b) of the Generic Drug Enforcement Act of 1992 or under 42 U.8.C. Section |

1320-7, or are sanctioned by, suspended, excluded or otherwise ineligible to participate in ‘

any federal health care program, including Medicare and Medicaid or in Federal ‘

procurement or pON-procurement programs. '
|
|

(h)  Purdue will not knowingly and wilifully market, distribute or sell the Product
to any Third Party outside of the Territory for resale inside of the Territory.

6.3 Watson Covenants.

(8)  Watson will comply in all material respects with all applicabie Laws
(including DEA and FDA regulations) relating to the handling, storage and disposal of the
Products.

(b)  Watson will comply with all applicable Laws related fo the marketing,
distribution and sale of the Products.

(¢)  Prior to Watson using any marketing and sales materials pursuant to this
Agreement, Watson will submit to Purdue for Purdue’s written approval all such marketing
and sales materials.

(d  Watson will be responsible for all pricing decisions with respect to the
Preducts. 1

(e) In accordance with ap;:uilcablc Law, Watson will register and sell the Products
only using NDC numbers that reflect Watson as the distributor of the Products.

(fi  Watson will be responsible for all price reporting under Watson’s own NDC
for the Products to any and all Governmental Authorities, as well as to any Third Party
pricing publications.

(8  Watson will cause its employees responmble for the supply, distribution, sale
or marketing of the Products in the Teritory to act in accordance with the highest standards
of the industry and in a professional, ethical and lawful manner, and consistent with the
same diligence used with regard to other products marketed by Watson,
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(k)  Watson acknowledges that nothing in this Agreement will grant to Watson \
any rights, titles, licenses, or covenants to, or interest in, either express or implied, any
improvements, new formulations, indications, dosages, forms of administration, dosage

. strengths, or other presentations or uses of Product at any time derived or developed by or
on behalf of Purdue or its Affiliates, or any other product, compound or molecule owned or
conirolled, in whole or in part, by Purdue or its Affiliates,

(i) Watson will matket, distribute and seli the Product only after the Distributor
Appointment Date, during the Term and only in the Tersitory.

()  Watson will not knowingly market, distribute or sell the Product to any Third
Party in the Territory for resale cutside of the Territory.

(k) ©  Watson will process and be responsible for all rebates, price protection claims
and payments to Medicaid, Medicare, PBMs (pharmacy benefit managers) and other
payors under Watson’s NDC number, whether required by contract or Law, for the
Products. Furthermore, for all rebates due under or calculated under 42 U.S.C. 139618,
Watson acknowledges that it will treat the Products as innovator multiple source drugs, as ;
defined in 42 U.8,C. 1396r-8(k)(7}{A)(ii), and that Watson will carry over the base average
manufacturer price for the Products in accordance with HCFA Labeler Release No. 26. '

O Watson will teke all reasonable sctions to ensure that all discounts and price
reductions offered to its custorsers and included in the definition of Net Sales fall within
the discount safe-hatbor to the federal anti-kickback statute, as described in 42 U.S.C.
1320a-7b(b)(3)(A) and 42 CF.R. 1001.952(h).

(m)  Watson will process all customer returns of Product.

(n)  Watson will credit customers for the customers’ Product returns in accordance
with Watson’s Pharmaceutical and Diagnostics Products Return Goods Pollcy that applies
to all of Watson's products, including the Products.

{0)  Watson will immediately inform Purdue if Watson, its Affiliates or any of
their employees are convicted of a crime for which a person can be debarred, nnder Section
306(a) or 306(b) of the Generic Drug Enforcement Act of 1992 or under 42 U.5.C. Section
1320-7, or are sanctioned by, suspended, excluded or otherwise ineligible to participate in
any federal health care program,-including Medicare and Medicaid or in Federal
procurement or non-procurement programs.

(p)  Watson will comply with the Risk Management Program. Upon Purdus
amending the Risk Management Program, Watson will implement any additional risk
management activities under such amended Risk Management Program as soon as
possible. Purdue will pay Watson’s reasonable out-of-pocket incremental cost associated
with implementing such amended Risk Management Program.
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ARTICLEVII

REPRESENTATIONS AND WARRANTIES

7.1 Representations and Warranties of Both Parties. Each of Purdue and Watson
represents and warrants to the other Party that:

7.1.1 Cormporate/Limited Partnershi anization, Each Party is duly organized
and validly existing under the laws of its state of formation.

7.1.2 Authority., Each Party has all the requisite corporate or limited partnership
power and authority to execute and deliver this Agreement and the Quality Agreement and to
perform all of its obligations hereunder and thereunder. The execution and delivery of this
Agreement and the Quality Agreement and the performance by the Parties of their respective
obligations hereunder and therennder bave been authorized by all requisite corporate or limited
partnership action on their respective parts. This Agreement and the Quality Agreement bave
been validly executed and delivered by each Party, and, assuming that such documents have been
duly authorized, executed and delivered by such Party, constitute a valid and binding obligation
of such Party, enforceable against such Party in accordance with their terms.

7.1.3 Consents and Approvals; No Violations.

(8)  Except as otherwise set forth in this Agreement, no material filing with, and
no material permit, authorization, consent or approval of any Governmental Authority is
necessary for the consummation by each Party of the transactions contemplated by this
Agreement and the Quality Agreement, except for those filings, permits, authorizations,
consents or approvals, the failure of which to be made or obtained would not materially
impair such Party’s ability to consummate the transactions contemplated hereby, or
materially delay the consummation of the transactions contemplated hereby.

(b)  Neither the execution and delivery of this Agreement or the Quality
Agreement by either Party, nor the performance by such Party of its obligations hereunder
or thereunder, will (i) violate the certificate of incorporation, by-laws, limited partnership
agreement or other organizational documents of such Party; or (ji) violate or conflict in any
material respect with any material Law, rule, regulation, judgment, order or decree of any
court or Governinental Authority applicable to such Party or any Product, except for
violations, breaches or defaults whick would not have a material adverse effect on such
Party’s abilify to consummate the transactions contempiated hereby.

7.2  Additional Purdue Representations and Warranties. Purdue represents and

warrants t0 Watson that;

(8)  Purdue or one of its Affiliates owns and possesses all right, title and interest
in, to and under the NDA.
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{b)  The NDA has been appmved by the FDA, and neither Purdue nor any of its
Affiliates has received any notice in writing that has, or reasonably should have, led Purdue
to believe that such NDA is not currently effective or not currently in material compliance
with all material Laws. |

()  To Purdue’s knowledge, the manufacture, use, importation or sale of the
Products in the Territory pursuant to this Agreement do not infringe, misappropriate or
otherwise conflict with any intellectual property rights of any Third Parly.

(d)  Purdue has the right to use and convey the rights to the Products that are
expressly granted to Watson under this Agreement.

(&)  Neither Purdue nor its Affiliates or their employees have ever been:

()  convicted of a crime for which a person can be debarred, under
Section 306(a) or 306(b) of the Generic Drug Enforcement Act of 1992, or under 42
U.8.C. Section 1320~7; or

(i) * sanctioned by, suspended, excluded or otherwise ineligible to
participate in any federal health care program, including Medicare and Medicaid or in
Federal procurement or non-procurement programs.

7.3 Additional Watson Representations and Warranties, Watson represents and
warranis to Purdue that:

{a)  Watson has utilized its own marketing and distribution expertise and
experience {0 analyze and evaluate the commercial value of the Product and has solely
relied on such analysis and evaluations in deciding to enter into this Agreement.

. (b}  Neither Watson nor any of its Affiliates is a party to or otherwise bound by
any oral or written contract or agreement that will result in any Person cbtaining any
interest in, or that would give to any Person any right to assert any claim in or with respect

“to, any of Watson’s rights under this Agreement.

{c)  Neither the execution and delivery of this Agreement or the Quality
Agreement nor the performance of its obligations hereunder or thereunder will conflict in
any material respect with or result in a material violation or breach of, or constitute a
material defanlt under, any material contract, agreement or instrument to which Watson is
bound, or result in the creation or imposition of any material lien upon any Product.

(d)  Watson acknowledges that the rights set forth in Section 2.1.1 pertaining to
the Watson will not be granted if Purdue in its sole discretion decides never to pertmt
Watson to authorize the shipment of any Product to its customers.

(¢)  Priorto the Distributor Appointment Date, Watson is not required by Law
{(including disclosure requirements under federal or state securities laws, NASDAQ or any
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stock exchange requirements, or otherwise) to disclose the existence or subject matter of
this Agreement, or the relationship between the Parties with respect to the Product.

(0 Neither Watson nor its Affiliates or their employees have ever been:

) convicted of a crime for which a person can be debarred, under
Section 306(a) or 306(b) of the Generic Drug Enforcement Act of 1992, or under 42
U.8.C. Section 1320-7; or

(ii)  sanctioned by, suspended, excluded or otherwise ineligible to
participate in any federal heaith care program, including Medicare and Medicaid or in
Federal procuremeiit or non-procurement programs.

74  No Reliance by Third Parties. The representations and warranties of each
Party set forth in this Agreement are intended for the sole and exclusive benefit of the other Party
hereto, and may not be relied upon by any Third Party.

‘ 7.5  Disclaimer of Warranties. EXCEPT AS OTHERWISE SPECIFICALLY
PROVIDED IN THIS AGREEMENT, NEITHER PARTY MAKES ANY
REPRESENTATIONS OR WARRANTIES, EXPRESS, IMPLIED, STATUTORY OR
OTHERWISE, CONCERNING THE PRODUCT. EXCEPT AS EXPRESSLY SET FORTH
HEREIN, EACH PARTY EXPRESSLY DISCLAIMS ANY AND ALL WARRANTIES OF
ANY KIND, EXPRESS OR IMPLIED, INCLUDING THE WARRANTIES OF
MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE.

ARTICLE Vil
INTELLECTUAL PROPERTY
8.1 Limited Inteliectual Property Rights. Watson acknowledges that by entering

into this Agreement, Watson will not have, assert or acquire any right, title, license, interest or

covenant, express or implied, in or to any Purdue intellectual property or other proprietary rights

of Purdue except as may be necessary for Watson to distribute the Product as explicitly provided
for in this Agreement.

8.2  Watson Improvements. Any improvements to the Products made solely by
Watson during the Term of this Agreement will be promptly disclosed solely to Purdue, and
Purdue will have a fully paid up, royalty-free, irrevocable, non-exclusive license to use any such
improvements for the Products and the Branded Products. Purdue will have the right to file for
intellectual property protection for such improvements if Watson does not file for intellectual
property protection. Watson, its employees and agents will, at no cost to Purdue (except for
Watson’s reasonable out-of-pocket costs incurred in signing such documents), sign all
documents requested by Purdue to evidence such rights, including patent rights, in any country.

8.3 Purdue and Joint Improvements. Any improvements to the Products made
solely by Purdue, or jointly conceived or made by Watson and Purdue, will be the sole property
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of Purdue, and Purdue will have the exclusive right to file for intellectual property protection for
such improvements. Watson, its employees and agents will, at no cost to Purdue {except for
Watson’s reasonable out-of-pocket costs incurred in signing such documents), sign all
documents requested by Purdue to evidence such rights, including patent rights, in any country.

ARTICLE IX

INDEMNIFICATION: LIMITATIONS ON LIABILITY

9.1  Purdue Indemnity. Purdue will indemnify, defend, save, protect, and hold
harmless Watson and its Affiliates and their respective directors, officers, employees, and agents
(*Watson Indemnitees™) from and against any and all losses, claims, damages, liabilities, costs
and éxpenses (including reasonable attorneys’ fees and expenses and court costs) (collectively,

Losses™) resulting or ansmg from any Third Party claims, suits, actions, preceedings or
litigation (“Third Party Claims”) arising from or in connection with:

(@)  any actual or alleged death of or bodily injury to any individual arising out of
the use of the Product sold by Watson in the Territory, including a claim based on failure.to
warn, design defect, product defect, strict liability in tort, or otherwise;

{b)  any patent infringement or antitrust claim (other than a claim based on the
propriety of authorized generics, Watson’s pricing of the Products, or a claim arising from
this Agreement) arising out of the sale of the Product by Watson in the Temritory, but only
to the extent that it is claimed Purdue improperly asserted its patents covering the Products;

(¢)  Purdue’s negligence or willful misconduct in performing any of its obligations
under this Agresment;

(d)  abreach by Purdue of any of its representations, warranties, covenants of
agreements under this Agreement; or

(e) thelVAX Agreement,

provided, however, that in all cases referred to in this Section 9.1, Purdue will not be liable to
indemnify Watson for any Losses of Watson to the extent that such Losses of Watson were
caused by: (i) the negligence or willful misconduct or wrongdoing of Watson or (ii) any breach
by Watson of its representations, warranties, covenants or agreements under this Agreement.

92  Watson Indemnity. Watson will indemnify, defend, save, protect, and hold
harmless Purdue and its Affiliates and their respective directors, officers, employees, and agents
{the “Purdue Indemmims”) against any and all Losses resulting or arising from any Third Pamf
Claims arising from or in connection with:

(a) Watson’s negligence or willful misconduct in performing any of its
obligations under this Agreement; or
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(b)  abreach by Watson of any of its representations, warranties, covenants or
agreements under this Agreement;

provided, however, that in all cases referred to in this Section 9.2, Watson will not be liable to
indemnify Purdue for any Losses of Purdue to the extent that such Losses of Purdue were caused
by: (i) the neglipence or willful misconduct or wrongdoing of Purdue or (ii) any breach by
Purdue of its representations, warranties, covenants or agreements under this Agreement.

9.3  Procedure for Indemnification.

9.3.1 Notice. In the case of a Third Party Claim as to which a Party (the
“Indemnifying Party”) may be obligated to provide indemnification pursuant to this Agreement,
such Party seeking indemnification hereunder (*Indemnitee™) will notify the Indemnifying Party
in writing of the Third Party Claim (and specifying in reasonable detail the fectual bagis for the
Third Party Claim and, to the extent known, the amount of the Third Party Claim) promptly after
becoming aware of such Third Party Claim; provided, however, that failure to give such
notification will not affect the indemnification provided hereunder except to the extent the
Indemnifying Party will have been actually prejudiced as a result of such failure,

9.3.2 Defense of Claim,

- (@)  If & Third Party Claim is made against an Indemnitee, the Indemnifying Party
will be entitied to assume the defense of the Indemnitee by providing written notice to the
Indemnitee of its intention to assume the defense of such Third Party Claim (at the expense
of the Indemnifying Party) within 30 days after receipt of written notice from the
Indemnitee of such Third Party Claim, with counsel selected by the Indemnifying Party and
reasonably satisfactory to the Indemnitee for so long as the Indemnifying Party is
conducting a good faith and diligent defense.

()  Should the Indemnifying Party so elect to assume the defense of the
Indemnitee, the Indemnifying Party will not be lisble to the Indemnitee for any legal or
other expenses subsequently incurred by the Indemnitee in connection with the defense
thereof, provided, that if under applicable standards of professional conduct a conflict of
interest exists between the Indemnifying Party and the Indemnites in respect of such claim,
such Indemnitee will have the right to employ separate counsel to represent such
Indemnitee with respect to the matters as to which a conflict of interest exists, and in that
event the reasonable fees and expenses of such separate counsel will be paid by such
Indemnifying Party; provided, fusther, that the Indemnifying Party will only be responsible
for the reasonable fees and expenses of one separate counsel for such Indemnitee,

(c)  If the Indemnifying Party assumes the defense of the Indemnitee, the
Indemnitee will have the right to participate in such defense and to employ counsel, at its
own expense, separate from the connsel employed by the Indemnifying Party.

(d)  If the Indemnifying Party assumes the defense of the Indemnitee, the
Indemnifying Party will promptly supply to the Indemnitee copies of all correspondence
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and docurments relating to or in connection with such Third Party Claim and keep the
Indemnitee informed of developments relating to or in connection with such Third Party
Claim, as may be reasonably requested by the Indemnitee {including providing to the
Indemnites on reasonable request updates and summaries as to the status thereof).

()  If the Indemnifying Party assumes the defense of the Indemnitee, the
Indemnitee will, and will cause all Watson Indemnitees or Purdue Indemnitees, as the case
may be, to reasonably cooperate with the Indemnifying Party in the defense thereof
(including making documents and records available for review and copying and making
persons within its/his/her control available for pertinent testimony).

(H  Iftke Indemnifying Party does not elect to assume the defense of the ,
Indemnitee or does not provide written acknowledgement of the defense of the Indemnitee
within the 30-day period set forth in Section 9.3.2(a), or if a good faith and diligent defense
is not being or ceases to be conducted by the Indetnnifying Party, the Indemnitee will have
the right, at the reasonable expense of the Indemnifying Party, afier three Business Days’
notice to the Indemnifying Party of its intent to do so, to undertake the defense of the
Indesmnitee (at the reasonable expense of the Indemnifying Party) with counsel reasonably
selected by the Indemnitee, and to compromise or settle such Third Party Claim, with the
Indemnifying Party’s reasonable consent (Which consent will not be unreasonably
withheld, delayed or conditioned).

93.3 Settlement of Claims, If the Indemnifying Party acknowledges in writing its
obligation to indemnify. the Indemnitee for a Third Party Claim, the Indemnitee will agree
{which agreement will not be unreasonably withheld, delayed or conditioned) to a reasonable
settlement, compromise or discharge of such Third Party Claim that the Indemnifying Party may
recommend; provided, however, that, without the Indemnitee’s prior written consent, the
Indemnifying Party will not consent to any settlement, compromise or discharge (including the
consent to entry of any judgment), and the Indemnitee may refuse to agree to any such
_ settlernent, compromise or discharge, that provides for injunctive or other nonmonetary relief
affecting the Indemnitee. If the Indemnifying Party acknowledges in writing its obligation to
indemnify the Indemnitee for a Third Party Claim, the Indemnitee will not (unless required by
law) admit any liability with respect to, or settle, compromise or discharge (“Indemnitee
Settlement”), such Third Party Claim without the Indemnifying Party’s prior written consent

' (which consent will not be unreasonably withheld, delayed or conditioned) and if such consent is
not received, then the Indemnifying Party will have no obligation or liability under this Article
IX for any Indemnitee Settlement.

54  Limitations on Liability.

9.4.1 Nothing in this Article IX will act to negate any obligation under common law
of either Party to mitigate damages with respect to any Third Party Claim for which such Party is
seeking indemnification from the other Party hereunder.
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9.4.2 EXCEPT FOR THE PARTIES’ INDEMNIFICATION OBLIGATIONS
UNDER SECTIONS 9.1 AND 9.2, UNDER NO CIRCUMSTANCES WILL EITHER PARTY
BE LIABLE FOR ANY SPECIAL, INCIDENTAL, INDIRECT, PUNITIVE OR
CONSEQUENTIAL DAMAGES, COSTS OR EXPENSES (INCLUDING, BUT NOT
LIMITED TO, LOST PROFITS, LOST REVENUES AND/OR LOST SAVINGS), ARISING
UNDER THIS AGREEMENT OR CONCERNING ANY PRODUCTS, EVEN IF SUCH
PARTY HAS BEEN ADVISED OF THE POSSIBILITY OF SUCH DAMAGES, COSTS OR
EXPENSES.

ARTICLEX

COMPLIANCE WITH GOVERNMENTAIL AUTHORITY REGULATIONS

10.1  Governmentsl Authority Communications, Purdue will be responsible fcr\iall
communications with any Governmental Authority relating to Purdue’s manufacturing activities |
under this Agreement and will have the responsibility to communicate with any Governmental
Authority concerning the marketing, distribution, or sale of the Products (except as otherwise
required by applicable Law); provided, however, Watson will have the responsibility (a) to
comnuinicate with any Governmental Authority concerning all obligations for federal or state
governmental rebate reporting and payments required thereunder, (b) for all price reporting for
the Products to any and all Goveramental Authorities, as well as to any Third Party pricing
publications, and {c) for all rebates, price protection claims and payments to Medicaid, Medicare,
PBMs (pharmacy benefit managers) and other payors under Watson’s NDC number, whether
required by contract or Law, for the Products, and Purdue will provide Watson with copies of all
correspondence from the FDA covering the marketing, distribution or sale of the Products. In
addition to the foregoing, Purdue will be responsible for reviewing, processing, and responding
to all regulatory communications relevant to product quality, including communications relating
to Product defects, adverse event reports and medical inquiries.

102  Governmental and Regulato ions. Each Party will notify the other
Party of any inspections by any Governmental Authorities of the premises where the Product is
being manufactured, tested or stored, to the ¢xtent such inspection relates to the manufacture or
storage of the Products, within five Business Days after such inspection, and will provide to the
other Party copies of all Form 483s relating to the production, testing, storage, use or sale of the
Products, redacted as necessary with respect to any portions of the Form 483 not pertaining to
the Products, within five Business Days after they are received by or on behalf of a Party from
the FDA or any Governmental Authority. All notices sent to a Parly pursuant to this Section
10.2 will be sent to such Party in accordance with the Quality Agreement.

10.3  Watson Inspections. Subject to the terms of the Quality Agreement, all
Product manufacturing facility inspections will be conducted pursuant to Section 5.7.4,
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104  Voluntary Recalls: Involuntary Recalls.

10.4.1 Voluntary Recalls. Each Party will notify the other Party in the event that
such Party determines that any Product already in interstate commerce in the Tetritory presents a
risk of injury or gross deception or is otherwise defective and that recall of such Product is
appropriate (a “Voluntary Recall”}, and Purdue solely, after consultation with Watson, will make
the decision whether to initiate a Voluntary Recall and will control all recall activities and the
Parties will follow the Product recall procedure set forth in the Quality Agreement.

{(a)  Inthe event that Watson requests a Voluntary Recall, Watson wiil be
responsible for all expenses of such Voluntary Recall (including any reasonable out-of-
pocket expenses incurred by Purdue in connection with its cooperation in facilitating such
Voluntary Recall), except to the extent that such Voluntary Recall is attributable to a
breach by Purdue of its representations, werranties, covenants or agreements under this
Agreement (in which case, to such extent, Purdue will be responsible for the expenses
associated with any such Voluntary Recall, including any reasonable out-of-pocket
expenses incurred by Watson in connection with its cooperation in facilitating such
Voluntary Recall).

()  In the event that Purdue requests & Voluntary Recall, Purdue will be
responsible for all expenses of such Voluntary Recall (including any reasonable out-of-
pocket expenses incurred by Watson in connection with its cooperation in facilitating such
Voluntary Recall), except to the extent that such Voluntary Recall is attributable to a
breach by Watson of its representations, warranties, covenants or agreements under this
Agreement (in which case, to such extent, Watson will be responsible for the expenses
associated with any such Voluntary Recall, including any reasonable out-of-pocket
expenses incurred by Purdue in connection with its cooperation in facilitating such
Voluntary Recall).

(c)  Any expenses incurred by either Party in connection with a Voluntary Recall
will not be included in any calculation of Net Margin for any Product and the Party
responsible for the expenses of any Voluntary Recall pursuant to this Section 10.4.1 will
also be solely responsible for the Transfer Price for such Products. To the extent that
Purdue is the Party responsible for such Transfer Price, the amount of any such Transfer
Price invoiced to Watson will be credited to Watson by Purdue. To the extent that Watson
is the Party responsible for such Transfer Price, the amount of any such Transfer Price
invoiced to Watson will be paid to Purdue by Watson.

(d)  Purdue will have the option to provide replacement Products for Products
recalled pursuant to this Section 10.4.1. If Purdue elects to provide replacement Products,
then Purdue will use Commercially Reasonable Efforts to provide such Products. Watson
will pay the Transfer Price to Purdue for such replacement Products in accordance with
Section 5.1.
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10.4.2 Invohmtary Recalls. In the event that any applicable Governmental Authority
should issue a request, directive or order that a Product be recalled (“Involuntary Recall™,
Purdue will control all recall activities and the Parties will follow the Product recall procedure
sot forth in the Quality Agreement.

{a)  Inthe event of an Involuntary Recall of any Product inventory (e.g., batch
recall), Purdue will be responsible for all expenses of such Involuntary Recall (including
any reasonable out-of-pocket expenses incurred by Watson in connection with its
cooperation in facilitating such Involuntary Recall), except o the extent that such
Involuntary Recail is attribartable to a breach by Watson of its representations, warranties,
covenants or agreements under this Agreement (in which case to such extent Watson will
be responsible for the expenses associated with any such Involuntary Recall, including any
reasonable out-of-pocket expenses incurred by Purdue in connection with its cooperation in
facilitating such Involuntary Recall).

{b)  Any expenses incurred by either Party in connection with such an Involuntary
Recall will not be included in any calculation of Net Margin for any Product and the Party
responsible for the expenses of such an Involuntary Recall pursuant to this Section 10.4.2
will also be solety responsible for the Transfer Price for such Products, To the extent that
Purdue is the Party responsible for such Transfer Price, the amount of any such Transfer
Price invoiced to Watson will be credited to Watson by Purdue. To the extent that Watson
is the Party responsible for such Transfer Price, the amount of any such Transfer Price
invoiced fo Watson will be paid to Purdue by Watson.

(¢)  Purdue will have the option to provide replacement Products for Products
recalled pursnant to this Section 10.4.2. If Purdue elects to provide replacement Produets,
then Purdue will use Commercially Reasonable Efforts to provide such Products. Watson
will pay the Transfer Price to Purdue for such replacement Products in accordance with
Section 5.1,

10.5 Quality Agreement. The Quality Agreement will include protocols and
specific responsibilities for handling all Product quality complaints, adverse event reports and
professional medical service inquiries in accordance with Purdue’s standard operating
procedures and in conformity with applicable Laws,

ARTICLE X1

CONFIDENTIALITY

11.1  Confidentiality. Except to the extent expressly authorized by this Agreement
or otherwise agreed to in writing, Watson and Purdue each agree that, unti] the later of (j) the
termination of this Agreement or {ii) 10 years after the date of disclosure, each of Watson or
Purdue, upon receiving or leaming of any Confidential Information of the other Party, will keep
such Confidential Information confidential and otherwise will not disclose or use such
Confidential Information for any purpose other than as provided for in this Agreement. The
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Receiving Party will advise its Affiliates, employees, agents and consultants who might have
access to the Disclosing Party’s Confidential Information of the confidential nature thereof and
agrees that its Affiliates, employees, agents and consultants will be bound by the terms of this
Agreement. Subject to Section 11,7, the Receiving Party will not disclose any Confidential
Information of the Disclosing Party to any Affiliate, employee, agent or consultant who dees not
have & need to know such Confidential Information.

112 Authorized Disclosure. Subject to Section 11,7, Receiving Party may disclose
Disclosing Party’s Confidential Information fo Receiving Party’s Affiliates, employees, agents
and consultants who need to receive the Confidential Information in order to further the activities
contempleted in this Agreement, and who are made aware of the confidential nature of the
Copfidential Information. The Receiving Party must (i) enforce the terms of this Article XT as to
its respective Affiliates, emoployees, agents and consultants; (if) take such action to the extent
nécessary to canse its Affiliates, employees, agents and consultants to comply with the terms and
conditions of this Article XI; and (iii) be responsible and liable for any breach of the provisions
of this Article X1 by it or its Affiliates, employees, agents and consultants. Bach Party will take
reasoneble precautions to safeguard the Confidential Information of the other Party. Bach Party
will also have the right {o make disclosures of such portions of the other Party’s Confidential
Information to Governmental Authorities where such disciosure is necessary for such Party to
perform its obligations under this Agreement. In addition, the Receiving Party may disclose
those portions of the Disclosing Party’s Confidential Information required o be disclosed by
legal process; provided, in cach case the Receiving Party, to the extent it is lawfully able to do
so, promptly informs the Disclosing Party, uses reasonable efforts to limit the disclosure and
maintaing the confidentiality to the extent possible and permits the Disclosing Party to attempt by
appropriate legal means to limit such disclosure.

11.3 Remedies. Bach Party understands and agrees that the wrongful disclosure of
the other Party’s Confidential Information ay result in serious and irreparable damage to the
other Party hereto, that the remedy at law for any breach of this covenant may be inadequate, and
that the Disclosing Party will be entitled to seek injunctive relief without the posting of any bond
or other security, enjoining or restraining any Person from auy violation or threatened violation
of this Article X1, without prejudice to any other rights and remedies to which it may be enfitled.

11.4 Retumn of Confidentis! Information. Except as otherwise set forth in this
Agreement, upon termination of this Agreement, the Receiving Party will promptly return all of
the Disclosing Party’s Confidential Information, including all reproductions and copies thereof in
any medium, except that the Receiving Party may retain one copy for its legal files.

11.5 Unsuthorized Use. If either Party becomes aware or has knowledge of any
unauthorized use or disclosure of the other Party’s Confidential Information, it will promptly
notify the other Party of such unauthorized use or disclosure.

11.6  Bxclusive Property. All Confidential Information is the sole and exclusive
property of the Disclosing Party and the permitted use thereof by the Receiving Party for
purposes of its performance hereunder will not be deemed a right, license or covenant, either
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express or implied, of the Receiving Party to use any such Confidential Information for any other
purpose.

11.7 ditiona! Confidentiality Prior to Distri intment Dat
Notwithstanding the other confidentiality provisions of this Article X1 and the remainder of this
Agreement, including Section 13.8, prior to the Distributor Appointment Date:

11.7.1 Bach Party will use code names to refer to the other Party, this Agreement and
the Product in such a manner as to disguise the true identity of the Parties, and the subject matter
of this Agreement and the Products; provided, howeyer, the actual names of the Parties and
Products may be used in the executed Agreement and Quality Agreement.

11.7.2 Watson will not disclose to any of its non wholly-owned Affiliates, agents and
consultants or to any Third Party the existence of this Agreement, the subject matter of this
Agreement, or the relationship between the Parties with respect to the Product, without the prior
written consent of Purdue.

11.7.3 Watson will not disclose to any of its employees the existence of this
Agreement, the subject matter of this Agreement, or the relationship between the Parties with
respect to the Product, except on a “need-to-know™ basis,

11.7.4 Watson will not make any public ansouncement or disclosure relating directly
or indirectly to this Agreement or the subject matter of this Agreement, or the relationship
between the Parties with respect to the Product, without the prior written consent of Purdue.

ARTICLE X1
TERM: TERMINATION

12.1 Term. This Agreement will become effective as of the Agreement Date and
will expire on December 31, 2008, unless this Agreement is terminated earlier (the “Initial
Term™). This Agreement will automatically renew for successive one-year periods following the
Initial Term (each, a “Renewal Texm™), unless terminated prior to the expiry of any Initial Term
or any Renewal Term by either Party confirmed in writing and delivered to the other Party at
least six months prior to the-expiration of the Initial Term or the Renewal Term to which it
relates (the Initial Term, together with any Renewal Term, the “Term™).

12.2  Termination. This Agreement may be terminated under any of the following
circumstances:

12.2.1 Material Breach. Failure by either Party to comply in any material respect
with any of its obligations contained in this Agreernent with respect to a Product will entitle the
other Party, if it is not in material default hereunder, to give to the Parly in default notice
specifying the nature of the default and requiring it to cure such default. If such default is not
cured within 30 days after the receipt of such notice, the notifying Party will be entitled, without
prejudice to any of its other rights conferred on it by this Agreement, and in addition to any other
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remedies available to it at law or in equity, to terminate this Apreement by giving written notice,
to take effect immediately upon delivery of such notice.

12.2.2 Failure to Supply, In the event that Purdue fails to supply (i) 80% of the
aggregate of Watson’s binding forecasted orders for the Product for more than 180 consecutive
days within any rolling 365-day period or (i) 65% of Watson’s binding forecasted orders for the
Product for more than 90 consecutive days within any rolling 365-day period, Watson will have
the right to tenminate this Agreement with 30 days’ prior written notice of such termination to
Purdue,

122.3 Minimum Quarterly Profit Share Guarantee. If at any time after the
Distributor Appointment Date, 85% of the aggregate Net Margin of all Products during such
calendar quarter is less than $2.0 million per quarter; provided that Purdue has fulfilled 90% of
Watson's binding forecasted orders for Product for such calculation period, then Purdue may
terminate this Agreement with 30 days’ prior written notice to Watson. If, during any calendar
quarter following the Distributor Appointment Date, the aggrepate Net Margin of all Products
during such calendar quarter is less than $500,000, then either Party may terminate this
Agreement with 30 days’ prior written notice to the other Party.

12.2.4 Product Discontinuance. In the eveat that Watson decides to discontinue
selling any dosage strength of Product (other than if required by the FDA), then Purdue will have
the right to terminate this Agreement by giving written notice to take effect immediately upon
delivery of such notice to Watson. In the event that Purdue decides to discontinue selling any
dosage strength of Product, then Watson will have the right to terminate this Agreement by
giving written notice to take effect immediately upon delivery of such notice to Purdue;
provided, however, that Watson will not have the right to terminate this Agreement if Purdue
removes A dosage strength of Product from Schedule 1,1C because (i) there occurs & serious end
unexpected event with respect to safety issues involving any such dosage strength of the Produet,
or any Governmental Authority has requested or directed discontinuance of development, use or
sale of such dosage strength of the Branded Product or Product in the Territory, or (ii) Purdue
removes or withdraws such dosage strength of the Branded Product from the market, If the
Agreement is terminated pursuant $o this Section 12.2.4, Purdue will reimburse Watson for
Supplier Penalties that are incurred by Watson for cancellation of customer supply contracts
existing at the date of the termination notice,

12.2.5 Limited Distribution. If there is a limited distribution of any dosage strength
of AB rated generic versions of the Branded Product, such that sales of such dosage strength of
any AB rated generic versions of the Branded Product are less than 25% of the aggrepate sale
units of all corresponding dosage strengths of (a) AB rated generic versions of the Branded
Product units, (b) Branded Product units, and (c) Product units, as reported by IMS Health
National Prescription Audit™ report, or such other report as may be mutually agreed to in
writing by the Parties, for a period of 30 consecutive days, then Purdue may elect to terminate
this Agreement, with respect to such dosage strength only, by giving written notice, to take effect
immediately upon delivery of such notice to Watson. If the Agreement is terminated pursuant to
this Section 12.2.5, Purdue will reimburse Watson for Supplier Penalties that are incurred by
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Watson for cancellation of customer supply contracts existing at the date of the termination
notice, If the Agreement, with respect to such dosage strength, is terminated pursuant to this
Section 12.2.5, then the post-termination non-compete provision, with respect to such dosage
strength, in Section 2.2.5, will not apply.

12.2.6 Risks and Liabilities. If for any reason this Agreement or Watson’s sale of
any Product under this Agreement creates a disadvantage, liability or risk to either Purdue or
Purdue’s products, mcludmg the Branded Products, then Purdue may terminate this Agreement
with immediate effect by giving written notice to Watson. If this Agreement is terminated
‘pursuant to this Section 12.2.6, Purdue will reimburse Watson for Supplier Penalties that are
incurred by Watson for canceilation of customer supply contracts existing at the date of the
termination notice. Notwithstanding the foregoing and except as required by Law, Purdue may
not terminate this Agreement pursuant to this Section 12.2.6 prior to the 60th calendar day
following the Distributor Appointment Date if such disadvantage, liability or risk arises or results
directly from an act by IVAX or Teva related to the IVAX Agreement.

12.2.7 Improved Branded Product. If (i) Purdue gains market authorization from the
FDA to market a different or additional formulation or indication of the Branded -Product,
including a formulation with abuse resistant properties (whether or not such properties are
approved for labeling by the FDA), end (ii) Purdue removes or withdraws Branded Product from
the market, then Purdue may terminate this Agreement with immediate effect by giving written
notice to Watson. If this Agreement is terminated pursuant to this Section 12.2.7, Purdue will
reimburse Watson for Supplier Penalties that are incurred by Watson for cancellation of
customer supply contracts existing at the date of the termination notice.

12.2.8 Patent Litigation. Purdue may elect to terminate this Agreement with
immediate effect by giving written notice to Watson if Purdue settles or receives a favorable
decision, order or judgment in Purdue’s sole determination, in any of its patent infringement suits
against infringers of Branded Product, including its pending petition for panel rehearing and
rehearing en bane, or a subsequent Supreme Court appeal, of its patent infringement suit against
Endo Pharmaceuticals, whether or not Watson has begun marketing the Products, If this
Agreement is terminated pursuant to this Section 12.2.8, Purdue will reimburse Watson for
Supplier Penalties that are incurred by Watson for cancellation of customer supply contracts
existing at the date of the termination notice. -

12.2.9 Nepative Net Margin. If at any time after the Distributor Appointment Date,
the Product has a negative Net Margin for 90 or more consecutive days, then either Party will
have the right to terminate this Agreement with 30 days’ prior written notice of such termination
to the other Party.

12.2.10 Regulation of Authorized Generics. If Purdue determines in its sole
discretion that after the Agreement Date {(a) any new Law has been enacted, promulgated or
deemed applicable to the transactions contemplated by this Agreement, including any Law
covering authorized generics or the “best price” interpretation for any dosage strength of
Branded Products for purposes of Medicaid or any other governmental reimbursement program,
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or (b) any existing Law or interpretation of any existing Law deemed applicable to the
transactions contemplated by this Agreement has been changed, including any existing Law
covering authorized generics or the “best price” interpretation for any dosage strength of
Branded Products for purposes of Medicaid or any other governmentel reimbursement program,
with the effect or anticipated effect that the consummation of the transactions contemplated by
this Agreement would be illegal or would otherwise cause a liability or risk to either Purdue or
the Branded Products, then Purdue will have the right to terminate this Agreement by giving
written notice to take effect immediately upon delivery of such notice to Watson.

12.2.11 Bankruptcy. This Agreement may be terminated, prior to the expiration of
the Initial Term or any Renewal Term, immediately by either Party: (a) in the event that the
other Party hereto (i) applies for or consents to the appointment of, or the taking of possession
by, a receiver, custodian, trustee or liquidator of itself or of all or a substantial part of its
property, (if) makes a general assignment for the benefit of its creditors, (ili) commences a
voluntary case under the United States Bankruptcy Code, as now or hereafier in effect (the
“Baplruptey Code™), {iv) files a petition seeking to take advantage of any law relating to
bankruptey, insolvency, reorganization, winding-up, or composition or readjustment of debts (the
“Bapkruptcy Laws™), (v) fails to controvert in a timely and appropriate manner, or acquiesce in
writing to, any petition filed against it in any involuntary case under the Bankruptey Code, or
(vi) takes any corporate action for the purpose of effecting any of the foregaing; or (b) if a
proceeding or case is commences against the other Party hereto in any court of competent
jurisdiction, seeking (i) its liquidation, reorganization, dissolution or winding-up, or the
composition or readjustment of its debts, (ii) the appointment of a trustee, receiver, custodian,
liquidator or the like of the Party or of all or any substantial part of its assets, or (jii) similar relief
under any Bankruptcy Laws, or an order, judgment or decree approving any of the foregoing is
entered and continues unstayed for a period of 60 days; or an order for relief against the other
Party hereto is entered in an involuntary case under the Banlkruptcy Code.

12.2.12 Qceurrence of Serious Safety Event. If there occurs a serious and
unexpected event with respect to safety issues involving any Product, as a result of which the
NDA has been terminated or suspended in the Territory or any Governmental Authority has
directed discontinuance of development, use or sale of the Product in the Territory, then either
Party may terminate this Agreement by giving writfen potice, to fake effect immediately upon
delivery of such notice to the other Party.

12.2.13 Distributor Appointment Date Authorzation. If the Distributor Appointment

Date does not occur by 12 months afier the Agreement Date, then either Party will have the right
to terminate this Agreement immediately upon written notice of such termination to the other
Party. If the Agreement is terminated pursuant to this Section 12.2.13, then the post-termination
non-compete provision in Section 2.2.5 will not apply.

12.2.14 Change of Control. If for any reason Watson enters into any agreement to
sell, assign, transfer, mortgage, pledge or otherwise directly or indirectly (by merger,
consolidation, sale of assets and business or stock, whether by operation of law or otherwise)
dispose of, or suffer the disposition of, more than 50% of its total assets or Capital Stock, or,
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enters into any agreement that would otherwise result in a change of control of Watson such that
a corporation or other organization will control or own, directly or indirectly, more than 56% of
the Capital Stock, or more than 50% of the voting power entitled to vote on the election of
members of the board of directors or similar governing body of Watson, then Purdue may elect
to terminate this Agreement with immediate effect by giving written notice to Watson.

12.2.15 Other. If for any reason Purdue, in its sole discretion, determines that it
wishes to terminate this Agreement, then Purdue will have the right to terminate this Agreement
with 90 days’ prior written notice of such termination to Watson; provided, however, that Purdue
may not provide notice of termination of this Agreement pursuant to this Section 12.2.15 during
the period beginning on the Distributor Appointment Date and ending 12 months after the
Distributor Appointment Date.

12.3  Effect of Termination.

12.3.1 In the event this Agreement is terminated pursuant to Section 12.2 (other than
pursuant to Section 12.2.15), the termination notice and post-termination provisions, if any, of
such Sections will apply. Upon delivery of such termination notice, Watson will not place any
Firm Orders for Product, and will not enter into any new supply contracts for Product, and,
unless terminated by Watson pursuant to Section 12.2.1, Purdue will have the option of not
filling any existing Firm Orders. At Purdue’s option, Watson will (a) within 30 days after the
termination notice date, retum all remaining inventory to Purdue, (b) within 30 days after the
termination notice date, destroy all remaining inventory, or (¢) within 90 days after the
termination notice date, have the option to sell all remaining inventory. 1f Purdue elects option
(&) or (b) or Watson declines option (¢), Purdue will be respousible for reimbursing Watson for
the Transfer Price plus reasonable shipping costs incurred on inventory that Watson destroyed or

" returned, and Watson will have no responsibility for any further inventory that it had previousty

ordered,

12.3.2 In the event this Agreement is terminated pursuant to Section 12.1,at
Purdue’s option, Watson will (a} within 30 days after the termination effective date, return all
remaining inventory to Purdue, (b) within 30 days afier the termination effective date, destroy all

. remaining inventory, or (¢) within 90 days after the termination effective date, have the option to

sell all remaining inventory. If Purdue elects option (a) or (b) or Watson declines option (¢},
Purdue will be responsible for reimbursing Watson for the Transfer Price plus reasonable
shipping costs incurred on inventory that Watson destroyed or returned, and Watson will have no
responsibility for any further inventory that it had previously ordered.

12.3.3 In the event Purdue notifies Watson of Purdue’s intention to terminate this
Agreement pursuant to Section 12.2.15, Watson will, during the 90-day period beginning on the
date of receipt of such notice and continuing up to the day preceding the Section 12.2.15

‘Termination Effective Date, continue to act as the exclusive distributor of the Products in the

Territory and continue fo market, distribute and sell all of Watson’s remaining inventory of the
Products in the Tegritory, pursuant to the terms and conditions of this Agreement. At Purdue’s
option, Watson will (a) within 30 days after the Section 12.2.15 Termination Effcctive Date,
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return all remaining inventory to Purdue, (b) within 30 days afier the Section 12.2.15
Termination Effective Date, destroy all remaining inventory, or (¢) within 90 days after the
Section 12.2.15 Termination Effective Date, have the option to sell all remaining inventory. If
Purdue elects option (a) or (b) or Watson declines option (¢), Purdue wil} be responsible for
reimbursing Watson for the Transfer Price plus reasonable shipping costs incurred on inventory
that Watson destroyed or returned, and Watson will have no responsibility for any further
inventory that it had previously ordered. '

12.3.4 In the event that Purdue notifies Watson of Purdue’s intention to terminate
this Agreement pursuant to Section 12.2.15, Purdue will pay to Watson on the [4-month
anniversary of the Section 12.2.15 Termination Effective Date, an amount equal to the Section
12.2.15 Termination Fee,

12.3.5 In the event of any termination, Watson will be responsible to pay Purdue its
Monthly Payment(s) on any sales of such Products after the termination notice date in
apcordance with Section 3.2 and Article V as though such rights had not terminated. In the final
scconnting of Annual Profit Share owed for Products sold prior to the effective date of such
termination, Purdue will not include in the Manufacturing Costs the cost of such Products that
are in finished form {(whether on hand at Purdue or at Watson), all work-in-progress, all
inventories of Product materials, and all components and other bulk materials purchased by
Purdue for the manufacture of Products pursuant to this Agreement. At Purdue’s sole discretion,
Purdue may use all or some of such inventories of Product materials, components and other bulk
matérials. Subject to Section 12.3.1(¢) and Section 12.3.2(c), upon the termination effective
date, Watson will immediately stop marketing, selling and distributing Product to the Trade.

12.3.6 Without limiting either Party’s right to damages for any breach of this
Agreement, neither Purdue rior Watson will incur any liability to the other by reason of the
termination of this Agreement as provided herein, whether for loss of goodwill, anticipated
profits or otherwise, and Purdue and Watson will accept all rights granted and all obligations
assumed hereunder, including those in connection with such termination in full satisfaction of
any claim resulting from such termination.

12.3.7 Upon termination of this Agreement, the rights granted to Watson pursuant
to Section 2.1.1 with respect to Products will immediately terminate and each Party and its
respective Affiliates and agents will cease any and all use of Confidential Information of the
other Party relating to the Products.

124  Accrued Rights: Surviving Obligations.

12.4,1 Termination or relinquishment of this Agreement for any reason will be
without prejudice to any rights that will have accrued to the benefit of either Party prior to such
termination or relinquishment, and such termination or relinquishment will not relieve either
Party from obligations which are expressly indicated to survive termination of this Agresment.

12.4.2 All of the Pariies’ rights and obligations under Articles I (Definitions;
Interpretations), 1 (Payments) (as applicable), V (Payments and Reports) (as applicable), VIII
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(Intellectual Property), IX (Indemnification; Limitations on Liability), X (Compliance with
Governmental Authority Regulations), XI (Confidentiality), and XIII (Miscellaneous
Provisions), and Sections 12.3 (Effect of Termination) (as applicable) and 12.4 (Accrued Rights;
Surviving Obligations) will survive termination hereof,

ARTICLE X1l

MISCELLANEQUS PROVISIONS

13,1  Force Majeure. Each Party will be excused from the performance of its
obligations undey this Agreement to the extent that such performance is prevented by a Force
Majeure Event and the non-performing Party promptly provides written notice to the other Party
of such inability and of the period for which such inability is expected to continue, Such excused
performance will be continued so long as the condition constituting a Force Majeure Event
continues and the non-performing Party takes reasonable efforts to remove the condition. For
purposes of this Agreement, a Force Majeure Event will include conditions caused by
occurrences beyond the control of the Parties affected, including an act of God, an act,
pronouncement, omission or delay in acting by any Governmental Authority (including the FDA
and the DEA)} or the other Party, war, an act of war, terrorism, insurrection, riot, civil
commotion, epidemic, faifure or default of public utilities or common carriers, labor strike,
lockout, labor disturbance, embargo, fire, earthquake, flood, storm or like catastrophe (each a
‘“Force Majeure Event™). Notwithstanding the foregoing, nothing in this Section 13.1 will excuse
or suspend the obligation of either Party to make any payment due under this Agreement or the
Quality Agreement in the manner and at the time provided.

13.2 Notice. All notices, instructions and other communications hereunder or in
connection herewith will be in writing, will be sent to the addresses below and will be:
() delivered personally; (b) sent by registered or certified mail, return receipt requested, postage
prepaid; {c) sent via 8 reputable nationwide overnight courier service; or (d} sent by facsimile
transmission. Any such notice, instruction or corntnunication will be deemed to have been

(delivered (w) upon receipt if delivered by hand, (x) thre¢ Business Days after it is sent by

registered or certified mail, return receipt requested, postage prepaid, (¥) one Business Day after
it is sent via a reputable nationwide overnight courier service, or () when transmitted with
electronic confirmation of receipt, if transmitted by facsimile (if such transmission ison a
Business Day; otherwise, on the next Business Day following such transmission).

For Purdue:

One Stamford Forum

Stamford, CT 06901-3431

Attention: Howard R. Udell
Executive Vice President,
Chief Legal Officer
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Telephone; (203) 588-7020
Fax: (203) 588-6204

with a copy to:

Chedbourne & Patke LLP

30 Rockefeller Plaza

New York, NY 10112
Attention: Anthony M. Roncalli

Telephone: (212) 408-5281 : ‘
Fax: (212) 541-5369 | |

For Watson:

360 _Mt. Kemble Avenue
Morristown, New Jersey 07962 .
Attention:  President, Generies Division

Telephone: (973) 355-8550
Fax: {973) 355-8580

with a copy to:

Watson Pharmaceuticals, Inc.
311 Bonnie Circle

Corona, California 92880 . |
Attention:  General Counsel

Telephone: (951) 493-5925
Fax: (951) 4935821

13.3  Assignment. Neither Party will assign this Agreement or its rights or

(x) Purdue may assign or transfer this Agreement and its rights and obligations hereunder
without the consent of Watson to (i) an Affiliate, (ii) any assignee of all or substantially all of its
business, or (iii) its successor in the event of its merger, consolidation or involvement in a similar
transaction; and (y) Watson may assign or transfet this Agreement and its rights and obligations
hereunder without the consent of Purdue to 8 wholly-owned subsidiary of Watson, provided such
assignment by Watson will not relieve Watson of its obligations to Purdue under this Agreement.
Any permitied successor or assignee of rights and/or obligations hereunder will, in a writing to
the other Party, expressly assume performance of such rights and/or obligations. An assignment
or transfer by a Party pursuant to this Section 13.3 will be binding on its successors or assigns.
No such assignment or transfer will be valid or effective unless performed in accordance with
this Section 13.3.
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134 No Waiver. Any term or condition of this Agmemem may be waived at any
time by the Party that is entitled to the benefit thereof, but no such waiver will be effective unless
get forth in a written instrument duly executed by or on behalf of the Party waiving such term or
condition, No waiver by anty Party of any term or condition of this Agreement, in any one or
more instances, will be deemed to be or construed as a waiver of the same or any other term or
condition of this Agreement on any fiture occasion. Except as expressly set forth in this
Agreement, all rights and remedies available to a Party, whether under this Agreement or
afforded by Law or otherwise, will be cumulative and not in the alternative to any other rights or
remedies that may be available to such Party.

13.5 Dispute Resolution.

13.5.1 Any dispute or claim arising out of or relating to this Agreement, or to the
breach, termination, or yalidity of this Agreement, will be resolved as follows: the Executive
Officers of each Party will meet to attempt to resolve such dispute by good faith negotiations. If
the Executive Officars cannot resolve the dispute within 30 days after & Party requests such a
mecting, then each Party will attempt in good faith to seitle the dispute by mediation pursuant to
Section 13.5.2,

13.5.2 The mediation of any dispute is to be administered by JAMS or such other
mediator as may be mutually agreed to by the Parties. If mediation is unsuccessful within 30
days after the Parties request mediation pursuant to this Section 13.5.2, the Parties may then
resort to the alternative dispute resolution procedures set forth on Schedule 13.5.2.

13.5.3 Notwithstanding anything to the contrary in Section 13.5.1 or 13.5.2, if either
Party in its sole judgment believes that any such dispute could ceuse it irreparable hamm, such
Party (a) will be entitled o seek equitable relief in order to avoid such irreparable harm and
(b} will not be required to follow the procedures set forth in Section 13.5.1 or 13.5.2.

13.6 Governing Law. This Agreement, including the interpretation, performance,
enforcement, breach or termination thereof and any remedies relating thereto, will be governed
by and interpreted in accordance with the internal laws of the State of New York, without regard
to its conflicts of laws rules.

13,7 Entirety of Agreement. This Agreement and the Quality Agreement, and ali
schedules and exhibits attached hereto and thereto, set forth the complete, final and exclusive
agreement and all the covenants, promises, agreements, warranties, representations, conditions
and understandings between the Parties hereto and supersede and terminate all prior covenants,
promises, agreements, warranties, representations, conditions and understandings between the
Parties. There are no covenants, promises, agreements, warranties, representations, conditions or
understandings, either oral or written, between the Parties other than as are set forth herein and
therein. No subsequent alteration, amendment, change or addition to this Agreement or the
Quality Agreement will be binding upon the Parties unless reduced to writing and signed by an
authorized officer of each Party.
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13.8 Public Announcements. The form and content of any public announcement,
including any press release, to be made by one Party regarding this Agréement, or the subject
matter contained herein, will be subject to the prior written consent of the other Party. Subject to
the prohibitions of Section 11.7, this provision will not preclude a Party from making disclosures
required by applicable Law (including disclosure requirements under federal or state securities
laws, NASDAQ or eny stock exchange requirements, or otherwise}, in which event the
disclosing Party will give the other Party reasonable advance notice of at least two Business
Days to review and comment on such disclosure. The disclosing Party will use Commercially
Reasonable Efforts to obtain confidential treatment of such information that is required to be
disclosed by Law.

13.9 Relationship of the Parties. Neither Party will have any responsibility for the
hiring, termination or compensation of the other Party’s employees or for any employee benefits
of such-employee. No employee or representative of a Party will have any authority to bind or
obligate the other Party to this Agreement for any sum or in any manner whatsoever, or to create
or impose any contractual or other liability on the other Party without said Party’s approval, For
all purposes, and notwithstanding any other provision of this Agreement to the contrary,
Watson's legal relationship to Purdue under this Agreement will be that of independent
contractor. This Agreement is not & partnership agreement and nothing in this Agreement will be
construed to establish a relationship of partners or joint venturers between the Parties,

13.10 Non-Solicitation of Employees. During the Term of this Agreement, neither
Party may, directly or indirectly, recruit or solicit any employee of the other Party who became
known to the other Party through contact or interactions for the purposes of performing this
Agreement, without the prior consent of the other Party, except pursuant to general solicitations
not targeted at such employees.

13.11 Severability. In the event that any one or more of the provisions contained
herein, or the application thereof in any circumstances, is held to be invalid, illegal or
unenforceable in any respect for any reason, the Parties will negotiate in good faith with a view
to the substitution therefor of a suitable and equitable solution in order to carry out, so far as may
be valid and enforceable, the intent and purpose of such invalid provision; provided, however,
that the validity, legality and enforceability of any such provision in every other respect and of
the remaining provisions contained herein will not be in any way impaired thereby, it being
intended that all of the rights and privileges of the Parties hereto will be enforceable to the fullest
extent permitted by Law.

13.12 Books and Records. Any books and records to be maintained under this
Agreement by a Party or its Affiliates will be maintained in accordance with GAAP.

13.13 Expenses. Each of Purdue and Watson will bear its own direct and indirect
expenses incurred in connection with the negotiation and preparation of this Agreement and the
Quality Agreement and, except as set forth in this Agreement or the Quality Agreement, the
performance of the obligations contemplated hereby and thereby.
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13.14 No Third Party Beneficiary. This Agreement will be binding upon and inure
solely to the benefit of the Parties hereto, their successors and permitted assigns, and nothing in
this Agreement, express or implied, is intended to or will confer upon any other Person or
Persons any rights, benefits or remedies of any nature whatsoever under or by reason of this
Agreement,

13.15 Further Actions. Each Party will execute, acknowledge and deliver such
further instruments, and do all such other acts, as may be necessary or appropriate in order to
carry out the purposes and intent of this Agreement,

13.16 Counterparis; Facsimile Signatures. This Agreement may be executed in
counterparts, each of which counterparts, when so executed and delivered, will be deemed to be
an original, and both of which counterparts, taken together, will constitute one and the same
instrument even if both Pasties have not executed the same counterpart, Signatures provided by
facsimile transmission will be deemed to be original signatures.

13.17 Headings. The headings for each Article and Section in this Agreement have
been inserted for convenience of reference only and are not intended to limit or expand on the
meaning of the language contained in the particular Article or Section, and will be of no force or
effect in construing or interpreting any of the provisions of this Agreement.

[The next page is the signature page.]
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IN WITNESS WHEREQF, each of the Parties has caused this Agrecment to be
executed in puudtiple counterparts by ita duly authorized representative.

PURDUE PHARMA L.P.
By: Purdue Pharma Inc., its general partner

By: ,MW%
Namg: Edward B. Mahony

Title: Bxecutive Vice President, Chief
Finangial Officer

WATSON PHARMA, INC.

Name: Charles P. Slacik’
Title: Executive Vice President and Chief
Financial Officer
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Exhibit A
UAL GREEMENT

See TAB 2.
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Schedule 1.1A
BRANDED PRODUCTS

10 mg, 20 mg, 40 mg and 80 mg OxyContin® (axymdone hydrochionde controlied-
release) Tablets, approved for the management of moderate to severe pain when
continuous, around-the-clock enalgesia is needed for an extended period of time under
NDA number 020553 on December 12, 1995 for the 10 mg, 20 mg, and 40 mg dosage
strengths, and December 9, 1996 for the 80 mg dosage strength, and as currently - .
marketed by Purdue on the Agreement Date, but specifically excluding all other existing

-or future dosage strengths, all other existing or future formulations, including abuse

resistant formulations, and all other existing or future indications.
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Schedule 1.1B
CALCULATION OF TRANSFER FRICE
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Schedule 1.1C
FRODUCTS; SHELF LIFE: MINIMUM BATCH SIZE

Product definition: Authorized generic versions of 10 mg, 20 mg, 40 mg and 80 mg
OxyContin ® (oxycodone hydrochloride controlled-release) Tablets, approved for the
management of moderate to severe pain when continuous, around-the~clack analgesia is
needed for an extended period of time under NDA number 020553 on December 12,
1995 for the 10 mg, 20 mg and 40 mg dosage strengths, and December 9, 1996 for the 80
rog dosage strength, and as currently marketed by Purdue on the Agreement Date, but
specifically excluding all other existing or future dosage strengths, all other existing or
future formulations, including abuse resistant formulations, and all other existing or
future indications.

NDC Description | Minimum Shelf Life
Batch Size

0591-3501-01 | 10mpl100ct | 15,000 bottles 35 months

0591-3502-01 | 20mg100ect | 15,000 bottles 335 months

0591-3503-01 | 40mg100ct | 10,000 botiles 35 months

0591-3504-01 | 80mg 100 ct 5,000 bottles 35 months
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Schedule 11D
RISK MANAGEMENT PROGRAM

“Watson must comply with the following Risk Management Program activities prior to
and at all times during all marketing, selling or distributing of the Products in the
Teritory: '

(&)  Watson will provide to Purdue’s Corporate Security Department
(contact information below in clause (k) a detailed report of any disruption to, loss
from or imminent threat to supply chain integrity, from receipt of Product from
Purdue to distribution of Froduct to the Trade, upon becoming aware of such event,
including:

) Attempted or actual theft or loss of any controlled substance, or
packaging materials, such as bottles, Labels, etc. relating to Product; and

(iiy  Counterfeit Product or packaging for Product;

(b)  Watson will provide to Purdue’s Controlled Substance Act
Compliance Officer (contact information below in clause (k)):

{ Reports of any variances to Watson’s standard operating
procedures for Product handling or record keeping within facilities under
" Watson's control; and

(i)  Results of DEA inspections of Watson’s facilities that contain
Product (provided that Watson will not be required to provide the results of
any inspection that is unrelated, in whole or in part, to Product or any
scheduled products and that could not reasonably be construed to affect
Product in any manner whatsoever).

{¢)  Upon Purdue’s request, Watson will produce as soon as possible, but
in no event later than three Business Days after such request, a complete and
accurate listing of all distribution facilities/entities to which Product has been
shipped, including legible copies of the relevant DEA 222 forms.

(dy  If Watson telemarkets the Product directly to any pharmacy, Waison
will distribute to these pharmacies Purdue’s written materials dealing with
prevention of abuse and diversion, and materials for education on the proper
management of pain {provided that, prior to distribution, Purdue provides Watson
with a copy of the DEA’s approval of such written materials, if such approval is
required by Law). '
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- (e}  Watson will only market or seli Product to buying officers of
wholesalers, pharmacy retailers and other distribution channels such as mail order
pharmacies, long-term care facilities and closed provider pharmacies.

()  Watson will not market or sell Product to health care professionals,
hospitals or any patient setting that would be equivalent to a pharmaceutical sales
representative detail call.

()  Watson will not market the Product to consumers, patients, or potential
patients, directly or indirectly, or through any direct-to-consumer advertising,

(h)  Watson will make available to its customers for the Product the
“Patient Package Insert” or “Medication Guide”, whichever is applicable,

(i}  Watson will cooperate with Purdue in the timely adoption and
implementation of security features for the Product as they are developed and
implemented in Purdue’s risk management program for its Branded Products.

) If Watson becomes aware of any abuse or diversion of Product,
Watson will notify Purdue’s Department of Risk Management & Health Policy
{contact information below in clause (k)).

&) | Contact information:

@) Purdue’s Corporate Security Department
1. Aaron Graham
Vice President, Chief Security Officer’
Tel: (203) 588-8454
Celi: (203) 912-2000
Fax: (203) 588-6088

(i)  Purdue’s Controlied Substance Act Compliance Officer
John Crowley
Executive Director, Controlled Substance Act Compliance
Tel: (203) 588-8613
Fax: {203) 588-6204

{iii)  Purdue’s Department of Risk Management & Health Policy
1. David Haddox, D.D.S., M.D.
Vice President, Risk Management & Health Policy
Tel: (203) 588-7667
Fax: ' (203) 588-6242
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hedule 2.
OMMERCIALIZATION PL.

Euarly Stage

1. National Account Team will identify which Watson customers are currently
purchasing Products from all sources.

2. From the identified current Watson customer list, develop a list of priority custorners
in order to gain the target market share,

a. Target approximsately 2-3 large chaing, mid-level regional chains and
wholesalers, and 1-2 large wholesaler source programs.

b. Obtain customer commitments from custormers to reach the target share.

¢. Depending on the customer mix, develop tote bin promotional stuffers for the
wholesalers to include in all C-II orders they ship to their customers. Obtain
Purdue’s approval of promotional stuffers in accordance with Section 6.3(¢)
prios to distribution.

3. Develop an advertisement that Watson will send in the monthly Pharm-alert. This
advertisement will also be placed in Trade Journals, Obtain Purdue’s approval of
such advertisement in accordance with Section 6.3(c) prior to distribution or
placement,

Upon Commercialization
1. Send INFOQlert to Trade announcing the New Product Introduction. (This message
would include SWP and WAC along with tablet description).

2. Send marketing and distribution specifications to customers who choose Watson as
the vendor of choice.

3. Issue an advertisement to Pharm-alert that will be sent to the Pharmacist level.
Obtain Purdue’s approval of such advertisement in accordance with Section 6.3(c)
prior to distribution or placement.

4. Run same advertisement frorn the Pharm-alert as soon as possible in the Trade
Journals.

NOTE: The above plan may change upon mutual consent of the Parties depending on
timing of Watson launch, number of Competitors and other market factors.
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Scheduls 4,1.3
INITIAL LABEIL

See aitached,
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10mg
20mp
40mg
80my

10mg
20my
40mg
80mp

10my

40mg
Bimg

Qct-06
2848
4323
4086

786

Oct-86
1,668
2,831
2,832
1,733

Oct-7
1,610
2,744
3176
1,848

Nov-05
3,031
4,355
4,508

847

Nov-08
1,767
2878
3071
1.812

Nov-b7
1,885
2,883
3375
1,925

N3 - 394520.12

Decdb

2,809
4,509
4320
1,505

Dec-06
2,19
3675
3,788
2,235

Dac-C7
2,087
3,654
4,122
2,368

L 36-

Jan-06
1,695
2876
2820
1,374

Jan07
1,601
2,516
2,962
1,770

Jan-08
1,680
2720
3217
1,871

Schedule 4.2.1

ONTH FORECASTIN T

Fab-06
1,190
2,875
2,548
1,495

Feb47
1,748
2959
3,185
1,847

Fah.0B
1,864
2,658
3415
1,982

MarL6
2,238
.7
3,564
1,847

Mar-07
2,186
3,648
3,818
2272

Mar-08
2,081
3523
4,171

_ 2401

Apr06

1,701
2,800
2,838
1,628

Apro7
1,654
2,792
3,067
1,785

Apir-08
1,570
2,698
3,258
1,868

ETS (000s
May-08  Jun-6$
1,787 2,2
2870 3,888
3,098 3148
18% 2,067
May-07 Junb7
1,727 2,138
2533 3616
3,287 4,003
1,873 2,304
May-08  Jun-08
1,643 2,035
2833 3482
3,455 4,220
1,976 2427

Jul-08
1,688
2,839
2,851
1,663

Jul-o7
1,630
2,798
3,128
1,820

Jul-3
1,580
2,714
2,278
1,910

Aug-28
1,783
2,593
3,161
1,761

Aug-07
1,706
2,808
3,324
1,888,

Aug8
1,653
2,851
3,478
1480

Sop08
221
3694
3,660
27

SepY
2413
3,685
4,065
2,336

Sop-08
2,008
3,461
4270
2,462



Schedule 4.3.1
INITIAL FIRM ORDER
NDC # QUANTITY | BATCH SIZE | BATCHES DELIVERY
FPRODUCT DATE

0591-3501-01 60,000 15,000 4 10/26/05
10 mg 100 ct bottle

0591-3502-01 45,000 15,000 3 10/26/05
20 mg 100 ct bottle

0:591-3503-01 30,000 10,000 3 10/26/05
40 mg 100 ct boitle

0591-3504-01 20,000 5,000 4 10/26/05
80 mg 100 ct boitle

0591-3501-01 0 15,000 0 11£2/05
10 mg 100 ¢t bottle

0591-3502-01 - 60,000 15,000 4 11/2/05
20 mg 100 ot botile _

0591-3503-01 70,000 10,000 7 11/2/05
40 mg 100 ct boitle

0591-3504-01 0 5,000 0 11/2/05
80 mg 100 ct bottle

0591-3501-01 0 15,000 0 11/5/05
10 mg 100 ct bottle

0591-3502-01 0 15,000 0 11/9/05
20 mg 100 ct botile

0591-3503-01 0 10,000 0 11/9/05
40 mg 100 ct bottle

0591-3504-01 30,0600 5,000 6 11/6/05
80 mg 100 ct bottle

NYD-39450.12



Schedule 4.4.3
SHIPPING LOCATION

Watson Pharmaceuticals, Inc.
39 Mt. Bbo Road South
Brewster, NY 10509
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Schedule 4,4.6A
FORM OF CERTIFICATE OF ANALYSIS

See attached,
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Finished Product: Oxycodone CR 40mg Tablets - ABG

Lot Shee; a,pnn,ann Lot Bumber; WX
Manufectured: Month, Day, Yeer  Spetification Number; Qﬁmoss usva

Bqiraion Date: _ mwi-yyyy

Tested In acoordance with Quality Swandard Number: Q5301085 UsV1

mﬁi' ok In ha sarmple
) Em‘lﬁﬂ%ﬁmﬂmmaﬂm

n o £3do snd MB'MMH%

Maals all requirements for Identity, Potency, Purity and Quallty.
Data Reported By / Date: Data Approved By / Date:

name S nme
Title, Quality Control Tile, Quality Control

Additionally the finished product was manufactured under oGMP conditions.
Data Approved By / Date:

nEme
Title, Quality Assurance

Purdue Pharmaceuticals LP., 4701 Purdue Drive, Witson, NC 27893 USA
Tel: +1 (252) 265-1900, Fax: +1 (252) 243-2533
Pagelof 1



Schedule 4.4.6B
FORM OF CERTIFICATE OF CO

See attached.
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FINISHED PRODUCT BATCH DISPOSITION

Batch Number: ’ Quantity;

Product Name; ____ Manufacturing Date:
- Coafing Date:
Explration Date: Packaging Date:
Product Batch Disposition Form Completed: ——
_, {nialDatn)
Packaging
(nilotidats) {inftialdate)
ggls;wd Product
esting Results
: - (avtiaidate) . (Qritidsto)

| Quality Notificationa/LIR (WA ssxtion If not applicatie
Assnclated Number and completion date

RELEASE OF THIS LOT SIGNIFIES THAT THIS BATCH HAS BEEN
MANUFACTURED AND PACKAGED IN ACCORDANCE WITH PURDUE
PHARMACEUTICAL L. P., WILSON FACIITY'S STANDARD OPERATING
PROCEDURES, REGULATORY REQUIREMENTS AND IN COMPLIANCE WITH
CURRENT GOOD MANUFACTURING PRACTICES.

FINAL QA RELEASE BY:

(Sgnatus/date)
VERIFIED QA RELEASE BY:

(Bgnahyo/diio]

BATCH 18 NONCONFORMING AND 18 NOT TO BE RELEASED:

- Date:
{GA Management or Desliynea)
GA Dispusition By - Data: Yorifiod By: Bate:
Comments:
CONFIDENTIAL WiL_FORM_DA_000218C {varsion 8.0)

Pirit Data 10/3/20058:07 PM



Schedule 4.7.3
REASONABLE AND CUSTOMARY SUPPLIER PENALTIES

Sec attached,
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Contracts with Failure to Supply Requirements

CONFIDENTIAL




Schedule 524
SAMPLE MONTHLY, QUARTERLY, INITIAL PERIOD AND ANNUAL REPORTS
WATSON PHARMA, INC.
Meonthly & Quarterly Statement
Watson Gross Sales - Units $
0591-3501-01 10 mg 100 ot bottle XXX XXX XXX
0591-3502-01 20 mg 100 ot battle XXX SAAXXXX
0591-3150331 40 mg 100 ot botile XXX L6 0.8.9.6.4
0591-3504-01 80 mg 100 of bottle XAX 3858 6.0 4
Gross Sales X XXX SX XXX XXX
Less: Sales Returns and Adjustments (SRA) {(XXK AR
Net Sales FAXXX XXX
Cost of Goods Sold (Transfer Price) (XXX XXX)
Shipping Expense Fee (2% of net Sales) {XXAXXX)
Net Margin X, XXX XXX
Purdue Margin Share (90%) XX XXX
MEMOS
! Sales by Class of Tmag Units {on an Chains Major Mail Independent
as needed basig) Whalr Order Wholesalers
(3591-35}31-01 10 mg 100 of bottle XXX KX XxXx XX
0561-3502-01 20 mg 100 ct bottle XxX XX XXX XXX
0591-3503-01 40 mg 100 ¢t bottle XX XX XXX .64
0591-3504-01 80 mg 100 ct bottle XXX XXX XXX XXX
Totals : X, XXX XXXX X XXX XXX
2 SRA’'s Consist of: Yo
Chargebacks XX. X%
Rebates XX X%
Retumns XA X%
Shelf Stack Adjustments XX X%
Reprocurement Charges XX X%
Cash Discounts XX X%
Medicare, Medicaid Rebates XX X%

NY3I - H408.12



Other Credits X X%

3 Watson Market Share, % Units (on an % Tota) % Generics

as needed basis)

0591-3501-01 10 mg 100 ct bottle XXX% XX.X%
0591-3502-01 20 mg 100 ct bottle XXX% XX X%
0591-3503-01 40 mg 100 ¢t bottle XX X% XX X%
0591-3504-01 80 myg [00 ct bottie XX X% XX X%
Crverall XX X% XX X%

4  AB Generic Markef Share Information Company X Company ¥ Company Z

(on an as needed basis) % shave % share % share
10 mg XXX% % XX X%
20 mg KX X% XX X% - XX X%
44 mg XX.X% XX X% XXX%
80 mg X X% XX X% XX X%
Overall XXX% XX X% XX X%
5  Averape Net Selling Price per Unit $iunit
0591-3501-01 16 mg 100 ot bottle XXX XX
0591-3562-01 20 mg 160 ot bottle XXX XX
0591-3503-01 40 mg 160 ct bottle FXO0(XX
0591-3504-01 80 mg 100 ot bottle FXXX.XX
6 Period Inventory Levels, Unjts (on an WATSO CUSTOMERS
as needed basis)
Beginning  Ending Change  Beginning  Ending
0591-3501-01 10 mg 100 ct hottie XKXXX XX XXX XXX XXX XXX
0591-3502-01 20 mg 100 ¢t botile XX XXX XX XXX XXX XXXXX XOLXXX
0591-3503-01 40 mg 100 ct bottle X XXA XX XXX XXX XXX XX XXX

NY3-104529.12



0591-3504-01 80 mg 100 ot bottle XXXX XXX XXX XXX XXXX
XXXKK XOGKKX XKXXK XXXXKK | XRKKXX
All other oxycodone ER products XXX XXX XKKXXX

(2) TMS Health National Preseription Audit™ report

(b} Such other repori(s) as may be mutually agreed to in writing by the Parties in
support of the market share information relating to each Product

() Other reports that are customary in the generic pharmacentical industry

NOTE: Actusal reporis may vary in format but will contain the above information and any
edditional information which may be mutually agreed upon

NHY3 - 354520.12




WATSON PHARMA, INC.
Weekly Statement

Watson Gress Sales
0591-3501-01 10 mg 100 ct bottle
0591-3502-01 20 mg 100 ct bottle
0591-3503-01 40 mg 100 ct bottle
0591-3504-01 80 mg 100 ct boftls

Gross Sales

HY3-394529.12

Schedule 5.2B

SAMPLE WEEKLY REPORT

Unlts b




Schedule 13.5.2
ALTERNATIVE DISPUTE RESOLUTION

In accordance with Section 13.5.2 of the Agreement, either Party may initiate an
Alternative Dispute Resolution (*ADR™) proceeding as provided herein. The Parties will
have the right to be represented by counsel in such a proceeding.

1, To initiate an ADR proceeding, a Party must provide written notice to the
other Party of the issues to be resolved by ADR. Within 14 calender days after its receipt of
such notice, the other Party may, by written notice to the Party initiating the ADR, add

“additional issues to be resolved within the same ADR.

2, Within 21 calendar days following receipt of the original ADR notice, the
Parties will select a mutually acceptable neutral to preside in the resolution of any disputes
in the ADR proceeding. If the Parties are unable to agree on a mutually acceptable neutral
within such period, either Party may request the President of the CPR Institute for Dispute
Resolution (the “CPR™), 366 Madison Avenue, 14th Floor, New York, New York 10017, to
select a neutral pursuant to the following procedures:

(1) The CPR will submit to the Parties a list of not less than five
candidates within 14 calendar days afier receipt of the request, along with a
Curriculum Vitae for each candidate. No candidate may be an employee,
director, or shareholder of either Party or any of their subsidiaries or Affiliates.

(b) Such list will include a statement of disclosure by each candidate of
any circamstances likely to affect his or her impartiality.

(c) Each Party will pumber the candidates in order of preference {with the
number one signifying the greatest preference) and will deliver the list to the
CPR within seven calendar days following receipt of the list of candidates, If a
Party believes a conflict of interest exists régarding any of the candidates, that
Party will provide a written explanation of the conflict to the CPR along with its
list showing its order of preference for the candidates. Any Party failing to return
a list of preferences in the required time allowed will be deemed to have no order
of preference.

(d) If the Parties collectively have identified fewer than three candidates
deemed to have conflicts, the CPR immediately will designate as the neutral the
candidate for whom the Parties collectively have indicated the greatest
preference. If a tie should result between two candidates, the CPR may designate
either candidate, If the Parties collectively have identified three or more
candidates deemed to have conflicts, the CPR will review the explanations

NY3 - 394329.12



regarding the conflicts and, in its sole discretion, may either () immediately
designate as the neutral the candidate for whom the Parties collectively have
indicated the greatest preference, or (if) issue a new list of not less than five
candidates, in which case the procedures set forth in subparagraphs 2(2) - 2(d)
will be repeated.

3. No earlier than 28 calendar days or later than 56 calendar days after
selection, the neutral will hold a hearing to resolve each of the issues identified by the
Parties. The ADR proceeding will take place at-a location agreed upon by the Parties. If the
Parties cannot agree, the neutral will designate a location other than the principal place of
business of either Pasty or any of their subsidiaries or Affiliates,

4, At least 14 calendar days prior to the hearing, each Party will submit the
following to the other Party and the neutral: .

(8) acopy of all exhibits on which such Party intends to rely in any oral
O written presentation to the neuiral;

(b) a list of any witnesses such Party intends to call at the hearing, and a
short summary of the anticipated testimony of each witness;

(¢) aproposed ruling on each issue 10 be resoived, together with a request
for a specific damage award or other remedy for each issue. The proposed
rulings and remedies must not contain any recitation of the facts or any legal
arguments and must not exceed one page per issue; and

{d) a brief in suppart of such Party’s proposed rulings and remedies;
provided that the brief must not exceed 20 pages. This page limitation will apply
regardless of the mmnber of issues raised in the ADR proceeding.

Prior to the hearing, each Party may conduct not more than three depositions of
not more than two hours each in duration. Further, each Party may submit to the other Party
with a copy to the neutral, with sufficient time for the other Party to respond, one set of
interrogatories of not more than five questions, including subparts. Each Party will make
available its deponents and fully respond to the interropatories in a timely fashion.

Except as expressly set forth in subparagraphs 4(a) - 4(d) and the immediately
preceding paragraph, no discovery will be required or permitted by any means, including
depositions, interrogatories, requests for admissions, or production of documents.

5. The hearing will be conducted on two consecutive days and will be
governed by the following rules:

NY3 - 354529.12



(a) Each Party will be entitled to five hours of hearing time to present its
case. The neutral will determine whether each Party has been allowed the five
hours to which it is entitled.

{b) Each Party will be entitled, but not required, to make an opening
statement, to present regular and rebutta] testimony, documents or other
evidence, to cross-examine witnesses, and to make & closing argument. Cross-
examination of witnesses will occur immediately after their direct testimony, and
cross-examination time will be charged against the Party conducting the cross-
examination. ‘

{c) The Party initiating the ADR will begin the hearing and, if it chooses
to make an opening statement, will address not only issues it raised but also any
issues raised by the responding Party. The responding Party, if it chooses to
make an opening statement, also will address all issues raised in the ADR.
Thereafter, the presentation of regular and rebutial testimony and docurnents,
other evidence, and closing arguments will proceed in the same sequence,

(d) Any testimony given will be under oath and except when testifying,
witnesses will be excluded from the hearing until closing arguments.

{¢) Settlement negotiations, including any statements made therein, will
not be admissible under any circumstances, Affidavits prepared for purposes of
the ADR hearing also will not be admissible. As fo all other matters, the neutral
will have sole discretion regarding the admissibility of any evidence.

6. Within seven calendar days following completion of the hearing, each
Party may submit to the other Party and the nevtral a post-heariag brief in support of its
proposed rulings and remedies; provided that such brief must not contain or discuss any new
evidence and must not exceed ten pages. This page limitation will apply regardless of the
number of issues raised in the ADR proceeding.

7. The neutral will rule on each disputed issue within 14 calendar days
following completion of the hearing. Such ruling must adopt in its entirety the proposed
ruling and remedy of one of the Parties on each disputed issue but may adopt one Party’s
proposed rulings and remedies on some issues and the other Party’s proposed rulings and
remedies on other issues. The neutral will not issue any written opinion or otherwise
explain the basis of the ruling.

8. The neutral will be paid a reasonable fee plus expenses. These feos and
expenses, along with the reasonable legal fees and expenses of the prevailing Party
(inciuding all expert witness fees and expenses), the fees and expenses of a court reporter,
and any expenses for a hearing room, will be paid as follows:

NY3 -394529.12



() If the neutral rules in favor of one Party on all disputed issues in the
ADR, the losing Party will pay 100% of such fees and expenses.

(b) If the neutral rules in favor of one Party on some issues and the other
Party on other issues, the neutral will issue with the rulings a wriiten
determination as to how such fees and expenses wiil be allocated between the
Parties. The neutral will allocate fees and expenses in a way that bears a
reasonable relationship to the outcome of the ADR, with the Pagty prevailing on
more issues, or on issues of greater value or gravity, recovering a relatively larger
share of its legal fees and expenses.

9. The rulings of the neutral and the allocation of fees and expenses will be
binding, non-reviewable, and non-appealable, and may be entered as a final judgment in any
court having jurisdiction. Upon the written mutual consent of the Parties, the neutral may
amend or alter any provision of this ADR.

10.  Except as provided in paragraph 9 or as required by Law, the existence of
the dispute, any settlement negotiations, the ADR hearing, any submissions (including
exhibits, testimony, proposed rulings, and briefs), and the rulings will be deemed
Confidential Information. The neuiral will have the authority to impose sanctions for
unauthorized disclosure of Confidential Information.
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