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Oculus markets the Microcyn line of anti-infective and wound care products

Investment Highlights
1) Oculus Innovative Sciences (“Oculus”) reported financial results for
their Q4/2015 (March) quarter and filed their 2015 annual 10-K earlier
this month, including total revenues of $3.98 million, up 36.6% yearover-year, with a net loss of $1.5 million or ($0.11) per share, as
compared with a net gain of $7.5 million or $0.99 per share for the same
period one year ago. Results for last year’s Q4/2014 included a one-time
gain or $11.1 million, or $1.48 per share. For fiscal 2015, revenues came
in at $13.9 million, up slightly from $13.7 million in fiscal 2014, while
loss from operations was $6.7 million, as compared with a similar loss of
$6.1 million in 2014. Our estimate for the 2015 fiscal year was revenue
of $13.1 million, with a loss from operations of $6.9 million, so Oculus
exceeded our most recent forecast. Revenues in Q4/2015 were led by a
96% increase in product revenues in Mexico due to initial stocking at new
pharmacies by Laboratorios Sanfer following their recent purchase of
former partner More Pharma, an increase of $336,000 (or 117%) in the
US from higher sales of new dermatology and acute care products, and
an increase of $239,000 or 55% in Europe and Rest of World thanks to
new advanced tissue care product line extensions and new distributors in
Europe as well as growth in the Middle East through new contracts.
Product revenue growth during the fourth quarter was partially offset by
reduced product licensing fees in the animal health segment as Oculus is
in the process of replacing its former veterinary products licensee.
Product and licensing fee gross margins stayed steady during the quarter
at 52%, while total operating expenses increased in Q4/2015, although
less than revenue growth, allowing for the reduced operating loss this
year. Operating cash burn for the year, as measured by EBITDAS, was
essentially flat at a negative $4.7 million as compared with a negative
$4.6 million in 2014. Oculus had cash on hand of approximately $6.1
million at the end of the fiscal year (March), as compared to $5.5 million
at the start of the fiscal year; cash was augmented subsequent to year-end
by $4.5 million garnered from the sale of the Company’s stake in
Ruthigen (Nasdaq/PULM/Buy).
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2) On the Company’s recent fourth quarter earnings conference call, Oculus management related that one of its
key strategies for current fiscal year 2016E will be to achieve double-digit product revenue growth, with the
caveat that strong stocking-related revenues in Mexico in Q4/2015 might adversely affect first quarter revenues
in that country. Thus, we are implementing estimates for 2016E for Oculus, including revenues of $15.2 million,
with product and product licensing fees of $14.3 million, or 10% above levels of 2015, and service revenues
relatively flat at $900,000. Our revenue estimates include solid growth in both the US and Europe/ROW, with
slower growth in Mexico primarily due to the strong fourth quarter 2015 revenues recently posted in that market.
Our assumptions also include some improvement in product gross margins, to 56.6% in 2016E from 54.5% overall
in 2015, and level to slightly reduced operating expenses this year due to recent belt-tightening measures
implemented by Oculus. Overall, we are estimating that Oculus will be able to reduce its operating loss in 2016E
to $5.1 million (from $8.2 million in 2015) and also reduce its loss per share to ($0.33) in 2016E from ($0.85) in
2015. In terms of EBITDA or operating cash flow, our estimate is approximately ($0.20) per share EBITDA loss,
or $3-$4 million in operating cash burn (depending on capital expenditures needed for growth), well within
current levels of cash on hand of over $10 million for Oculus following the recent proceeds from the sale of
Ruthigen stock..
3) Oculus investors can look forward to a number of new product approvals and/or launches this fiscal year, both
in the US and overseas. Following the FDA approval earlier this month of Alevicyn Spray Gel for atopic
dermatitis in both prescription and over-the-counter formulations, expected to launch in July, Oculus plans to
launch an additional four products in the first or second fiscal quarter timeframe, through its new US-based direct
dermatology sales force. Further down the road, Oculus expects to launch six new products through the end of
the fiscal year into the US dermatology market. In Mexico, new partner Sanfer is considerably larger than More
Pharma, which it acquired last fiscal year, with more pharmacies served in that large geographically-diverse
country, and Oculus is targeting same-unit growth in the 10%-20% range in Mexico, offset to some extent
possibly on a dollar basis due to a strong US$. In Europe, new CE Mark approvals in the dermatology market has
already shown success related to growth in unit shipments, and Oculus intends to add more distribution strength
on a country-by-country basis in Europe to drive additional growth this fiscal year. Finally, after launching a
number of Microcyn AH-branded products into the animal health market late in fiscal 2015, Oculus hopes its new
distribution partner will help lead to a rebound in these (high-margin) royalty revenues in 2016E. Although
Ruthigen’s recent merger into the very well-financed Pulmatrix could create additional value for Oculus’
prescription-oriented anti-infective assets through future manufacturing revenues and royalty fees, we do not
expect additional contribution from this area this fiscal year, although following or even leading up to an August
2016 deadline investors could receive positive news flow in this area.

Conclusion/Stock Valuation
Oculus’ share price has rebounded this year following recent strengthening of the Company’s balance sheet and
positive new product approvals. Still, with expected revenue growth in most of the Company’s segments, the
aforementioned stronger balance sheet, and a number of new product-related catalysts expected as this fiscal year
progresses, we believe recent share momentum in OCLS shares can continue this year, and thus, we are
maintaining our Buy rating on OCLS shares and our 12-18 month price target of $4.00, based on a three stock
comparable company group, including NovaBay Pharmaceuticals (NYSE MKT/NBY/Not Rated), Cubist
Pharmaceuticals (Nasdaq/CBST/NR) and Medicis Pharmaceutical (based on its purchase price in 2012 by Valeant
Pharmaceuticals (NYSE/VRX/NR)), using the price/revenue multiple metrics. (For full description of our most
recent price target for OCLS, please refer to our Company Update dated February 18, 2015.)
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Risk Factors
In addition to normal economic and market risk factors that impact most equities and the common risks shared
by Oculus Innovative Sciences with other companies in the industry, we believe an investment in OCLS involves
the following risks:










FDA and regulatory risks – Oculus is subject to regulatory review for its ongoing research and development
activities, principally the US Food and Drug Administration but also with other regulatory agencies as well,
including in Europe, Latin America and Asia. In addition, the manufacture and handling of commercial
quantities of its Microcyn products are subject to additional oversight and regulation. There can be no
assurance that the Company will receive regulatory/manufacturing approval for its products.
Reliance on joint venture partners and/or additional capital — Currently, Oculus has enough cash on
hand to fund ongoing research and marketing development programs into fiscal 2017 (ending March),
approximately. Alternatively, the Company could reach or near operating cash break-even, and meeting this
objective would eliminate the need to raise additional equity capital. The Company could also continue to
obtain funds through additional partnerships, in particular for prescription products or in new therapeutic or
geographic markets. Currently, the Company relies on several marketing partners and distributors to drive
sales of its products; should any of these partners develop financial difficulties this could diminish or even
eliminate revenues from certain geographic areas or product lines.
Need to defend patents and other intellectual property – At present, the Company’s existing patent
portfolio on its current product line is extensive and has been defended in US courts on at least one occasion.
However, as sales of its Microcyn-based products increase, this success may attract competitors and require
additional expenses related to patent defense and enhancement.
Currency fluctuations – Currently, Oculus derives a large portion of its revenues from foreign sources,
including Mexico, and is susceptible to currency fluctuations which can adversely affect revenues and gross
margins. However, with new approvals and partnerships in the US, the Company expects to derive a smaller
portion of its revenues and cash flows from international sources in the future.
Limited stock liquidity – Trading volume in Oculus stock is comparatively light at an average of 770,000
shares per day. As such, news regarding Oculus, its target market, and/or competitors could lead to significant
volatility in the stock price.
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Important Disclosures:
Price Chart:

Price target and ratings changes over the past 3 years:
Initiated – August 17, 2009 – Buy - Target $4.50
Lowered price target to $2.25 – Buy - March 1, 2012
Adjusted price target to $12 - Buy – April 10, 2013
Rating lowered to Neutral - June 19, 2013
Rating raised to Buy – April 30, 2014 –Price Target $7.50
Lowered price target to $4.00 – Buy – February 18, 2015

Dawson James Securities, Inc. (the “Firm”) is a member of the Financial Industry Regulatory Authority (“FINRA”) and the
Securities Investor Protection Corporation (“SIPC”).
The Firm does not make a market in the securities of the profiled company. The Firm has received investment banking
compensation from this company in the past and may seek compensation for investment banking services in the future.
The Firm has not received any other compensation from the profiled company in the last 12 months.
Neither the research analyst(s) whose name appears on this report nor any member of his (their) household is an officer,
director or advisory board member of these companies. The Firm and/or its directors and employees may own securities
of the company(s) in this report and may increase or decrease holdings in the future. As of May 31, 2015, however, the
firm as a whole did not beneficially own 1% or more of any class of common equity securities of the subject company.
The Firm, its officers, directors, analysts or employees may effect transactions in and have long or short positions in the
securities (or options or warrants related to those securities) of the companies subject to this report. The Firm may effect
transactions as principal or agent in those securities.
Analysts receive no direct compensation in connection with the Firm's investment banking business. All Firm employees,
including the analyst(s) responsible for preparing this report, may be eligible to receive non-product or service specific
monetary bonus compensation that is based upon various factors, including total revenues of the Firm and its affiliates as
well as a portion of the proceeds from a broad pool of investment vehicles consisting of components of the compensation
generated by investment banking activities, including but not limited to shares of stock and/or warrants, which may or may
not include the securities referenced in this report.
Although the statements in this report have been obtained from and are based upon recognized statistical services, issuer
reports or communications, or other sources that the Firm believes to be reliable, we cannot guarantee their accuracy. All
opinions and estimates included in this report constitute the analyst’s judgment as of the date of this report and are
subject to change without notice.

Information about valuation methods and risks can be found in the “STOCK VALUATION” and
“RISKS” sections of this report.
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The securities of the company discussed in this report may be unsuitable for investors depending on their specific
investment objectives and financial position. This report is offered for informational purposes only, and does not
constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where such would be
prohibited. Additional information is available upon request.
Ratings Definitions:
1)
2)
3)

Buy: the analyst believes the price of the stock will appreciate and produce a total return
of at least 20% over the next 12-18 months;
Neutral: the analyst believes the price of the stock is fairly valued for the next 12-18
months;
Sell:
the analyst believes the price of the stock will decline by at least 20% over the next
12-18 months and should be sold.

The following chart reflects the range of current research report ratings for all companies followed by the analysts of the
Firm. The chart also reflects the research report ratings relating to those companies for which the Firm has performed
investment banking services.

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