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Revenues lower in Q4/18, but 2019 holds promise

Sonoma is a specialty pharmaceutical company that develops and markets unique and
effective solutions for the treatment of dermatological conditions and advanced tissue care

Investment Highlights
1) Sonoma reported very positive financial results for its fiscal
2018 ending March, including overall revenue growth of 30% yearover-year, led by 40% growth in US dermatology sales, but also
including key contributions from international business (up 36% over
2017) and total US sales, which increased 27% year-over-year. Key
regulatory and development milestones for the year for Sonoma
included US FDA approval and launch for Loyon (for treating scaling
and erythema in dermatoses), dermatology product approvals in Brazil,
Singapore and the United Arab Emirates, and FDA nods for adding
antimicrobial language on labels for four products. Product gross
margins slipped a bit to 44.7% for the year as a whole, compared to
46.3% in fiscal 2017, due primarily to higher product rebates recorded
in Q4/18. Combined with higher operating expenses for the year
($21.5 million as compared with $18.6 million last year), Sonoma saw
its operating loss increase in 2018 to $14.3 million, as compared with
$12.9 million in 2017. Operating cash burn for Sonoma was
approximately $11.3 million in 2018, though, similar to the $11.8
million cash burn in 2017, and at the end of the March quarter the
Company held $10.1 million in cash on hand, an amount bolstered
from proceeds from a $5 million equity placement completed in
March.
2) While overall results for the fiscal year were promising for
Sonoma, most recent Q4/2018 financials were somewhat less
positive. Revenues decreased 14% in Q4, to $3.7 million, after
showing increases in each of the previous quarters of the fiscal year,
and net losses increased to $4.8 million, or ($0.93) per share, from
$2.4 million, or ($0.58) in Q4/2017. The primary negative factors in
the most recent quarterly results were health insurance deductible
resets at the beginning of the calendar year and the impact of increased
product rebates for Sonoma’s US dermatology business, which
resulted in a significant drop in factory units shipped to wholesalers
even while prescriptions for these products were increasing in Q4/18.
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There were some bright spots for the quarter, however, including higher product revenues in Latin America,
Europe, Singapore, Hong Kong and India, and for acute care products in the US. The Company is also taking
steps to reduce the negative sales effects for US dermatology products, including working with managed care
consultants to increase reimbursement and shifting product delivery from traditional wholesalers to mail order
pharmacies.
3) Going forward, we are estimating that Sonoma will post revenues of $19.0 million in 2019E (ending
March), an increase of 14.9% over 2018, led by growth in US dermatology prescriptions and especially
international sales in markets such as Brazil, where new product approvals and a new distribution agreement are
in hand. We also expect the Company’s track record of one new product approval (or license) approximately
every six months to continue in 2019, as well as additional international market product approvals, as was the
case in fiscal 2018. For the year, we are assuming that gross margins will bounce back to 47%, similar to
metrics in 2017 and the first part of fiscal 2018, and that other operating expense levels will remain on par with
those of 2018, in the $21.5 million range, helping reduce net losses to $12.4 million for 2019E, or ($2.00) per
share. Our forecasted cash burn for 2019E will be within current levels of cash on hand for Sonoma, assuring no
new financings are needed until perhaps mid-year calendar 2019. Also potentially of benefit to the Company
would be new international distribution agreements which could fuel new growth and/or bring in new cash. We
are not implementing quarterly estimates for fiscal 2019E for Sonoma at this time, but may do so later in the
fiscal year.
Conclusion/Stock Valuation
We are reiterating our BUY rating on Sonoma Pharmaceuticals but lowering our 12-18 month price target to $7
due to recent share dilution, lower revenues forecast for fiscal 2019E, as well as other valuation factors related
to comparable companies. Still, with a solid balance sheet, a new dermatology-focused internal sales force, and
a versatile business development effort in both R&D and M&A, growth-oriented investors may find these
shares attractive. In addition, with a current valuation of just over 1.0X last twelve month revenues, well below
valuations given to a number of recent dermatology-oriented specialty pharma buyouts, value-oriented investors
may also look with interest at SNOA shares.
Risk Factors
In addition to normal economic and market risk factors that impact most equities and the common risks
shared by Sonoma with other companies in the industry, we believe an investment in SNOA involves the
following risks:






Reliance on key management – At present, SNOA relies on several key members of its management
team who either founded the Company or have been in key executive positions for an extended period of
time. Should one or more of these key executives leave the Company, SNOA could find it difficult to
replace their long-standing knowledge of operations and industry expertise.
Reliance on partnerships – To date, SNOA has signed certain partnerships and agreements for its
pharmaceutical technologies and products. Thus, in the future certain factors related to product
commercialization and new product development may be determined by third parties and out of the
control of Company management.
Limited stock liquidity – Trading volume in SNOA stock is comparatively light and these shares have
a relatively limited history of trading on major US stock exchanges compared with other healthcare
stocks. As such, news regarding SNOA, its target market, partners and/or competitors could lead to
significant volatility in the stock price.
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Competitive Markets – The Company competes in its target dermatological product market with a
number of companies, many of which are considerably larger than the Company. There can be no
assurance that the Company will be able to successfully compete and launch new products into these
competitive markets in the future.
FDA and regulatory risks – SNOA is subject to regulatory review for its ongoing research and
development activities, principally the US Food and Drug Administration’s application processes. In
addition, the quality assurance and manufacture of the Company's pharmaceutical products are subject to
ongoing oversight and regulation, and any negative correspondence from the FDA or other regulatory
agencies could have an adverse effect on the ongoing operations of the Company.
Lack of historic profitability - SNOA has not achieved operating profitability on an annual basis for
several years, and according to our forecasts may not be expected to do so in the near future. Although
the Company maintains adequate cash reserves at the present time, there can be no assurance the
Company will not need to raise additional working capital in the future should operating losses continue.
Need to defend patents and other intellectual property – SNOA currently holds a number of US and
International patents on its products and related technologies, some of which expire in the near future.
The Company may be required to defend its patents in the US and overseas in the future, and there can
be no assurance these defenses will be successful.
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Dawson James Securities, Inc. (the “Firm”) is a member of the Financial Industry Regulatory Authority (“FINRA”) and the
Securities Investor Protection Corporation (“SIPC”).
The Firm does not make a market in the securities of the subject company (s). The Firm has engaged in investment
banking relationships with SNOA in the prior twelve 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
services in the future from the subject company(s). The Firm has received other compensation from the subject
company(s) 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 May 31, 2018, the Firm as a
whole did not beneficially own 1% or more of any class of common equity securities of the subject company (s) of this
report. The Firm, its officers, directors, analysts or employees may effect transactions in and have long or short positions
in the securities (or options or warrants related to those securities) of the company(s) subject to this report. The Firm may
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
“RISK FACTORS” 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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