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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 Q2/2016 (ending September) quarter, including revenues of $4.1
million, up 24% year-over-year, with a net loss of $1.8 million or ($0.11)
per share, as compared with a net loss of $0.7 million or ($0.08) per share
for the same period one year ago. Revenues in the second quarter were
led by growth in US product revenues to $1.2 million, from $356,000 in
the prior year period, specifically from higher sales of dermatology
product through the new IntraDerm group, fueled by new product
launches and an expansion of the IntraDerm sales team. Revenues for
Europe and rest of world also increased during the quarter, up 72% to
$952,000, as launches in new non-EU countries helped overcome the
negative currency effects of a decline in the Euro. Sales in Latin America
also increased slightly in the second quarter (8%), due primarily to the
larger resources of the new partner for that area, Lab Sanfer, while
revenues from product licensing fees and royalties fell in Q2/2016 due to
transition in the Animal Health sector. Product-related gross margins held
steady this year, at 54% versus 55% last year, although increased
operating expenses from the new IntraDerm group led to higher net losses
in Q2/2016. Operating cash burn for the first six months of the fiscal year
was approximately $3 million, offset this year by proceeds from the sale
of stock in a former subsidiary as well as proceeds from an equity line of
credit, and at the end of September Oculus had $8.0 million in cash on
hand as compared with $6.1 million at the start of the year.
2) Oculus management has provided financial guidance for the upcoming
fiscal third quarter (December), including continued strong growth in US
product revenues (up 90%-110% year-over-year) and International
product revenues (up 12%-18%). Results to date this year have been very
close to our expectations, and thus we are adjusting our forecasts for fiscal
2016E for Oculus only to a small degree, including revenues of $15.6
million for the year (up from $15.2 million), representing a 13% increase
year-over-year, and net losses of $7.5 million, or ($0.45) per share, from
$8.0 million or ($0.50) per share previously. Our estimates assume
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product gross margins just slightly better than those of 2015, at 55.6% versus 54.5%, as well as slightly higher
R&D costs of $1.65 million (up from $1.53 million in 2015) and S, G & A expenses of $14.2 million (up from
$12.4 million in 2015), as well as higher weighted average shares outstanding of 16.5 million. Our forecasts of
cash burn per share of $5-$6 million for 2016E for Oculus should provide plenty of cushion for the Company’s
current cash on hand of $8 million.
3) Oculus recently added to its stable of 11 510(k) clearances (US) and 10 CE Marks (Europe and international)
with a November 23 FDA premarket notification for its Ceramax skin barrier cream, which is targeted for an
early 2016 product launch both as a stand-alone product and as part of a combination product with Alevicyn gel
to address the atopic dermatitis/eczema market. Along with previously launched Microcyn-based products
including Alevicyn Gel and Dermal Spray, Celacyn Scar treatment as well as an in-licensed oral branded drug,
Oculus now offers products in three of the eight key dermatology areas targeted by the Company’s long-term
plan, including Atopic Dermatitis, Scar Management, and Derm-oriented Surgical Procedures, with four more
target markets still to be launched into, including Acne, Seborrheic Dermatitis, Tinea Pedis, and additional areas
of post-procedure treatment. Due to Oculus’ long history of manufacturing and packaging its Microcyn
technology, so far its products have shown good price elasticity as compared with other branded topicals on the
market, which has helped the new IntraDerm sales force gain traction. Altogether, the Company’s plan is to
launch six new dermatology products over the next twelve months and double the size of its IntraDerm direct
sales force from 10 to 20 by late 2016. All-in-all, Oculus is on-track to become a fully-integrated dermatologyoriented manufacturer and marketer, with a goal of achieving the type of marketplace valuations ultimately
enjoyed by recent buyouts such as Stiefel Labs ($3.6 billion), Medicis ($2.6 billion), or Fougera Pharmaceuticals
($1.5 billion), which fetched multiples of well over 3.5X annual revenues, as compared to Oculus’ current 1.3X
multiple.

Conclusion/Stock Valuation
Oculus’ share price has held steady this fall, reflecting an overall down market softened by investor enthusiasm
over the Company’s growth this year in the dermatology area. Still, with expected revenue growth in the
Company’s key business segments going forward, a recently strengthened balance sheet, and a number of new
product-related catalysts expected as this fiscal year progresses, we believe OCLS share prices can rebound 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 average 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 150,000
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 November 30, 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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