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Investment Highlights 
 
1)  Oculus report financial results for their Q3/2010 (ending 
December) earlier this month, including revenues of $1.61 million, up 
32% year-over-year, and a net loss of $1.3 million, or ($0.05) per 
share, reduced from a net loss of $3.3 million, or ($0.21) per share in 
the prior year period.  Our estimates had been revenues of $1.7 million 
and a loss of ($0.07) per share. Revenue growth was led by large 
increases in US sales for human and veterinary wound care products, 
and also by smaller but solid sales increases in Mexico and Europe, 
offset by the delay in a large shipment to a distributor in China. Gross 
margins fell during the quarter, to 46% of product revenues from 69% 
in the prior year period due to an inventory write-off in Q3/2010 and 
higher shipping costs to Europe as manufacturing was transferred to a 
domestic location this year. Gross margins in Mexico, with more 
established manufacturing and sales operations, increased during the 
quarter to 80% from 77%. Other cost components including R&D and 
S, G &A expenses declined significantly year-over-year thanks to 
Company cost-cutting measures implemented over the past 12 months, 
helping reduce losses year-over-year.  Cash burn in the quarter was 
approximately $1.3 million. 
 
2)  During the quarterly conference call, Oculus management also re-
iterated certain financial metrics forecasted for the final Q4 of the 
calendar year, ending March. These included revenues of over $2 
million during the quarter, break-even results for the final month of the 
year, March, (aided by a large annual minimum payment from a long-
term partner) and a net cash burn of approximately $1.0 million for the 
quarter as a whole. Thus, we are adjusting our estimate for Q4/2010 
for Oculus slightly, to revenues of $2.3 million (down from $2.5 
million) representing a 60% increase year-over-year, and maintaining 
our net loss forecast of ($0.04) per share, or a little under $1.0 million.  
Fueling expected growth this quarter for Oculus is new product launch 
of Microcyn in the US surgical market, shipments to China after a lull 
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in Q3, growth in Europe from new distributors, and potential launch late in the quarter of Microcyn Hydrogel in 
the US dermatology market. We expect Oculus to release financial results for their year-end in May around the 
time of their annual meeting, at which time more will be known regarding prospects for the upcoming fiscal 
year, at least for Q1/2011, which ends in June.  
 
For fiscal 2011, which begins April 1st of this year, we are estimating that revenues for Oculus will be $13.8 
million, including $12.5 million in product revenues, with a net loss of $4.5 million, or ($0.18) per share.  Key 
drivers of growth next fiscal year for Oculus are expected to be new products in the US prescription market, 
including in the surgical, dental, dermatology and possibly allergy areas, growth in sales to new countries in the 
European Union, growth in sales to Mexico, especially if the Mexican peso strengthens, and growth in Asian 
markets such as China and India.  We are also forecasting gross margins to improve next year for Oculus as the 
Company completes is transition to US-based manufacturing. 
 
 
 
Conclusion/Stock Valuation 
 
Oculus’ shares have clawed their way back upward this year due to revenue growth and new product approvals, 
which further increases our confidence in upcoming earnings releases and forecasts.  In addition, the Company 
has a number of pending FDA applications for new markets for Microcyn-related products, and should 
approvals be received at a steady pace more good news is expected to be announced as this calendar year 
progresses. Thus, we are maintaining our BUY rating on OCLS and 12-18 month price target of $4.50, still 
below highs of just last summer. 

 

Risk Factors 
We believe an investment in Oculus Innovative Sciences 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. While the 
Company has a good track record of regulatory review since its inception, there can be no assurance that 
future endeavors will go as smoothly.  

• Reliance on joint venture partners and/or additional capital — Currently, Oculus has enough cash on 
hand to fund ongoing research and marketing development programs until calendar 2010, approximately. 
Alternatively, the Company has a stated goal of reaching operating cash break-even by the end of this fiscal 
year, and meeting this objective would eliminate the need to raise additional equity capital. The Company 
could also raise funds through additional partnerships, in particular for prescription products or into 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. 
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Important Disclosures: 
 
Price Chart: 

 
 
Price target and ratings changes over the past 3 years: 
Initiated – August 17, 2009 – Target $4.50  
 
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 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. 
  
Dawson James has received investment banking compensation from the company mentioned in this report and may actively seeking 
compensation for investment banking services in the future.  Dawson James does not make a market in this security.  Neither the 
research analyst whose name appears on this report nor any member of his household is an officer, director or advisory board member 
of the company.  Dawson James did not receive any other compensation from the company in the previous 12 months. 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. 
 
Ratings definitions: 1) Buy: the stock is expected to appreciate and produce a total return of at least 20% over the next 12-18 
months; 2) Neutral: the stock is fairly valued for the next 12-18 months; and 3) Sell: the stock is expected to decline at least 20% over 
the next 12-18 months and should be sold. 
 

 Company Coverage Investment Banking 
Ratings Distribution # of Companies % of Total # of Companies % of Totals 
Buy 11 79% 5 45% 
Neutral 3 21% 2 67% 
Sell 0 0% 0 0% 
Total 14 100% 7 50% 

 

Information about valuation methods and risks can be found in the “STOCK VALUATION” and 
“RISKS” sections of this report. 
 
DAWSON JAMES SECURITIES, INC., Member SIPC, FINRA, (the "Firm") does not make a market in these securities.  The Firm may perform or seek to perform investment banking services for these 
companies in the future. Analysts receive no direct compensation in connection with the firm's investment banking business. 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. 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 with respect thereto) mentioned herein. Although the statements of fact 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 Firm may effect transactions as principal or agent in the securities mentioned herein.  The 
securities discussed or recommended 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. 
 
 
 


