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Dermisonics (OTCBB: DMSI) is involved in the development of new, innovative drug 

delivery technologies.  More specifically, the Company is targeting to develop alterna-

tive drug delivery systems for small and large molecule drugs.  Dermisonics is based in 

West Conshohocken, Pennsylvania.   

Currently, most large molecule drugs are delivered by injection.  There is no doubt that 

all injection procedures involve varying degrees of discomfort and inconvenience. 

Hence, an innovative solution where large molecule drugs can be delivered without the 

use of injection has potential to find broad customer acceptance.  

Dermisonics is involved in the development and testing of a transdermal patch, which 

would enable the needle-free delivery of heavy molecular drugs into the system. It is 

developing U-Strip, a drug delivery system, incorporating a transdermal patch in com-

bination with microelectronics and ultrasonic technology.   

The Company has conducted many tests which have shown that its technology facili-

tates the transdermal delivery of insulin, and potentially at least 175 other existing 

drugs that currently cannot be effectively delivered through the pores of the skin using 

conventionally available transdermal technology due to their large molecular size.  

  Company Background 
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• Unique and Innovative Drug Delivery Approach 

• Focus on the Multi-billion Dollar Diabetics Market 

• Key Technology Advantages Possible 

• Multiple Applications of the Technology Possible 

 

 

Transdermal delivery systems fall into two broad categories; namely passive and active.  The differ-

ence between active and passive is that, active (skin) patches require physical force to facilitate the 

movement of drug molecules across the skin and in passive the drug diffuses through the skin where 

it can act locally or penetrate the capillaries for systemic effect.  In active process, drugs can be deliv-

ered through the skin by applying a low-level ultrasonic wave whereas in passive process of drug de-

livery is slow and involves steady diffusion of small molecule drugs through skin.  

Figure 1: TDD Systems: Types 

 

 

 

 

 

 

Dermisonics is engaged in developing advanced transdermal drug delivery technologies which allow 

for the non-invasive delivery of macromolecular pharmaceutical formulations - or drugs constituted 

from large molecules.  Its proprietary technology involves active transdermal drug delivery process by 

which drugs can be transported through the skin by applying a low-level ultrasonic wave. 

The technology is based on ultrasound, which enlarges the diameter of the pores of the skin and there-

fore enables effective penetration into blood cells.   The devices used for U-Strip technology are mainly 

sub-miniature, high-powered ultrasonic devices, coupled with a modified transdermal patch. 

Investment Highlights 
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U-Strip  

U-Strip is used to deliver insulin to diabetic patients.  This prod-

uct involves two components, the Medi-Cap™ and Sonic Applica-

tor & Control Devices.  Medi-Cap™ is a new form of transdermal 

patch to hold the drug whereas Sonic Applicator & Control De-

vice is used to widen or enlarge the pores for effective penetration 

in the blood streams.   

The Medi-Cap™ is designed specifically for ultrasonic and other electronic drug delivery applications.   

It is divided into two parts transdermal patch system consisting of a Transducer Coupler™ and a Patch-

Cap™.   The Patch-Cap™ is used as an absorbent pad to store the drug until ultrasound, delivered from 

the snap-on Transducer Coupler™, liberates the drug from the Patch-Cap™ and onto the patient's skin 

surface. From there ultrasound can be employed to dilate the skin pores and deliver the drug into and 

through the in vitro dermis.  It has also received one patent from US patent office. 

U-Wand  

The U-Wand is designed to deliver cosmetic formulations to the surface of the skin.  This product is an 

ultrasonic cosmetic applicator device.  The application of this product is for cosmetic and medicinal pur-

pose for skin care. The Company has filled the patent application.  

A-Wand  

The A-Wand product is designed to deliver antiseptics and antibiotics for wound care.  This product is 

undergoing clinical trials and it is expected that Phase I will begin in first quarter of 2006. 

Dermisonics plans to generate revenues through license & royalty fees and testing programs to assess 

the feasibility of drug delivery by way of its transdermal delivery system.  The diagram below explains 

Company’s Business Strategy. 

Products 

Business Strategy 
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Figure 2: Dermisonics Business Strategy 

 

Source: Company Website 

The business strategy involves partnering with pharmaceutical and healthcare companies which can 

provide financial support and help in commercialization of the product.  Currently, it is focusing on 

existing FDA approved products.  The reason for focusing on existing FDA approved products is that 

it reduces clinical risks and eliminates costly and time consuming pre-clinical and clinical studies.  

Figure 3: SWOT Analysis 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Beacon Research   

Company Analysis  

Strengths: 

• Innovative Drug Delivery Approach 

• Extensive and Comprehensive Patent 

Protection 

• Highly Experienced Management 

• Attractive Revenue Model 

• Focus on the billion dollar diabetics 

market 

Weaknesses: 

• Uncertainty of FDA Approval  

• Reliance on Third Party for product 

manufacturing 

• Additional Capital Requirement 

• No Long-Term Clinical Findings 

• Developmental stage company 

Opportunities:  

• Huge Market Potential 

• Diverse Range of Applications 

• Different Revenue Stream 

Threats: 

• Uncertainty of Government Regu-

lation  

• High Competition Due to Develop-

ment of Competing Products 

• Possibility of Conflicts with Other 

Patents 
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The Company operates in the Pharmaceutical (Drug delivery) and Cosmetic industry.  It also competes 

in the antiseptics and antibiotics market for wound care with its product A-wand.  
 

US Pharmaceutical (Drug Delivery) Industry 

The US medical device industry is immense and very competitive. The overall US market for drug de-

livery technologies is expected to increase to about $67 billion by 2007 at a CAGR of around 8% 

(Source: Research and Markets). The figure below highlights the growth of US drug delivery technol-

ogy market. 
 

Figure 4: US Growth of Drug Delivery Technologies (In $ billions) 

 

 

 

 

 

 

 

 

 

 

Source: Research and Markets 

 

For 2002, the US drug delivery market accounted for approximately 6% of the total pharmaceutical in-

dustry revenues. Revenue from pharmaceutical products that utilize advanced drug delivery technol-

ogy was estimated to be $38 billion.  According to some analysts, the market may grow at an average 

rate of 28% over the next five years.  These analysts expect that the share of drug delivery products 

may increase to 39% of all pharmaceutical sales by 2007 (Source: DMSI SEC Filings). 
 

There are over 300 companies currently involved in drug delivery research and development.  In addi-

tion, other entities like universities, foundations and small private companies and laboratories are also 

involved in researching new drug delivery systems.  
 

Since 1970’s, more than 35 drug delivery systems have been marketed.  Some of them include: trans-

dermal patches, time-release pills, osmotic pumps and depot implants.  The number of new drug de-

livery systems in the past masks rapid and significant technological changes the US medical device 

industry is currently undergoing, especially for new drug delivery system.  

Industry Analysis  
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Drug Delivery Methods 

The pharmaceutical industry has traditionally relied on oral delivery and 

injection as the primary methods of administering drugs. The various drug 

delivery methods are: 

 

• Conventional Oral Method: Conventional oral methods like pills and 

capsules are the most common types of drug delivery modes.  Oral drug 

delivery methods are easy to administer. However, their effectiveness 

can be limited because drugs must first pass through the digestive sys-

tem and liver before being absorbed into the bloodstream.  Hence, orally 

delivered drug dosages must be large enough to overcome any degrada-

tion that occurs in the gastrointestinal tract and liver.  As a result, conventional oral dosage forms 

often produce higher initial drug levels than required.  This may result in an increase in the risk of 

side effects, some of which can be serious. 

 

• Injection Methods: Injectable drug methods involve the use of needles. They offer almost all of the 

same advantages as provided by the conventional oral drug dosage methods.  However, this method 

has the possibility of needle-stick injuries, as well as the risk of infection to the caregiver and the pa-

tient. It also increases patient anxiety due to the pain of injection. In addition, some elderly, infirm or 

pediatric patients cannot administer their own injections and may require assistance. This results in 

inconvenience to these patients and increase in the cost of therapy. 

 

• Advanced Drug Delivery Technologies: The limitations of the above forms of drug delivery have 

driven demand for advanced drug delivery alternatives. Advanced drug delivery technologies in-

clude: 

- Sustained release pills and injectables 

- Active and passive transdermal patches 

- Infusion pumps 

- Pulmonary, nasal and transmucosal delivery methods 

 

The advanced drug delivery technologies offer considerable advantages to patients, hospitals and 

public administrators.  The technology enables patients to safely self-administer therapies thereby 

helping to reduce healthcare costs. Patients also benefit by enjoying more effective and convenient 

administration of proven drug products.  Moreover, health outcomes are effective and efficient as the 

result of superior drug delivery modalities provided by these innovative technologies.  
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 The following figure highlights the CAGR growth rate of various drug delivery technologies. 

 
Figure 5: CAGR in % Reformulations 2000 - 2005 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Datamonitor, 2001 

 

 Transdermal Drug Delivery System 

A transdermal system delivers drugs through the skin into the bloodstream.  The system is categorized 

as either passive or active.   

 

In the passive transdermal system, the drug diffuses through the applied skin. The active transdermal 

system requires a physical force to facilitate the movement of drug molecules across the skin.  Active 

transdermal systems are capable of delivering proteins and other large molecules. 

 

In 2001, the market for transdermal drug delivery (TDD) products in the US, Europe and Japan was 

approximately $2.5 billion.  The US market for TDD products was estimated to be $1.2 billion in 2001.  

This represents an increase of 23% over the previous year. According to some industry analysts, TDD-

based products are expected to grow annually in the low double-digit percentage range (Source: Drug 

Delivery Technology). 
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The following figure highlights the approximate split of global sales among the TDD products. 

 
Figure 6: Global TDD Product Sales by Segment: 2001  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Source: Ryan D. Gordon, Tim A. Peterson, Drug Delivery Technology  
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The following exhibit highlights various US TDD products that are in clinical development stages. 

 
Exhibit 1: Various TDD Products: Clinical Development Stage 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Ryan D. Gordon, Tim A. Peterson, Drug Delivery Technology (2004-05) 

 

Compound TDD Technology Development Stage 

Alprostadil Gel Preclinical 

Buprenorphine Patch Phase III 

Dexamethasone Iontophoresis Phase III 

Dextroamphetamine Patch Preclinical 

Diclofenac Patch Preclinical 

Dihydrotestosterone Gel Phase III 

Estradiol Gel Phase III 

Androgen/ Estradiol Patch Phase II 

Estradiol/Progestin Patch Submitted NDA 

Testosterone/Estradiol Patch Phase III 

Fentany1 Patch, Iontophoresis Preclinical to Phase III 

Flurbiprofen Patch Preclinical 

Lidocaine Iontophoresis Phase III 

Glucagons-like Peptide-1 Microneedle Preclinical 

Methylphenidate Patch Submitted NDA 

Parathyroid Hormone Microneedle Preclinical 

Rotigotine Patch Phase III 

Testosterone Gel Preclinical to Submit-

ted NDA 

Unknown Compound for Treatment of 

Onychomycosis 

Patch Phase III 

Vaccines (Various) Patch Preclinical 

Various (Macromolecules, etc.) Sonophoresis Preclinical 
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From the above exhibit, it can be seen that there are a number of new compounds in various stages of 

development. There are 13 compounds which currently exist in approved transdermal products in the 

US.  While as many as six new low molecular weight molecules are currently in either preclinical or 

clinical development stage.  Thus, it can be concluded that TDD systems for drug delivery will have 

great importance in the future. 

 

Industry Growth Drivers 

The industry operates with the goal to create an effective, needle free and non- invasive drug delivery 

system. Some of the major growth drivers of the industry are listed below: 

 

• The 65 year old segment of the US population will expand significantly after 2010 (Source: Wash-

ington Biotechnology and Biomedical Association).  This ageing US population will increase de-

mand for effective, convenient and non-invasive drug delivery modes. 

• During 2004-08, many major drugs will reach patent expiry and may cost major pharmaceutical 

firms more than $40 billion in market value to generic drug makers.  Pharmaceutical and biotech 

companies can use drug delivery to develop future commercial opportunities. (Source: Takeda Pa-

cific’s Report) 

• Manufacturers of generic drugs are also seeking new drug delivery technologies for making their 

products competitive. 

• Young patients tend to avoid injectible drug delivery due to its invasive and discomforting nature. 

This creates an extensive market among young patients. 

• The worldwide diabetes population is expected to grow to 333 million by 2025. Injections of insulin 

are painful and very inconvenient for the patient. In the US, the diabetes population is around 20.9 

million. 

• Other non-invasive delivery methods like oral drugs can reduce efficiency and may have side ef-

fects for the patient. 

 

Diabetes: An Overview  

Diabetes is a condition in which the body is either unable to produce insulin or cannot effectively use 

the insulin it produces.  There are two types of diabetes: 

 

• Type 1 Diabetes: It occurs when the pancreas no longer produces any or very little insulin. Type 1 

usually develops in childhood or adolescence.  It affects 10% of people with diabetes. 

• Type 2 Diabetes: It occurs when the pancreas does not produce enough insulin to meet the body's 

needs or the insulin is not metabolized effectively. Type 2 usually occurs later in life.  It affects 90% 

of people with diabetes. 
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Figure 7: Key Factors in Diabetes Growth 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Source: Beacon Equity Research 

 

The following exhibit highlights the currently available and possible solutions for delivering insulin to 

diabetic patients. 

 
Exhibit 2: Insulin Delivery Options - Current 

 

Source: Beacon Equity Research 

 
 

Alternative ways to deliver insulin, cur-

rently available in the market 

Description 

Syringes and Needles Uses Needle; Low cost 

Pumps Uses Needle; Less cost effective 

Insulin Pen Uses Needle; Lacks flexibility in type of 

insulin 

Automatic Injector Uses Needle; Easier to use when com-

pared to Syringes; However, less cost ef-

fective 

Jet Injector Does not need needle; Costly Solution 
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Exhibit 3: Insulin Delivery Options - Possible 

 

Source: Beacon Equity Research 

 

 Diabetics Population 

In the drug delivery space, Dermisonics initial focus is on insulin delivery – as it is one of the largest 

and potentially most lucrative markets.  The Company is working first on developing a transdermal 

drug delivery system for insulin.  According to International Diabetics Federation estimates, in 2003 

nearly 200 million people worldwide had diabetes. This is expected to rise to 333 million by 2025. 

(Source: World Health Organization). The following figure and exhibit highlights the growing world-

wide diabetics’ population. 

 
Figure 8: Worldwide Diabetics 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Beacon Equity Research 

Possible Future Solutions for Insulin 

Delivery 

Description 

Delivery through skin patch 

(Transdermal) 

No needle; Easy to use; Possible skin irri-

tation, slow drug delivery, drug damage 

Inhalers for delivery through lungs 
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No needle; Easy to use; Wastage of drug; 

Possibility of drug deposit in lungs; 

Cell Therapy (Transplanting of cells pro-

ducing insulin) 
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Exhibit 4: Top Ten Countries for estimated number of adults with diabetes, 1995-2025 

 

Source: Diabetes Care 

 

In the US, the total diabetics’ population is approximately 20.9 million. The further break-up of the 

market is highlighted below: 

 
Exhibit 5: US Diabetics Population 

 

Source: Company  

 

Rank Country 1995 

(millions) 

Country 2025 

(millions) 

1. India 19.4 India 57.2 

2. China 16.0 China 37.6 

3. US 13.9 US 21.9 

4. Russian Federation 8.9 Pakistan 14.5 

5. Japan 6.3 Indonesia 12.4 

6. Brazil 4.9 Russian Federation 12.2 

7. Indonesia 4.5 Mexico 11.7 

8. Pakistan 4.3 Brazil 11.6 

9. Mexico 3.8 Egypt 8.8 

10. Ukraine 3.6 Japan 8.5 

  All other Countries 49.7   103.6 

  Total 135.3   300.0 

Type of Diabetics Requirement of 

Patient 

%age of US 

Population 

Population 

(millions) 

Eligibility for U-strip/

Insulin System 

Type 1 In greatest need 

of exterior insulin 

10% 2 100% or 2 million popu-

lation 

Type 2 Insufficient inter-

nal insulin pro-

duction 

90% 18 25% or 4.5 million popu-

lation 

Total US Potential 

users 

      6.5 million population 
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 Thus, it can be concluded that with the increase in diabetics’ popu-

lation, the need for a better delivery of insulin will increase at a 

rapid pace, creating favorable market conditions for companies like 

Dermisonics.  

 

Other Markets 

Over time, the demand for easy-to-use, needle free and non- inva-

sive drug delivery system which is capable of transporting com-

paratively big molecules into the bloodstream should grow consid-

erably.  While Dermisonics is initially focusing its efforts on devel-

oping transdermal drug delivery systems for insulin, its SonaPatch 

delivery system remains a fitting solution for any number of other drugs, especially large molecules. 

 

Today, because of lack of other more appropriate delivery systems these drugs have to be delivered by 

injection. According to Dermisonics, there are more than 175 approved drugs that are qualified pros-

pects for delivery using SonaPatch.  Some of them include market leading blockbuster drugs like Lipi-

tor, Nexium, etc.  

 

Also, drug delivery technology such as SonaPatch, can effectively be utilized to implement and im-

prove dosing of drugs and to administer those drugs that pharmaceutical companies have stopped 

working on when the delivery problems proved to be too great.  

 

Government Regulations 

The US healthcare industry is undergoing fundamental changes as a result of political, economic and 

regulatory influences.  Few comprehensive programs have been proposed that seek to increase access 

to healthcare for the uninsured, control the escalation of healthcare expenditures within the economy 

and use healthcare reimbursement policies to balance the federal budget. Any drastic or significant 

changes in the healthcare regulations may adversely affect the industry revenue. 
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Cosmetic Industry 
The US Cosmetic Market can be categorized into two major sectors as represented below: 

 
Figure 9: US Cosmetic Market 

Source: Company  

 

In 2002, the total US Cosmetic Market size was approximately $37.11 billion.  The market is projected 

to grow to $41.84 billion by 2007, with an average growth rate of 2.4% per annum since 2002.  In 2002, 

L’Oreal USA, the largest cosmetics company in the world, had a market share of 14.2% (Source: Com-

pany). Also, the industry is subjected to minimal regulatory approval. 

 

For 2002, the market share of in store sales and direct sales in the total market is highlighted below: 

 
Figure 10: Break-up for In Store Sales and Direct Sales for 2002 

 

 

 

 

 

 

 

 

Source: Company  

 

US Cosmetic Market  

In Store Sales 

Department Stores such as 

Wall Mart 

Drug Stores such as Rite-Aid  

Health and Beauty shops 

Direct Sales  

TV sales 

Avon 

Amway  

27.40%

72.60%

In-Store Sales Direct Sales
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 The recent advent of the cosmeceuticals industry today offers real and effective product benefits.  The 

FDA’s recognition of the protective benefits of SPF (Sun Protection Factor) levels in sunscreens gave 

the industry a much needed growth opportunity. Anti-aging skincare technology and its cosmeceuti-

cals are the major growth drivers of the industry. 

 

The competition is high in the US cosmetic industry.  Major players like L’Oreal, Revlon, Proctor & 

Gamble and Shiseido are actively seeking innovative technologies to enhance the delivery and effec-

tiveness of their cosmetics and cosmeceuticals. Any technology in this field that dramatically enhances 

the anti-aging benefits of skincare products will provide a significant growth opportunity. The follow-

ing figure highlights the key categories in the skin care market. 

 
Figure 11: Key Categories in the Skin Care Market 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Beacon Equity Research 

 

However, it is the professional skin care market that offers a major opportunity in the cosmetic indus-

try. The market is highly fragmented with more than 100 players.  Since 1999, the market has grown at 

an average annual rate of 12.6% to reach $679 million in sales at the manufacturers' level in 2004 

(Source: Kline Group). The increase was mainly led by movement of mass brands into the segment 

which was long dominated by spas and dermatologists. According to some industry analyst, the pro-

fessional skin care market is projected to experience moderate but noteworthy growth through 2009. 

The figure below highlights some of the key factors accounting for such a robust growth. 
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Figure 12: Key Factors Accounting for Growth in the US Professional Skin Care Market 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Kline Group 

 

Hence, it can be said that any company that breaks new ground in skincare technology will open up 

major avenues for growth and development in the cosmetics industry.  

 

For instance, U-wand, a product of Dermisonics, will be the first cosmetic device that allows moisturiz-

ers and other skin care products to actually penetrate the Stratum Corneum (the outer layer of the epi-

dermis, which consists mainly of dead or peeling cells). 

 

The U-wand market includes skin care products.  In 2004, the market size for skin care products was 

$17.6 billion, with a growth rate of around 7.2% per year (Source: Dermisonics). In addition, the Com-

pany’s U-Strip product may find use in the application of bases to the skin prior to the application of 

certain colorants.  The market potential for such products exists at around 12% of the cosmetic market 

or approximately $5 billion. This provides for a big opportunity for the Company in the cosmetic in-

dustry, as the total market could reach $22.6 billion.  
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Many companies are working on TDD systems for delivering drugs.  In the near future, it can be ex-

pected that a variety of systems will prevail in the market depending on the type of drug and the fre-

quency and duration of the application.  

 

SonaPatch from Dermisonics offers the following key advantages: 

• The drug dosage can be programmed with high precision 

• The system can transport relatively large molecules through the skin 

• Release can be electronically controlled 

No major skin irritations observed 

 

The following exhibit highlights the status of some of Dermisonics competitors TDD systems. 

 
Exhibit 6: Dermisonics Competitors TDD System Comparison 

 

Source: General Research 

Company Technology Status 

IDKA Transfersom technology; 

Based on aggregates of two 

or more components, simi-

lar to liposomes 

Phase III trials for treating 

Pain 

Helix BioPharma Corp. Biphasix TDD system; 

Based on complex microve-

sicles 

Phase II trials are set to 

begin soon for testing the 

application of interferon-α 

Alza D-TRANS TDD system; 

Based on patches consisting 

of several thin layers of 

film, which release the 

drugs over a defined pe-

riod of time. Suited primar-

ily for small molecules 

Seven different systems 

for 

various drugs are avail-

able in the market 

3M 3M manufactures a number 

of different TDD systems 

and components. For in-

stance, Latitude is its pro-

prietary product. 

Wide market reach 

Competition 



Beacon Equity Research  

Dermisonics Inc. (OTCBB: DMSI)                                         19                                                Initial Research Report 

November 15, 2005 Analyst:  Jeff Lawrence, CFA 

www.BeaconEquityResearch.com  

Valuation 

In addition, to the above Dermisonics also competes against other drug delivery systems. Some of 

them are featured below:  

 
Exhibit 7: Dermisonics Other Key Competitors  

 

Source: General Research 

 

 

 

Assumptions 

As mentioned earlier, the Company is into research & development of new drug delivery technologies.  

Currently, it has three products undergoing clinical trials; namely U-STRIP/Insulin, U-WAND and A-

WAND.      

 

We have valued each of the drugs-delivery technology separately, considering the factors such as: 

• Size of current market 

• Potential Market Share that the Company may acquire in the specific market 

• The cost of development of the drug-delivery 

• The current stage of development of the drug-delivery 

• The probability of success at each development stage. 

 

The FDA approval may involve many steps such as Pre-Clinical trials, Clinical Trials on animals and 

human volunteers and finally convincing FDA of the safety of new technology. Each of the stages re-

quires a heavy investment of time and money. Also, each of the stages has a conditional probability of 

success. In other words, not each new technology that is patented gets FDA approval.  Thus, the costs 

in the following stages are incurred only if the results of the previous stage are considered encourag-

ing.   

Company Technology Status 

Nektar Therapeutics Pulmonary delivery of 

Exubera, an inhaled insulin 

Phase III trials in coopera-

tion with Pfizer 

Generex RapidMist ( O r a l i n ) 

transmucosal drug delivery 

system for insulin 

Commercially approved 

in Ecuador and currently 

in late Phase II clinical tri-

als 

Deltec Cozmo Insulin Pump Over 3,000 systems sold in 

2003 

Medtronic MiniMed Paradigm Insulin Pump Sales (2003): $ 473 million 
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Similarly, if a stage of development does not produce encouraging results, all the investments till that 

stage will become sunk cost and the value of that development effort will immediately shrunk to zero, 

in spite of the heavy investments till that date. 

The table given below is the assumptions used for valuation U-STRIP/Insulin.   

 
Table 1: Conditional Probability of Success 

 

 
Table 2: Assumptions for Pre-FDA Approval Phase 

 

 

The table given below is the assumptions used for valuation A-WAND.   

 
Table 3: Conditional Probability of Success 

 

 

Description Stage of Development   

Pre-Clinical 90% 

Phase I Clinical Trials 75% 

Phase II Clinical Trials 50% 

Phase III Clinical Trials na 

FDA Filing 75% 

  Pre-Clinical Clinical Phase I Clinical Phase II 

Duration in Years 0 1 1 

Number of Human Patients na 60 250 

Costs Per Patients na $8,000 $12,000 

Animal Studies na na na 

Description Stage of Develop-

ment 

  

Pre-Clinical 90% 

Phase I Clinical Trials 75% 

Phase II Clinical Trials 50% 

Phase III Clinical Trials na 

FDA Filing 75% 
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Table 4: Assumptions for Pre-FDA Approval Phase 

 

 

The Company’s U-WAND is a cosmetic product which may not need to have FDA review unless there 

is a medicinal claim.  Therefore for U-WAND we have not assumed Pre-FDA Approval Phases.   

 

The management believes that if they are successful in Phase II, they may not need to conduct Phase III 

for its technology.  So, for valuation we have not assumed Phase III for these technologies. 

 
Table 5: Assumptions for FDA Approval Phase 

 

 

The current estimated market size for U-WAND and A-WAND are given below.  

 
Table 6: Market Size Estimation for U-WAND & A-WAND 

 

 
Table 7: Estimation for Patient Population for U-STRIP 

 
 

In the US, currently 20.9 million people are suffering from diabetes and the annual growth rate is 2%.  

The annual revenue from each of these patients is $2000.    

 

  Pre-Clinical Clinical Phase I Clinical Phase II 

Duration in Years 0.5 1 1 

Number of Human Patients na 25 500 

Costs Per Patients na $12,000 $12,000 

Animal Studies na $500,000 $1,000,000 

Legal Fees, including FDA fees $1,310,000 

Duration in Years 1 

Current Market Size Estimation U-WAND A-WAND 

$ Billion 22.6 1.7 

No of Patients Revenue per patient Population/Patient 

Growth Rate 

Peak Market  

Penetration 

20,900,000 $ 2000 2% 3% 
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The next table shows the cash flows from the drug-delivery segment that the company may produce 

under Average Conditions for the next 18 years.  For the next 3 years it may not have any revenues for 

U-STRIP and A-WAND.  Revenues from the U-WAND depend largely on the speed of its develop-

ment, and the ability of the Company to align itself with a strategic partner to commercialize it. The 

cash flows displayed in the table are conditional on the success at each of the stages of pre-clinical and 

clinical trials, and assume successful FDA approvals. 

 
Table 8: Projected Net Cash Flow in $ Million 

Valuation and Price Target      Table 9: Calculation of Target Price 

 
The valuation has led to a 12 month target 

price based on the assumptions, mentioned 

above.  

Net Cash 

Flows Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 

$ Million                   

U-STRIP (0.48) (3.00) (1.31) 15.63 32.93 50.92 69.61 70.02 71.46 

U-WAND (1.31) 0.86 1.73 2.62 3.53 3.56 3.60 3.63 3.67 

A-WAND (2.00) (0.80) (7.00) 2.63 5.31 8.04 10.83 10.94 11.05 

Net Cash 

Flows Year 10 

Year 

11 

Year 

12 

Year 

13 

Year 

14 

Year 

15 

Year 

16 

Year 

17 

Year 

18 

$ Million                   

U-STRIP 72.93 74.43 75.96 77.52 79.11 80.73 82.39 84.07 85.80 

U-WAND 3.71 3.74 3.78 3.82 3.86 3.90 3.94 3.98 4.01 

A-WAND 11.16 11.27 11.38 11.49 11.61 11.72 11.84 11.96 12.08 

Value of the Firm 

 Amount in( $ Million)   

U-STRIP 61 

U-WAND 13 

A-WAND 0 

Value of the firm 74 

Cash 0.007 

Long Term Debt 1.16 

Total Value of the Firm 73 

    

No of outstanding shares 40 

Target Price $  1.81 

Current Share Price $ 0.95 

Appreciation 91% 
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We have arrived at the value of the firm by adding the value of each drug added cash and subtracted 

the long term debt to the value of the firm.  Under the assumptions made in this model, the target 

price works out to be $1.81.  This is compared to the current share price of $0.95, which represents an 

appreciation of over 90% from current levels. 

 

The following chart shows the present value of future cash flows over the next 18 years of each drug-

delivery, adjusted for the risk of the failures. The Chart below assumes success at each stage of devel-

opment for each of the drug-delivery under development. If the Company were to fail in development 

of any drug-delivery; the value of that drug-delivery would collapse to zero. 

 
Figure 13: Projected Risk-Adjusted Value in US$ Million 

The fall in the value of future cash flows in the later part of the projection period is based on the prem-

ise that we are finding value of the current patent portfolio, which will lose value in 19 years, and it 

also assumes that the company pays significant dividends when it starts making money. 

 

The chart below shows the contribution to the value (excluding cash) from each of the drug-delivery 

development effort of the Company. For example, we expect that U-STRIP would be the main value 

driver for the Company.  The Contribution of U-WAND and A-WAND is limited.   

 

Risk-adjusted Value in $ Million

-

100

200

300

400

500

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18

years

U-STRIP U-WAND A-WAND
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Selected Risk Factors 

Figure 14: Projected Contribution to Value of each Drug-Delivery 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

• Development Stage: The Company is in the development phase where their products or technol-

ogy have not been commercialized. Its growth, profitability will depend upon the successful test-

ing, approval, and commercialization of its technologies. Even after successful testing, they have to 

wait for approval, and even after getting approval there is no guarantee of successful commerciali-

zation of its technology. 

• Limited Operations: The Company has very limited history to judge its prospects. There is no 

guarantee that the company can achieve its goals or will be able to achieve its growth in future.  

Future development will also depend upon adequate finance, approval of technology, demand, 

distribution channels, costs, management, competition, etc. 

• Need to Raise Capital: The Company to proceed with product development and marketing re-

quire additional capital.  Recently, it has secured Debt financing and plans to enter into strategic 

partnership in future.  But if the Company is not able to find strategic partner it will be difficult for 

them to raise additional funds. 

• Uncertainty of Government Regulation: Government regulations keep on changing in healthcare 

sector.  The companies have to adopt new policies which may include curtailing use of new treat-

ment that companies intend to develop. This may create a hurdle for the Company to successfully 

commercialize its technology. 

Contribution to Value of each Drug-Delivery
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• Product Liability Exposure: There is product liability risks involved testing, manufacturing, mar-

keting, and sale of medical products. There is no guarantee that the Company will be able to avoid 

product liability exposure. 

• Competition and Market Factors: Now-a-days there are many Companies developing non-

invasive medical devices.   Market is intensely competitive.  There are many players in the market. 

The success of the company depends upon its acceptance of its product in the market. It is also in-

fluenced by new products or technologies that come to market. The financial position of its com-

petitors also play very important role, in determining the ability of the Company to successfully 

compete. 

• Intellectual Property Rights: The success of the Company depends upon its patent protection.  Re-

cently, it has received one intellectual property right for U-Strip Product and 11 patent applications 

are still pending both domestically and internationally.  There is no guarantee that it will receive 

patent protection, and that its patent portfolio will not be challenged. 

• Uncertainty of FDA Approval: As the medical device industry is intensely competitive, there are 

many companies conducting clinical trials for similar products.  Dermisonics have recently started 

clinical trials whereas other companies have finished Phase I and Phase II and commenced Phase 

III.  It is uncertain that FDA will approve Dermisonics technology in future. 

• Reliance on Third Party: The Company has to rely on the third party to manufacture the products.  

They have to enter into agreement with healthcare companies and Dermisonics will suffer if the 

manufacturing partners do not perform well.   Further they are dependent on partners for sales 

and marketing of its products.  If they are not successful in selling the product, the Company will 

suffer. 

• Technological Change: The industry is undergoing rapid and significant technological change.  

Dermisonics technology or product may become obsolete or non-competitive if the competitor is 

successful in developing or marketing their technologies and products.  There is a risk from the 

researchers who may develop new technologies that may replace the importance of the Company’s 

technology.  This may adversely affect the Dermisonics Business. 

• Valuation Related Risks: The valuation for this Company has been carried out assuming a certain 

level of success in getting the licenses, in generating success in clinical trials, and in getting FDA 

approval, and in commercializing the product. If the Company is unable to achieve the success in 

reasonable time and in reasonable costs, the valuation of the Company will adversely affect. The 

reader should keep in mind that investing in a start-up development stage company is a high risk – 

reward game. 
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Disclaimer 

Beacon Equity Research (otherwise known as BER) is an independent research firm specializing in small and 

micro capitalization companies.  BER has no investment banking or consultation conflicts thereby minimiz-

ing the inherent conflicts of interest between the research analysts and the companies they cover.  BER is not 

a registered investment advisor or broker dealer.  No information in this report should be construed as an 

endorsement to either buy or sell any securities mentioned in this report.  The analyst(s) who prepared this 

report rely on publicly available information which neither the analyst, nor BER, can guarantee to be error-

free or factually accurate.  All conclusions in this report are deemed reasonable and appropriate by the au-

thor. Beacon Equity Research has been compensated eighteen-thousand dollars by Dermisonics Inc for a one 

year enrollment in its research program.  All decisions are made solely by the analyst and independent of 

outside parties or influence.  The Private Securities Litigation Reform Act of 1995 provides investors a “safe 

harbor” in regard to forward-looking statements.  To fully comply with the requirements of this law, BER 

cautions all investors that such forward-looking statements in this report are not guarantees of future per-

formance. Unknown risk, uncertainties, as well as other uncontrollable or unknown factors may cause ac-

tual results to materially differ from the results, performance or expectations expressed or implied by such 

forward-looking statements.  Investors should exercise good judgment and perform adequate due-diligence 

prior to making any investment.  In accordance with the “Standards for Independent Research Providers” 

issued by the FIRST Research Consortium, BER makes the following assertions: ratings and price targets in 

this report should not be construed as recommendations or stock price predictors.  Conflicts are inimical to 

credible professional research; however, the analysts responsible for this report publicly state that they do 

not own a stake in any of the companies covered in this report.  Neither they nor principals of this research 

provider are permitted to trade any form of equities of companies being covered prior to research being 

initiated. 

 

Readers of this report are urged to use due diligence in any purchase of security list herein.  Readers should 

consult the Company’s SEC filings as well as our initial report on the firm to better understand the inherent 

risks associated with this security. 

other uncontrollable or unknown factors may cause actual results to materially differ from the results, per-

formance or expectations expressed or implied by such forward-looking statements.  Investors should exer-

cise good judgment and perform adequate due-diligence prior to making any investment. 
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