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Year-end Results Reported

Capnia has now reported its year-end 2016 results. The Company did not hold an investor call to discuss the
results. After reviewing the 10K, we conclude the Company’s results were generally in line with the indications
given by management in our 1x1 meeting in February. Revenue for the fourth quarter and full-year 2016 was
reported at $284,000 and $1,451,000, respectively. Revenue for the fourth quarter 2016 and the $843,000
increase in revenue for the full year of 2016 was largely due to the full year inclusion of sales of the NeoForce
(NFI) products. This compares to revenue for the year ended December 31, 2015 of $608,000, wherein the
Company recognized $220,000 of government grant revenue and $388,000 of product revenue from sales of
CoSense®, Precision Sampling Sets and NFI products, of which $279,000 was related to NFI products
subsequent to the acquisition of the NeoForce assets in September 2015.
Operating expenses for the fourth quarter were reported at $3,018,000, about $473,000 less than the 2015 period
while operating expenses for the full year of 2016 rose to $13,610,000 from $12,159,000. The increase yearover-year was largely attributable to increases in research and development expense and general and
administrative expenses, offset by a decline in sales and marketing expense. During the fourth quarter ended
December 31, 2016, Capnia undertook a reduction in employees, including a decrease in direct sales personnel,
which reduced sales and marketing as well as general and administrative expenses for the quarter. After taking
effect for the change in the fair value of warrants, Capnia reported a loss of $12,065,000 for 2016 versus a net
loss of $15,908,000 or $1.69 per share for 2015. After a charge for the extinguishment of convertible preferred
stock, Capnia’s reported net loss for 2016 was $15,716,000 or $1.01 per share. Capnia reported cash and
equivalents of $2,700,000 at December 31, 2016. The subsequent concurrent merger financing raised an
additional $10,000,000 this month.
Shareholder Suit Resolved
According to information disclosed in the 10K, Capnia reached a resolution with regard to the shareholder
lawsuit brought against the Company in February 2017. The Company noted that, in response to the shareholder
lawsuit, certain supplemental disclosures were made in its 8-K filing dated February 28, 2017 in connection
with the plaintiff’s agreement to voluntarily dismiss said plaintiff's claims in the lawsuit. The stipulation of
dismissal is pending with the court. In addition, Capnia also agreed to pay $175,000 for dismissal of the lawsuit.
This amount was accrued as a current liability on the balance sheet as of December 31, 2016 and recorded as an
expense in general and administrative expense on the statement of operations for the year ended December 31,
2016.
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Capnia, Inc.
Condensed Consolidated Statements of Operations and Comprehensive Loss
(in thousands, except shares and per share amounts)
Three months ended
December 31,
2016
2015
Product revenue
Government grant revenue
Total Revenue
Cost of product revenue
Gross Profit
Expenses
Research and Development
Sales and Marketing
General and Administrative

$

284 $
284
222
62

Year Ended
December 31,
2016
2015

242 $
242
257
(15)

1,451 $
1,451
1,509
(58)

388
220
608
353
255

954
174
1,890

1,284
498
1,709

5,185
1,631
6,736

4,536
1,737
6,141

Total expenses

3,018

3,491

13,552

12,414

Operating loss

(2,956)

(3,506)

(13,610)

(12,159)

(184)
(516)
(3,049)
(15,908)
(15,908)
(15,908)

(1.69)

Interest and other income (expense)
Other income (expense)
Cease-use expense
Change in fair value of warrant liabilities
Inducement charge for Series C warrants
Loss before provision for income taxes
$
Provision for deferred taxes
$
Net loss
$
Loss on extinguishment of convertible preferred stock
Net loss applicable to common stockholders
$
Net loss per common share
basis and diluted net loss per common share
Weighted-average common shares
outstanding used to calculate
basic and diluted net loss per common share

$

20
344
(2,592) $
21
(2,613) $
(2,613) $

661
(2,845) $
$
(2,845)
(2,845) $

(7)
(94)
1,667
(12,044) $
21
(12,065)
3,651
(15,716) $

(0.16) $

(0.22) $

(1.00) $

15,935,865

-

13,112,612

15,507,484

9,425,880

Source: Capnia Press Release 3/15/17

Focus Turns to the Essentialis Clinical Asset
As highlighted in our prior Company Note, Capnia has initiated a review of strategic alternatives for monetizing
the legacy businesses. In the meantime, the Company disclosed its strengthened distribution for the legacy
products, including distribution partners for CoSense now in China, India, Canada, Turkey, Denmark, Qatar
and Saudi Arabia. The Company is continuing its presence in the U.K. and Ireland with its seasonal allergic
rhinitis product, Serenz®. Capnia’s current business strategy contemplates relying primarily on its device and
retail pharmacy distribution partners to effect legacy product sales while internal resources are directed towards
advancing its now lead product, diazoxide choline controlled-release (DCCR) formulation for the treatment of
Prader-Willi Syndrome.
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Upcoming 2017 Anticipated Capnia Corporate Milestones
1)
3)
4)
5)

Schedule an FDA “guidance” meeting to discuss the clinical path for DCCR
Initiate the Prader-Willi Syndrome Phase IIb/III clinical trial in 2H 2017
Continue to assess strategic alternatives for the legacy marketed and in-development products
Secure orphan drug designation for DCCR in additional indications

:

Comment
Now that the merger is complete, the Company’s cash coffers “topped off” and the shareholder lawsuit
resolved, Capnia management will be transitioning to managing a clinical development company. We expect
investors will be likely want to see timely execution on the early anticipated milestones before wholeheartedly embracing Capnia’s new strategic focus. SG

Company Notes provide current information we believe might be noteworthy to investors regarding the subject companies.
Company Notes are not intended to be complete research reports. More detailed information concerning the rated companies
referenced in this Note, including the full reports, basis for price targets and other disclosures, may be found at:
http://dawsonjames.com/research_coverage.

Important Disclosures:

Dawson James Securities, Inc. (the “Firm”) is a member of the Financial Industry Regulatory Authority (“FINRA”) and
the Securities Investor Protection Corporation (“SIPC”).
The Firm does not make a market in the securities of the subject companies. The Firm has NOT engaged in investment
banking relationships with CAPN in the prior 12 months, as a manager or co-manager of a public offering and has
received compensation resulting from those relationships. The Firm may seek compensation for investment banking
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services in the future from each of the subject companies. The Firm has not received other compensation from the
subject companies in the last 12 months for services unrelated to investment banking.
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 February 28, 2017, the Firm
as a whole did not beneficially own 1% or more of any class of common equity securities of any of the subject company
(s) of this report. 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.
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.
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Company Coverage
Ratings Distribution
# of Companies % of Total
Market Outperform (Buy)
2
33%
Market Perform (Neutral)
0
0%
Market Underperform (Sell)
0
0%
Rating Suspensions*
4
67%
Total
6
100%
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Investment Banking
# of Companies % of Totals
1
50%
0
0%
0
0%
4
100%
5
83%

*Sus pens i ons a re ra ti ngs under revi ew for pos s i bl e cha nge due to unus ua l
ma rket-movi ng news , a nd/or a na l ys t depa rture/cha nge

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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