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Investment Highlights 

 
1) SSKN reported excellent financial results for its Q2/2018 

quarter, the first since the appointment of new top management 

and a major investment to fund growth, including quarter-over-

quarter revenue growth of 17% to $7.5 million, improved gross 

margins, and reduced net losses of $1.4 million compared with a net 

loss of $2.2 million in Q1/18. Leading the improvement in Q2/18 were 

higher utilization of the existing installed base of XTRAC systems in 

the US as well as growth in International markets for this product, 

fueled primarily by ramped-up direct-to-consumer advertising and 

other marketing and support programs.  

 

2) In addition to the positive second quarter results, recent 

initiatives also bode well for Strata Skin going forward. Key recent 

developments at Strata Skin include an August strategic agreement 

with a large private equity-backed group of dermatology clinics for 

XTRAC excimer laser systems, with the first 10 clinics expected to 

deployed before the end of this year. Other recent positive news for 

the Company includes an August FDA clearance of a 510(k) 

application for the new Multi Micro Dose tip accessory for the 

XTRAC, which is anticipated to help physicians design the optimal 

therapeutic dose treatment for each patient using the XTRAC system. 

 

3) Recent strong quarterly earnings results as well as positive 

developments are expected to help Strata Skin continue its 

upward momentum for the rest of this year and into next, 

including projected revenue growth of 15% next year and potential 

break-even bottom line results in 2019E. With the forecasted reduction 

in operating cash burn going forward for the Company combined with 

a $17 million financing completed earlier this year, SSKN is in solid 

shape financially, with $14.4 million in cash on hand as of June 2018, 

enough operating capital to help the Company fuel its newly-

implemented growth initiatives.  
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Current Price $2.47

Price Target $5.00

Estimates F2016A F2017A F2018E
Revenues($000s) $31,457 $31,644 $30,000 E
1Q March 7,620 7,097 6,466 A
2Q June 7,739 8,471 7,533 A
3Q September 7,767 7,480 7,600 E
4Q December 8,331 8,596 8,401 E

EPS (diluted) ($1.44) ($4.94) ($0.14) E
1Q March (1.29) (1.03) (0.13) A

2Q June 0.24 (0.52) (0.06) A

3Q September 0.02 (3.32) (0.03) E
4Q December (0.41) (1.08) (0.01) E

EBITDA/Share $2.37 $2.47 $0.13
EV/EBITDA (x) 0.94 X 0.90 X 17.8 X
Stock Data
52-Week Range $1.06-$2.86
Shares Outstanding (mil.) 29.9
Market Capitalization (mil.) $73.9
Enterprise Value (mil.) $66.8
Debt to Capital (6/18) 18.1%
Book Value/Share (Pro Forma 6/18) $1.11
Price/Book 2.2 x
Average Trading Volume (3-month) 285,000
Insider Ownership 44.0%
Institutional Ownership 28.1%
Short interest 370,000
Dividend / Yield $0.00/0.0%

Price target and ratings changes over the past 3 yrs:
Initiated - September 4, 2018 - Buy - Price Target $5.00
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Conclusion 
 

SSKN shares currently trade at a considerable discount to other stocks and recent acquisitions in the 

dermatology product market, perhaps due to the Company’s recent appointment of new management and 

completion of a major new financing just earlier this year. However, with a successful new growth strategy 

underway for a large installed base of customers, new contracts signed, recent new FDA approvals, recent 

expansion of international distribution, new large-customer contracts, and a recently bolstered balance sheet, we 

believe both long-term value-oriented and short-term event-focused investors will soon discover these 

undervalued shares, and thus we are initiating coverage on SSKN shares with a BUY rating and 12-18-month 

price target of $5.00, based on a multiple of 5.0X estimated revenues of $30.0 million for 2018E for the 

Company. 

 

Company Business/History 

 

STRATA Skin Sciences (“Strata Skin” or “SSKN”) is a medical technology company focused on the 

therapeutic and aesthetic dermatology market. Strata Skin markets and supports the following products: 

 

 XTRAC laser and VTRAC excimer lamp systems utilized in the treatment of psoriasis, vitiligo and 

various other skin conditions; the 

 STRATAPEN MicroSystems, a micropigmentation device; and  

 Nordlys, a multi-technology aesthetic laser device for treating vascular and pigmented lesions, although 

as of May 2018 the company is no longer actively marketing this product. 

 

Strata completed the acquisition of the XTRAC Excimer Laser and the VTRAC excimer lamp businesses from 

PhotoMedex in June 2015. The purchase price was $42.5 million plus the assumption of certain business-related 

liabilities. Prior to this transaction, the Company's only product was the MelaFind system, a device for aiding 

dermatologists in the evaluation of clinically atypical pigmented skin lesions. The MelaFind system was to be 

used when the dermatologist chose to obtain additional information before making a final decision to biopsy in 

order to rule out melanoma. However, MelaFind did not achieve a significant enough level of acceptance by 

dermatologists to justify continued investment by the Company, and in March 2017 a notice was given to the 90 

owners of MelaFind devices in the United States informing them that, effective September 30, 2017, the 

Company would no longer continue to support the device and that the inventory of spare parts was being 

offered for sale to them on a first-come, first-served basis. Strata has discontinued all research and development 

and sales and support activity related to MelaFind, however, the Company continues to maintain the patent 

portfolio for the related intellectual property, as it is believed these assets may have value to a potential 

developer of similar technology. 

 

 

XTRAC Systems and VTRAC Systems 

 

The XTRAC excimer laser technology (shown in use in the photo to the right) emits 

highly concentrated Ultra Violet (UV) light to treat dermatological skin disorders. It 

received US Food and Drug Administration (FDA) clearance in 2000 and has since 

become a widely recognized treatment for psoriasis, vitiligo and other skin diseases. 

Psoriasis, vitiligo, atopic dermatitis, leukoderma and other skin diseases affect up to 35 

million people in the US and over 190 million people worldwide. 

 

VTRAC is a UV light lamp system that works in much the same way as the XTRAC. It 

http://www.dawsonjames.com/
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received FDA clearance in August 2005 and CE mark approval in January 2006 and has been marketed 

exclusively in international markets. 

 

Present in natural sunlight, ultraviolet B (UVB) light is an accepted psoriasis treatment that penetrates the skin 

to slow the growth of damaged skin cells thereby placing the disease into remission for a period of time. Studies 

have shown that the remission time can last 3 to 6 months or longer. In the XTRAC system, the targeted therapy 

approach delivers optimum amounts of UVB light directly to skin lesions, sparing healthy tissue. Many peer 

reviewed studies have proven that the XTRAC can clear psoriasis faster and produce longer remissions than 

other UVB modalities, resulting in fewer treatments to produce the desired result. 

 

Strata Skin markets two XTRAC excimer models: the XTRAC Velocity, the Company’s most advanced 

technology which allows clinicians to treat greater surface areas of psoriatic disease in a shorter period of time 

than other technologies; and the XTRAC Ultra Plus, which is also a highly effective model marketed primarily 

in certain international markets. Both the Velocity and the Ultra plus are capable of treating mild, moderate and 

severe psoriasis, vitiligo, atopic dermatitis and leukoderma. 

  

The XTRAC is marketed in the US mainly under a recurring revenue model in 

which the systems are placed in the physician's office for no upfront charge and 

generate revenue on a per-use basis. The Company estimates that there are roughly 

1,000 XTRAC lasers in use in the US, of which approximately 750 systems have 

been actively placed in the recurring revenue model. The target US audience for 

XTRAC lasers comprises approximately 3,500 dermatologists who perform 

disease management. In markets outside the US, the XTRAC laser is marketed 

primarily as a capital sale through a master international distributor to distributors 

in twenty-five countries. The VTRAC is marketed exclusively in international markets through the same master 

international distributor. The chart below outlines the Company’s strategy to grow its revenues from XTRAC: 

 

 
Source: Strata Skin Sciences 
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Psoriasis 

 

Studies have concluded that XTRAC treatment leads to significant improvement in psoriasis area and severity 

scores in as few as 6 to 10 treatments. Treatment protocols recommend that patients receive two treatments per 

week with a minimum of 48 hours between treatments. Data show that XTRAC has an 89% efficacy rate and 

produces only minimal side effects. In support of its clinical effect, the XTRAC Excimer Lasers have been cited 

in over 45 clinical studies and research programs, with findings published in peer-reviewed medical journals 

around the world. The products have also been endorsed by the National Psoriasis Foundation, and their use for 

psoriasis is covered by nearly all major insurance companies, including Medicare. XTRAC is a reimbursable 

procedure for psoriasis under three Current Procedural Terminology (CPT) codes, which differ based on area of 

treatment only. Insurance reimbursement to physicians varies based upon insurance company and geography. 

The national CPT code reimbursement established by the Center for Medicaid Services (CMS), which forms the 

basis for most insurance companies' reimbursement levels, ranges between $150 per treatment to $240 per 

treatment for the three codes.  

 

Psoriasis Treatment Options 

 

There are essentially three main types of psoriasis treatments, as listed below: 

 

1. Topical therapies - These can include corticosteroids, vitamin D3 derivatives, coal tar, anthralin and 

retinoids, among others, that are sold as a cream, gel, liquid, spray, or ointment. The efficacy of topical 

agents varies from person to person, although these products are commonly associated with a loss of 

potency over time as people develop resistance; 

2. Phototherapy - This is the area in which the Company’s products operate. Their XTRAC Excimer 

Systems are FDA-cleared, reimbursed by insurance, and exhibit none of the significant side-effects 

associated with some alternative therapies; and 

3. Systemic medications - There are a number of prescription medications available for psoriasis, which 

are given either by mouth or as an injection. The popularity and use of these medications is growing 

significantly, notwithstanding their potentially severe side-effects. 

 

The XTRAC Excimer Lasers are particularly significant and beneficial for moderate and severe psoriasis 

patients who prefer a noninvasive treatment approach without the side effects of invasive systemic agents, or to 

patients who have developed a resistance to topical agents. In many cases, patients treated with topical or 

systemic therapies are also candidates for phototherapy. 

 

Vitiligo and Other Skin Diseases 

 

UV light therapy is considered to be an effective and safe treatment for many skin disorders beyond psoriasis. 

To this effect, the XTRAC technology is FDA cleared for the treatment of not only psoriasis but also vitiligo (a 

skin pigment deficiency), atopic dermatitis (eczema) and leukoderma, which is a localized loss of skin 

pigmentation that occurs after an inflammatory skin condition, such as a burn, intralesional steroid injection, or 

post dermabrasion. XTRAC technology for vitiligo patients typically requires more therapy sessions than for 

psoriasis, but this is dependent on the severity of the disease. In the treatment of vitiligo, the XTRAC functions 

to reactivate the skin's melanocytes (the cells that produce melanin), which causes pigment to return. To date, 

there is not sufficient data to confirm how long patients can expect their vitiligo to be in remission after 

XTRAC therapy. Based on anecdotal reports, the Company believes that re-pigmentation may last for several 

years. 

 

http://www.dawsonjames.com/
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Historically, vitiligo treatments had been considered cosmetic procedures by insurance companies, and as such 

were not reimbursed. However, over the past several years there has been a significant increase in insurance 

coverage for these procedures, and it is estimated that currently approximately 50% of insurers consider 

XTRAC treatments to be medically necessary for the treatment of vitiligo and therefore provide coverage. 

 

Several factors may have limited the growth of the use of XTRAC treatments to those who suffer from psoriasis 

and vitiligo. Specifically, awareness of the positive effects of XTRAC treatments has not been high enough 

among both sufferers and providers. In addition, the treatment regimen requiring sometimes up to 12 or more 

treatments has limited XTRAC use to certain patient populations.  

 

Therefore, to address the lack of knowledge issue, the Company has implemented a direct to patient advertising 

campaign aimed at motivating psoriasis and vitiligo patients to seek out XTRAC treatments from physician 

customers. Specific advertisements encourage prospective patients to contact the Company’s patient advocacy 

center through telephone or web site, whereby information is provided on treatment and insurance coverage, 

and ultimately an appointment can be scheduled for the prospective patient to be evaluated by a physician in the 

customer network, convenient to their location, to determine if they would benefit from XTRAC treatments.  

 

The graphic below depicts a number of examples of the Company’s active and innovative direct-to-consumer 

advertisements: 

 

 
Source: Strata Skin Sciences 

 

 

Strata Skin is in the process of a research and development effort to develop products to assist in the reduction 

of the number of treatments in the XTRAC treatment protocol, in order to make XTRAC treatments gain a 

wider appeal for those patients who cannot fit the current treatment regimen into their schedules. The graphic 

below outlines a proposed Optimal Therapeutic Dose regimen for use of the XTRAC system in treating patients 

with dermatological diseases, which has become part of a recent FDA 510(k) submission:  
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Source: Strata Skin Sciences 

 

Further, the Company has developed the “8N6” protocol for optimal patient outcomes, which includes the 

following regimen which is depicted graphically below: 

 

1) Twice a week – Minimum 8 visits in 6 weeks; 

2) Starting dose of at least 300 millijoule; 

3) Dose increased over time, by between 15%-25%; 

4) Patient returns for at least 8 visits; and 

5) The patient’s database is managed to track results. 

 

 
 

Source: Strata Skin Sciences 
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Sales and Marketing 

 

The Company maintains an internal sales and marketing force in the US of 46 full-time personnel in order to 

create revenues from its dermatology devices and related products. This sales and customer service team 

includes: 

 22 sales territories; 

 4 field regions; 

 15 field service technicians;  

 An in-house call center to qualify sales leads; and 

 750 XTRAC devices in partnership arrangements and 138 XTRAC devices sold directly. 

 

The graphic below depicts the Company’s US geographic dispersion of XTRAC installations and sales 

territories: 

 

 

Source: Strata Skin Sciences 

 

Internationally, the Company markets its VTRAC system exclusively through distributers on a sold and in 

service basis, rather than a recurring revenue or per-use model as in the US.  Major markets currently for the 

Company include Japan, South Korea, Brazil, Russia, Australia, India, Saudi Arabia, the European Union and 

China, with 1,186 devices in service as of today. In most cases procedures are covered by applicable health 

insurance in the overseas territories served by the Company, and on average Strata’s overseas units have higher 

utilization. 

 

Recently, the Company has been focusing on new strategic agreements with large accounts. In August, the 

Company announced the signing of a strategic agreement with a large, private equity-backed group of 

dermatology clinics. The agreement includes use of the Company’s XTRAC excimer laser in the group’s 

network of “dozens of clinics” in the US, and will be installed on a pay per use basis with no upfront cost to the 

practices. Strata Skin will provide clinical training, direct to consumer (DTC) advertisement, and patient 

assistance programs and advocacy support for the centers, with the first 10 clinics in the network expected to be 

deployed before the end of 2018. 
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The Nordlys System 

 

In March 2017, the Company announced that it had become the US distributor for the Nordlys laser, a device 

representing the latest technology in non-ablative fractionated laser technology in the medical aesthetic field. 

This uniquely designed class of laser with patented Dual Mode Filtration is manufactured in Denmark by 

Ellipse Global A/S under the brand name Nordlys. Nordlys utilizes the latest advancements in cosmetic and 

medical technology and offers a superior patient, provider and practice experience. There is no requirement for 

medications or needles, and little to no downtime. The Nordlys system has 24 indications cleared to date by the 

FDA and has the ability to use a multitude of light based technologies all in one compact platform: 

 SWT (Selective Waveband Technology: the latest evolution and advancements of Intense Pulsed Light); 

 Nd:YAG; and the  

 FRAX 1550 non-ablative fractionated technology.  

 

Nordlys users include leading dermatologists, plastic surgeons and cosmetic physicians with over 6,000 

placements worldwide. The Company’s distribution agreement required certain minimum purchase 

commitments, however, in March 2018 the Company determined that it would no longer continue to market the 

Nordlys system. 

 

STRATAPEN 

 

In January 2017 the Company entered into an OEM agreement with Esthetic Advisors, LLC to private label the 

STRATAPEN device. STRATAPEN MicroSystems is a micropigmentation device that provides advanced 

technology offering exceptional results. STRATAPEN offers the following differentiating technology and 

features: 

 

• Patent-pending Biolock Cartridge; 

• Gamma ray treated and sealed in individual packages; 

• Incorporates seven-step safety system to prevent fluids from entering the motor; 

• Multiple nose cones to facilitate more efficient patient flow; 

• Ability to be reprocessed in autoclave after use; 

• Adjustable speed and depth during the course of treatment; and 

• Corded and cordless power options. 

 

Manufacturing 

 

Strata Skin manufactures their XTRAC products at a 28,000 sq. ft. facility in Carlsbad, California. The 

California facility is ISO 13485 certified, which is an International standardization written by the International 

Organization for Standardization, which publishes requirements for a comprehensive quality management 

system for the design and manufacture of medical devices. Certification to the standard is awarded by 

accredited third parties.  

 

Research and Development 

 

The Company’s research and development team, including engineers, consists of approximately seven 

employees. Strata Skin’s research and development activities are conducted at its facility located in Carlsbad, 

California. Currently, these research and development efforts are focused on the application of the XTRAC 

system to the treatment of inflammatory skin disorders. Most recently, in early August of this year, the 

Company announced US FDA clearance for the Multi Micro Dose tip accessory for its XTRAC 308nm excimer 

laser. The Multi-Micro Dose Tip accessory is indicated for use in conjunction with the XTRAC laser system to 

http://www.dawsonjames.com/
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filter the Narrow Band-UVB (NB-UVB) light at delivery in order to calculate and individualize the maximum 

non-blistering dose for a particular patient. The patent-pending MMD Tip simultaneously applies multiple level 

doses of energy to a specific area of the patient’s psoriatic plaque, thereby identifying the maximum sub-

blistering energy dose for a particular treatment zone.  Utilizing the results from these test patches, the 

physician can design the optimal therapeutic dose treatment for each patient, which should result in a shorter 

treatment regimen to achieve patient improvement. Data have shown that higher doses of the XTRAC treatment 

achieved PASI-75 (reduction in the Psoriasis Area and Severity Index) clearance in as little as two to four 

weekly treatments, as compared to an average of 6.2 treatments in previously published studies. 

 

Intellectual Property 

 

Currently, the Company has approximately 28 issued US patents on its technology in force, and many of these 

patents have foreign counterparts issued and pending. Of those issued, ten US patents and one German patent 

relate to the XTRAC and VTRAC product lines while eighteen US patents and several foreign patents relate to 

various aspects of the MelaFind technology. However, because the Company has discontinued its sales efforts 

for MelaFind, as these MelaFind related patents come up for the payment of periodic maintenance fees they will 

be assessed as to the need to continue to maintain their existence. Recently, in July 2018, Strata Skin announced 

a fully-paid exclusive and perpetual license agreement with a strategic entity for a de-identified image library of 

pigmented lesions and associated documentation related to the MelaFind device.  

 

Strata Skin also relies on trade secrets and technical know-how in the manufacture and marketing of its products 

and requires its employees, consultants and contractors to execute confidentiality agreements with respect to 

proprietary information. 

 

 

Recent Results and Balance Sheet/Cash Flow 

 

Strata Skin reported strong financial results for their Q2/18 quarter in August, including revenues of $7.5 

million, an increase of 17% above the previous quarter. Revenue growth in the second quarter was led by 

recurring XTRAC revenues of $5.2 million, primarily in the US, an increase of 15% over the first quarter, as 

well as international XTRAC revenues of $2.1 million, up 57% from Q1/18.  Revenues in Q2/17 were $8.5 

million, however, Q2/18 was the first quarter reported following the appointment of new management earlier 

this year and the completion of a major financing which provided additional resources to the Company for 

marketing and support.   

 

In Q2/18, the company also made progress on the bottom line, including improving gross margins to 54%, from 

49% in the previous quarter, fueled by higher margins on recurring dermatology procedure revenues of 63.6%, 

an improvement of 6.9%. Net loss for the quarter was $1.4 million or ($0.06) per share, compared with a net 

loss of $2.2 million or ($0.13) per share in Q1/18. The net loss in Q2/18 included $600,000 in severance and 

consulting costs and $100,000 related to the write-down of the discontinued Nordlys product line.  One key 

improved metric for Strata Skin this year has been average quarterly revenue per consigned US XTRAC 

system, which increased from $6,000 to $6,900 in Q2/18, or approximately 15%; this helps contribute to both 

revenue growth and gross margin improvement for the Company’s installed base of XTRAC systems, which 

stood at 746 at the end of the second quarter. In addition, the Company related further that scheduled patient 

appointments in the US increased from 250 in Q1/18 to 870 in Q2/18.   Net loss in Q2/17 was $1.2 million or 

($0.52) per share. Non-GAAP adjusted EBITDA was approximately positive $600,000 in Q2/18 for the 

Company, as compared to a negative amount in the first quarter of this year, and helped Strata Skin increase its 

cash on hand to $14.4 million at the end of June from $4.1 million at the start of the year.   
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The Company’s balance sheets for the periods Q2/2018 ending June 30, 2018 and Q4/2017 ending December 

31, 2017 are shown below: 

 

 

Source: DJSI estimates, Strata Skin Sciences 

 

Strata Skin management did not provide specific financial guidance at the time of its most recent Q2/18 

earnings release, except to the extent that “projected investments and growth in patient appointments (from 

higher advertising spend) are expected to deliver increased recurring revenue growth, system productivity, as 

well as higher gross margins in the coming quarters”.  Thus, we are estimating that Strata Skin will continue to 

post quarter-over-quarter revenue growth, to $7.6 million in Q3/18 and $8.4 million in Q4/18, with improved 

gross margins, level operating expenses, and decreased quarterly net losses.  For 2018E as a whole, we are 

estimating that Strata Skin will post annual revenues of $30.0 million, as compared to $31.5 million in 2017 

when the Company was marketing additional products, but with decreased net losses of $2.7 million or ($0.14) 

per share as compared with net losses of $18.8 million or ($2.85) per share in 2017. 

 

For 2019E, we are forecasting that Strata Skin will continue to post strong annual overall revenue growth of 

15% to $34.5 million and improved gross margins to 60.0%, fueled by higher utilization of existing systems in 

place in the US and to a lesser extent from new systems placed, for example those under a recent large 

dermatology group agreement. Combined with only slightly higher forecasted operating expenses, we estimate 

that the Company could post break-even operating income next year. With positive EBITDA forecast for the 

coming quarters and next year, as was evidenced in the most recent Q2/18 results, along with recently bolstered 

http://www.dawsonjames.com/
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cash on hand of $14.4 million we also estimate that the Company will have adequate financial resources on 

hand to fund growth.    

 

Management 

SSKN’s management team, board of directors and scientific advisory board includes: 

Dolev Rafaeli has served as Chief Executive Officer and member of the board since April 2018. Previously he 

served as a member of the board of directors and CEO of PhotoMedex, the company that founded the XTRAC 

business, as well as held executive positions with Radiancy and Motorola (MSI, Not Rated).   

Matthew Hill joined the Company as CFO in March 2018. Prior to joining the Company, he held financial 

executive positions with SS White Dental, Velcera (now Perrigo, PRGP, NR), and EP Medsystems (now 

Abbott, ABT, NR).   

 

In addition to CEO Dolev Rafaeli, SSKN’s Board of Directors includes: Uri Geiger, currently Managing 

Partner of Accelmed; David N. Gill, formerly with EndoChoice, TransEnterix, and INC Research; LuAnn Via, 

appointed Chairperson in December 2017 and formerly with Christopher & Banks, Payless Shoe Source, and 

Charming Shoppes; Nachum (Homi) Shamir, currently President and CEO of Luminex (LMNX, NR);  

Samuel Rubinstein, currently CEO of Taro Pharmaceuticals (TARO, NR); and Samuel E. Navarro, currently 

Managing Partner at Gravitas Healthcare. 

 

The Company’s Scientific Advisory Board includes Dr. R. Rox Anderson, who was appointed head of the 

Company’s advisory board in May 2017. Dr. Anderson is currently a professor at Harvard Medical School, an 

adjunct professor at MIT, a practicing dermatologist, and director of the Wellman Center for Photomedicine at 

Massachusetts General Hospital in Boston.  

 

Stock Valuation/Comparables 

 

We have compiled a comparable four-company group for SSKN consisting of similar-sized commercial-stage 

dermatology stocks, including Biofrontera (BFRA, Buy), Sonoma Pharmaceuticals (SNOA, Buy), Sensus 

Healthcare (SRTS, NR), and NovaBay (NBY, NR). In addition, we have considered valuation multiples for a 

number of dermatology-oriented companies which have been recently acquired, including Medicis ($2.6 billion 

purchase price in 2012), Zeltiq ($2.5 billion, 2017), DUSA Pharmaceuticals ($230 million, 2012), Stiefel 

Laboratories ($2.9 billion, 2019) and Derma Sciences ($200 million, 2017). On average, our comparable stock 

group shows valuation multiples of approximately 5.4X estimated revenues for calendar 2018, 4.0X estimated 

revenues for 2019, and 4.5X trailing twelve month revenues for the buy-out group, representing significant 

premiums to SSKN’s current valuation metric of 2.5X estimated revenues for 2018E and 2.1X estimated 

revenues for 2019E. This discrepancy could perhaps be due to SSKN’s relative lack of familiarity with 

investors following its recent change in management and new investment received earlier this year. However, 

we believe as SSKN continues to grow and increase its interest level with investors, valuation metrics for the 

Company will improve vis-à-vis its comparable stock group and as compared with recent industry buy-outs, and 

therefore, we are initiating coverage on SSKN shares with a Buy rating and 12-18 month price target of $5.00 

per share, based on average valuation metrics for comparable companies of 5.0X estimated revenues of $30.0 

million for SSKN for calendar year 2018E and 4.3X estimated revenues of $34.5 million for SSKN for calendar 

year 2019E.  
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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 Strata Skin Sciences with other companies in the industry, we believe an investment in SSKN 

involves the following risks: 

 

 Reliance on key management – At present, SSKN relies on several key members of its management 

team who have been in key executive positions for an extended period of time. Should one or more of 

these key executives leave the Company, SSKN could find it difficult to replace their long-standing 

knowledge of operations and industry expertise.  

 Reliance on future collaborations and partnerships – To date, SSKN has signed large-volume sales 

agreements in the US as well as international distribution agreements for its products. Oftentimes in the 

case of distribution and sales agreements certain factors related to product sales or development may be 

determined by third parties and out of the control of Company management.  

 Limited stock liquidity – Trading volume in SSKN on the Nasdaq exchange is comparatively light as 

these shares have a relatively limited history of trading compared with other healthcare stocks.  As such, 

news regarding SSKN, its target market, partners and/or competitors could lead to significant volatility 

in the stock price.  

 Competitive markets – The Company and its distribution partners compete in its target dermatology 

products market with a number of companies, many of which are considerably larger than the Company.  

There can be no assurance that the Company and its partners will be able to successfully compete and 

launch new products and services into these competitive markets in the future.  

 FDA and regulatory risks – SSKN and its distribution partners are subject to regulatory review for 

ongoing research and development as well as manufacturing operations, including approval and review 

processes of the US Food and Drug Administration and other international regulatory agencies. Any 

negative correspondence from the FDA or other international regulatory agencies in the future could 

have an adverse effect on the ongoing operations of the Company.  

 Lack of historic profitability – SSKN is currently not operating on a profitable basis, 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 intellectual property – SSKN currently relies on patents and other intellectual property 

on its technology and products to maintain its competitive position in the industry.  The Company may 

be required to defend its trade secrets in the US and overseas in the future, and there can be no assurance 

these defenses will be successful. 
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Source: Dawson James Securities, Inc. estimates; Company documents
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Important Disclosures: 

 

Price Chart: 

 

 
 

 
Price target and ratings changes over the past 3 years: 
Initiated – Buy – September 4, 2018 – Price Target $5.00 
 

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 NOT engaged in investment 
banking relationships with SSKN in the prior twelve months, as a manager or co-manager of a public offering and has 
NOT 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 the managing or co-managing of a public offering. 
 
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 August 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)   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; 
2)  Neutral: the analyst believes the price of the stock is fairly valued for the next 12-18 

months; 
3) 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 in the last twelve months. 
 

 

 
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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