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The information in this preliminary prospectus supplement and the accompanying prospectus, relating to an effective registration
statement under the Securities Act of 1933, as amended, is not complete and may be changed. This preliminary prospectus
supplement and the accompanying prospectus are not an offer to sell these securities, and we are not soliciting an offer to buy
these securities in any jurisdiction where the offer or sale is not permitted.

 

PRELIMINARY PROSPECTUS SUPPLEMENT       SUBJECT TO COMPLETION       DATED MARCH 6, 2013
(to the Prospectus dated May 3, 2011)   

[        ] Shares
Common Stock

 

We are offering           shares of our common stock, par value $0.0001 per share, pursuant to this prospectus supplement and the
accompanying prospectus.  
 
Our common stock is listed on The Nasdaq Capital Market under the symbol “OCLS.” On March 5, 2013, the last reported sale price for
our common stock was $0.61 per share. The aggregate market value of our outstanding voting and non-voting common equity held by non-
affiliates on March 5, 2013 was $22,026,827 based on $0.61, the price at which our common stock was last sold on March 5, 2013. During
the twelve calendar months prior to and including the date hereof, we have sold securities with an aggregate market value of $5,260,846
pursuant to General Instruction I.B.6. of Form S-3.
 
Our business and an investment in our common stock involve significant risks. See “Risk Factors” beginning on page S-2 of this
prospectus supplement and on page 3 of the accompanying prospectus.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these
securities or determined if this prospectus supplement or the accompanying prospectus is truthful or complete. Any representation
to the contrary is a criminal offense.
 

 Per Share Total
Public offering price $ $
Underwriting discount (1) $ $
Proceeds, before expenses, to us $ $

 
____________
(1) The underwriters will receive compensation in addition to the underwriting discount. See “Underwriting” beginning on page S-18 of
this prospectus supplement for a description of the compensation payable to the underwriters.
 
The underwriters may also purchase up to an additional           shares from us at the public offering price, less the underwriting discount,
within 45 days from the date of this prospectus supplement to cover overallotments, if any.  
 
The underwriters expect to deliver the shares against payment therefore on or about March    , 2013. 

 
 

Aegis Capital Corp
 

March   , 2013.
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ABOUT THIS PROSPECTUS SUPPLEMENT

 
This prospectus supplement and the accompanying prospectus are part of a “shelf” registration statement on Form S-3 that we filed with the
Securities and Exchange Commission on February 18, 2011 and was declared effective on May 3, 2011.
 
This document is in two parts. The first part is this prospectus supplement, which describes the specific terms of this offering and also adds
to and updates information contained in the accompanying prospectus and the documents incorporated by reference into this prospectus
supplement and the accompanying prospectus. The second part is the accompanying prospectus, which gives more general information
about the shares of our common stock and other securities we may offer from time to time under our shelf registration statement, some of
which does not apply to the securities offered by this prospectus supplement.
 
Generally, when we refer to this prospectus, we are referring to both parts of this document combined together with all documents
incorporated by reference. To the extent there is a conflict between the information contained in this prospectus supplement, on the one
hand, and the information contained in the accompanying prospectus or any document incorporated by reference therein, on the other hand,
you should rely on the information in this prospectus supplement.
 
You should read this prospectus supplement, the accompanying prospectus, the documents incorporated by reference in this prospectus
supplement and the accompanying prospectus before making an investment decision. You should also read and consider the information in
the documents referred to in the sections of this prospectus supplement entitled “Where You Can Find More Information” and
“Incorporation of Certain Documents by Reference.”
 
You should rely only on the information contained in or incorporated by reference into this prospectus supplement or contained in or
incorporated by reference into the accompanying prospectus to which we have referred you. We have not authorized anyone to provide you
with information that is different. If anyone provides you with different or inconsistent information, you should not rely on it. The
information contained in, or incorporated by reference into, this prospectus supplement and contained in, or incorporated by reference into,
the accompanying prospectus is accurate only as of the respective dates thereof, regardless of the time of delivery of this prospectus
supplement and the accompanying prospectus or of any sale of securities.
 
We are offering to sell, and are seeking offers to buy, the shares only in jurisdictions where such offers and sales are permitted. The
distribution of this prospectus supplement and the accompanying prospectus and the offering of the shares in certain jurisdictions or to
certain persons within such jurisdictions may be restricted by law. Persons outside the United States who come into possession of this
prospectus supplement and the accompanying prospectus must inform themselves about and observe any restrictions relating to the offering
of the shares and the distribution of this prospectus supplement and the accompanying prospectus outside the United States. This prospectus
supplement and the accompanying prospectus do not constitute, and may not be used in connection with, an offer to sell, or a solicitation of
an offer to buy, any securities offered by this prospectus supplement and the accompanying prospectus by any person in any jurisdiction in
which it is unlawful for such person to make such an offer or solicitation.
 
In this prospectus supplement and the accompanying prospectus, unless otherwise indicated, the terms “Oculus,” “we,” “us,” “our,” and
similar terms refer to Oculus Innovative Sciences, Inc. and its subsidiaries on a consolidated basis.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS
 

This prospectus supplement, the accompanying prospectus and the documents incorporated by reference in this prospectus supplement
contain forward looking statements. When used in this prospectus supplement, the words “expects,” “anticipates,” “intends,” “estimates,”
“plans,” “projects,” “continue,” “ongoing,” “potential,” “expect,” “predict,” “believe,” “intend,” “may,” “can,” “will,” “should,” “could,”
“would,” “proposal,” and similar expressions are intended to identify forward-looking statements.
 
You should not place undue reliance on these forward-looking statements. Our actual results could differ materially from those anticipated
in the forward-looking statements for many reasons, including the reasons described in our “Risk Factors” section. Although we believe the
expectations reflected in the forward-looking statements are reasonable, they relate only to events as of the date on which the statements
are made. These forward-looking statements speak only as of the date of this prospectus supplement. We expressly disclaim any obligation
or undertaking to update or revise any forward-looking statements contained herein to reflect any change in our expectations with regard
thereto or any change in events, conditions or circumstances on which any such statement is based, except as required by law.
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PROSPECTUS SUPPLEMENT SUMMARY

 
This summary contains basic information about us and this offering. Because it is a summary, it does not contain all of the information that
you should consider before investing. Before you decide to invest in our common stock, you should read this entire prospectus supplement
and the accompanying prospectus carefully, including the section entitled “Risk Factors,” and our consolidated financial statements and
the related notes and other documents incorporated by reference in the accompanying prospectus.
 

OUR COMPANY
 
Our Business
 
We are a commercial healthcare company that designs, produces, and markets innovative, safe and effective drugs, devices, and nutritional
products. We are pioneering innovative products for the dermatology, surgical, wound care, and animal healthcare markets. Our primary
focus is on our proprietary technology platform called Microcyn® Technology. This technology is based on electrically charged
oxychlorine small molecules designed to target a wide range of organisms that cause disease (pathogens). These include viruses, fungi,
spores and antibiotic-resistant strains of bacteria, such as methicillin-resistant Staphylococcus aureus, or MRSA, and vancomycin-resistant
Enterococcus, or VRE, in wounds, as well as Clostridium difficile, or C. diff, a highly contagious bacteria spread by human contact. Several
Microcyn® Technology tissue care products are designed to treat infections and enhance healing while reducing the need for antibiotics.
Infection is a serious potential complication in both chronic and acute wounds, and controlling infection is a critical step in wound healing.
 
We do not have the necessary regulatory approvals to market Microcyn® as a drug or as a medical device with an antimicrobial or wound
healing indication in the United States. Through our wholly-owned subsidiary, Ruthigen, Inc., we expect to apply with the U.S. Food and
Drug Administration, or FDA, for clearance as an antimicrobial in a liquid and a hydrogel form.
 
Outside the United States, our Microcyn® Technology products have CE Mark device approval in Europe for debriding, irrigating and
moistening acute and chronic wounds in comprehensive wound treatment by reducing microbial load and creating a moist environment. In
Mexico, we are approved as a drug for antiseptic treatment of wounds and infected areas. In India, our technology has a drug license for
cleaning and debriding in wound management.  In China, we have obtained a medical device approval by the State Food and Drug
Administration for reducing the propagation of microbes in wounds and creating a moist environment for wound healing.
 
While we do not have the necessary regulatory clearance for an antimicrobial or wound healing indication in the United States, several
factors including global product experience, clinical and laboratory testing, physician-led clinical studies based on our technology, and
scientific papers authored about our technology, suggest that our Microcyn® Technology may help reduce a wide range of pathogens from
acute and chronic wounds while curing or improving infection and concurrently enhancing wound healing through modes of action
unrelated to the treatment of infection. These physician-led clinical studies suggest that our Microcyn® Technology is safe, easy to use and
complementary to many existing treatment methods in wound care. Physician-led clinical studies and usage in the United States suggest
that our 510(k) cleared products may shorten hospital stays, lower aggregate patient care costs and, in certain cases, reduce the need for
systemic antibiotics. We are also pursuing the use of our Microcyn® Technology platform in other markets outside of wound and skin care,
including the respiratory, ophthalmology, dental, dermatology, animal healthcare and industrial markets.
 
Planned Spin-Off of Novel Biotechnology Business
 
On January 10, 2013, we first announced our proposal, unanimously approved by our Board of Directors, to spin-off our novel
biotechnology business to stockholders as a separate company to be named Ruthigen, Inc. (the “Spin-Off”). Our management is currently
working with securities counsel and bankers on a plan for the Spin-Off which will provide equity in Ruthigen to Oculus stockholders.
Ultimately, we anticipate Ruthigen to become an independent NASDAQ-traded company; however, no assurances can be provided that we
will be able to complete the Spin-Off.
 
The Spin-Off is expected to create additional value for current and future stockholders of both Oculus and Ruthigen. By separating these
unique businesses into two distinct companies, we believe each company will benefit from greater strategic and managerial focus and be
better positioned to capitalize on future market opportunities.
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Corporate Information
 
We were incorporated under the laws of the State of California in April 1999 as Micromed Laboratories, Inc. In August 2001, we changed
our name to Oculus Innovative Sciences, Inc. In December 2006, we reincorporated under the laws of the State of Delaware. Our principal
executive offices are located at 1129 N. McDowell Blvd., Petaluma, California, 94954, and our telephone number is (707) 283-0550. We
have three principal subsidiaries: Ruthigen, Inc., organized in Nevada; Oculus Technologies of Mexico, S.A. de C.V., organized in Mexico;
and Oculus Innovative Sciences Netherlands, B.V., organized in the Netherlands. On January 20, 2009, we dissolved our subsidiary, Oculus
Innovative Sciences Japan, KK., which was organized under Japanese law. Our fiscal year end is March 31. Our website is
www.oculusis.com. Information contained on our website does not constitute part of this prospectus supplement.
 

THE OFFERING
 

Common stock offered by us           shares of common stock
   
Common stock outstanding after this offering           shares of common stock
   
Underwriters’ Over-allotment Option  We have granted the underwriters an option to purchase up to

            additional shares of our common stock. This option is
exercisable, in whole or in part, for a period of 45 days from the date
of this prospectus supplement.

   
Use of proceeds  We intend to use the net proceeds from this offering for general

corporate purposes including, but not limited to, repayment of
indebtedness. See “Use of Proceeds” on page S - 1 7 f o r more
information.

   
Risk factors  S e e “ R i s k Factors” beginning on page S-2 of this prospectus

supplement and other information included or incorporated by
reference into this prospectus supplement and the accompanying
prospectus for a discussion of factors you should carefully consider
before deciding to purchase our securities.

   
NASDAQ Capital Market symbol  OCLS
 
Unless we indicate otherwise, all information in this prospectus supplement is based on 37,455,513 shares of common stock outstanding as
of March 5, 2013, assumes no exercise by the underwriters of their option to purchase up to an additional shares to cover over-allotments, if
any, and excludes:
 

· 6,792,005 shares of our common stock issuable upon exercise of outstanding stock options under our stock incentive plans at a
weighted average exercise price of $2.16 per share, with 4,897,141 shares remaining available for future grant under such plans as of
March 5, 2013;

 
· 9,311,193 shares of our common stock issuable upon exercise of outstanding warrants at a weighted average exercise price of $2.93

per share as of March 5, 2013; and
   

·         shares of common stock underlying the warrants to be issued to the underwriters in connection with this offering.
 

 
RISK FACTORS

 
An investment in our common stock involves a high degree of risk. Before deciding whether to invest in our common stock, you should
consider carefully the risk factors described below, in addition to the other information included in this prospectus supplement and the
documents incorporated by reference into this prospectus supplement. If any of the following risks actually occurs, our business, financial
condition, results of operations or cash flow could be materially and adversely affected and you may lose some or all of your investment.
 
Risks Related to Our Business
 
We have a history of losses, we expect to continue to incur losses and we may never achieve profitability.
 
We reported a net loss of $2,986,000 for the nine months ended December 31, 2012. We incurred net losses of $7,329,000 and $7,948,000
for the years ended March 31, 2012 and 2011, respectively. At December 31, 2012, our accumulated deficit amounted to $135,300,000, and
at March 31, 2012, our accumulated deficit amounted to $132,314,000. For the nine months ended December 31, 2012, net cash provided
by operating activities was $2,194,000 and during the year ended March 31, 2012, net cash used in operating activities amounted to
$4,032,000. At December 31, 2012, our working capital amounted to $5,602,000, and at March 31, 2012, our working capital amounted to
$2,211,000. We expect to continue incurring losses for the foreseeable future and may never achieve or sustain profitability. We may need
to raise additional capital to pursue product development initiatives and to penetrate markets for the sale of our products. We believe that
we have access to capital resources through possible public or private equity offerings, debt financings, corporate collaborations or other
means. If the economic climate in the U.S. does not improve or further deteriorates, our ability to raise additional capital could be
negatively impacted. If we are unable to secure additional capital, we may be required to curtail our research and development initiatives
and take additional measures to reduce costs in order to conserve our cash in amounts sufficient to sustain operations and meet our



obligations. These measures could cause significant delays in our efforts to commercialize our products in the United States, which are
critical to the realization of our business plan and to future operations.

S-2



 

 
  
If we are unable to regain compliance with the continued listing requirements as set forth in the NASDAQ Listing Rules, our common
stock could be delisted from The NASDAQ Capital Market, and if this were to occur, then the price of our common stock, the liquidity of
our common stock, and our ability to raise additional capital may be adversely affected.
 
Our common stock is currently listed on The NASDAQ Capital Market. Continued listing of a security on The NASDAQ Capital Market is
conditioned upon compliance with certain continued listing requirements and continued listing standards set forth in the NASDAQ Listing
Rules for NASDAQ Capital Market companies. There can be no assurance we will continue to satisfy the requirements for maintaining a
NASDAQ Capital Market listing.
 
On June 18, 2012, we received a letter from Listing Qualifications staff of The NASDAQ Stock Market LLC, notifying us that, for the
previous 30 consecutive business days, we failed to comply with NASDAQ Listing Rule 5550(a)(2), which requires us to maintain a
minimum bid price of $1.00 per share for our common stock. In accordance with Listing Rule 5810(c)(3)(C), NASDAQ granted us a period
of 180 calendar days, or until December 17, 2012, to regain compliance with the Rule. On December 18, 2012, we received a second letter
from NASDAQ notifying us that we had not regained compliance with Listing Rule 5550(a)(2) within the grace period allowed by
NASDAQ.
 
Although we failed to regain compliance with Listing Rule 5550(a)(2) by December 18, 2012, we had the opportunity to appeal
NASDAQ’s delisting determination to a NASDAQ Hearings Panel on February 21, 2013. On February 27, 2013, the NASDAQ Hearings
Panel notified us that it has granted our request for continued listing on The NASDAQ Capital Market, subject to the following conditions:
1) on or before April 15, 2013, we must evidence a closing bid price of $1.00 or more for our common stock for a minimum of ten prior
consecutive trading days; and 2) we must demonstrate continued compliance with all requirements for continued listing on The NASDAQ
Capital Market. Additionally, we may not be able to regain compliance with Listing Rule 5550(a)(2). We intend to cure the bid price
compliance deficiency by effecting a reverse stock split, if necessary.
 
If we are not able to regain compliance with the continued listing requirements and standards as set forth in the NASDAQ Listing Rules for
NASDAQ Capital Market companies, our common stock will be delisted from The NASDAQ Capital Market and an associated decrease in
liquidity in the market for our common stock may occur. In addition, the delisting of our common stock could materially adversely affect
our access to the capital markets, and any limitation on liquidity or reduction in the price of our common stock could materially adversely
affect our ability to raise capital on terms acceptable to us or at all. Delisting from The NASDAQ Capital Market could also result in the
potential loss of confidence by our business partners and suppliers, the loss of institutional investor interest and fewer business
development opportunities.
 

S-3



 

 
Our inability to raise additional capital on acceptable terms in the future may cause us to curtail certain operational activities, including
regulatory trials, sales and marketing, and international operations, in order to reduce costs and sustain the business, and such inability
would have a material adverse effect on our business and financial condition.
 
We expect capital outlays and operating expenditures to increase over the next several years as we work to conduct regulatory trials,
commercialize our products and expand our infrastructure. We may need to raise additional capital to, among other things, to:
 

· fund our clinical trials and preclinical studies;
 

· sustain commercialization of our current products or new products;
 

· expand our manufacturing capabilities;
 

· increase our sales and marketing efforts to drive market adoption and address competitive developments;
 

· acquire or license technologies; 
 

· finance capital expenditures and our general and administrative expenses; and
 

· develop new products.
  
Our present and future funding requirements will depend on many factors, including:
 

· the progress and timing of our clinical trials;
 

· the level of research and development investment required to maintain and improve our technology position;
 

· cost of filing, prosecuting, defending and enforcing patent claims and other intellectual property rights;
 

· our efforts to acquire or license complementary technologies or acquire complementary businesses;
 

· changes in product development plans needed to address any difficulties in commercialization;
 

· competing technological and market developments; and
 

· changes in regulatory policies or laws that affect our operations.
 
If we raise additional funds by issuing equity securities, dilution to our stockholders will result. Any equity securities issued also may
provide for rights, preferences or privileges senior to those of holders of our common stock. If we raise additional funds by issuing debt
securities, these debt securities would have rights, preferences and privileges senior to those of holders of our common stock, and the terms
of the debt securities issued could impose significant restrictions on our operations. If we raise additional funds through collaborations or
licensing arrangements, we might be required to relinquish significant rights to our technologies or products, or grant licenses on terms that
are not favorable to us. A failure to obtain adequate funds may cause us to curtail certain operational activities, including regulatory trials,
sales and marketing, and international operations, in order to reduce costs and sustain the business, and would have a material adverse effect
on our business and financial condition.
 
We do not have the necessary regulatory approvals to market Microcyn® as a drug in the United States.
 
We have obtained seven 510(k) clearances in the United States that permit us to sell Microcyn-based products as medical devices. Before
we are permitted to sell Microcyn® as a drug in the United States, we must, among other things, successfully complete additional
preclinical studies and well-controlled clinical trials, submit a new drug application to the FDA and obtain FDA approval.
 
The FDA approval process is expensive and uncertain, requires detailed and comprehensive scientific and other data and generally takes
several years. Despite the time and expense exerted, approval is never guaranteed. Even if we obtain FDA approval to sell Microcyn® as a
drug, we may not be able to successfully commercialize Microcyn® as a drug in the United States and may never recover the substantial
costs we have invested in the development of our Microcyn-based products.
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Delays or adverse results in clinical trials could result in increased costs to us and could delay our ability to generate revenue.
 
Clinical trials can be long and expensive, and the outcome of clinical trials is uncertain and subject to delays. It may take several years to
complete clinical trials, if at all, and a product candidate may fail at any stage of the clinical trial process. The length of time required varies
substantially according to the type, complexity, novelty and intended use of the product candidate. Interim results of a preclinical study or
clinical trial do not necessarily predict final results, and acceptable results in preclinical studies or early clinical trials may not be repeatable
in later subsequent clinical trials. The commencement or completion of any of our clinical trials may be delayed or halted for a variety of
reasons, including the following:
 

· insufficient funds to continue our clinical trials;
 

· changes in the FDA requirements for approval, including requirements for testing efficacy and safety;
 

· delay in obtaining or failure to obtain FDA or other regulatory authority approval of a clinical trial protocol;
 

· patients not enrolling in clinical trials at the rate we expect;
 

· delays in reaching agreement on acceptable clinical trial agreement terms with prospective sites;
 

· delays in obtaining institutional review board approval to conduct a study at a prospective site;
 

· third party clinical investigators not performing our clinical trials on our anticipated schedule or performance is not consistent with
the clinical trial protocol and good clinical practices, or the third party organizations not performing data collection and analysis in a
timely or accurate manner; and

 
· changes in governmental regulations or administrative actions.

 
We do not know whether future clinical trials will demonstrate safety and efficacy sufficiently to result in additional FDA approvals. While
a number of physicians have conducted clinical studies assessing the safety and efficacy of Microcyn® for various indications, the data
from these studies are not sufficient to support approval of Microcyn® as a drug in the United States.
 
Clinical trials involve a lengthy and expensive process with an uncertain outcome, and results of earlier studies and trials may not be
predictive of future trial results. 

 
The results of preclinical studies and early clinical trials of new drugs do not necessarily predict the results of later-stage clinical trials. The
design of our clinical trials is based on many assumptions about the expected effects of our product candidates, and if those assumptions are
incorrect, the trials may not produce statistically significant results. Preliminary results may not be confirmed upon full analysis of the
detailed results of an early clinical trial. Product candidates in later stages of clinical trials may fail to show safety and efficacy sufficient to
support intended use claims despite having progressed through initial clinical testing. The data collected from clinical trials of our product
candidates may not be sufficient to obtain regulatory approval in the United States or elsewhere. Because of the uncertainties associated
with drug development and regulatory approval, we cannot determine if or when we will have an approved product for commercialization
or achieve sales or profits.
 
If we fail to obtain, or experience significant delays in obtaining, additional regulatory clearances or approvals to market our current or
future products, we may be unable to commercialize these products.
 
The developing, testing, manufacturing, marketing and selling of medical technology products are subject to extensive regulation by
numerous governmental authorities in the United States and other countries. The process of obtaining regulatory clearance and approval of
medical technology products is costly and time consuming. Even though their underlying product formulations may be the same or similar,
our products are subject to different regulations and approval processes depending upon their intended use.
 
To obtain regulatory approval of our products as drugs in the United States, we must first show that our products are safe and effective for
target indications through preclinical studies (laboratory and animal testing) and clinical trials (human testing). The FDA generally clears
marketing of a medical device through the 510(k) pre-market clearance process if it is demonstrated the new product has the same intended
use and the same or similar technological characteristics as another legally marketed Class II device, such as a device already cleared by the
FDA through the 510(k) premarket notification process, and otherwise meets the FDA’s requirements. Product modifications, including
labeling the product for a new intended use, may require the submission of a new 510(k) clearance and FDA approval before the modified
product can be marketed.
 
The outcomes of clinical trials are inherently uncertain. In addition, we do not know whether the necessary approvals or clearances will be
granted or delayed for future products. The FDA could request additional information, changes to product formulation(s) or clinical testing
that could adversely affect the time to market and sale of products as drugs. If we do not obtain the requisite regulatory clearances and
approvals, we will be unable to commercialize our products as drugs or devices and may never recover any of the substantial costs we have
invested in the development of Microcyn®.
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Distribution of our products outside the United States is subject to extensive government regulation. These regulations, including the
requirements for approvals or clearance to market, the time required for regulatory review and the sanctions imposed for violations, vary
from country to country. We do not know whether we will obtain regulatory approvals in such countries or that we will not be required to
incur significant costs in obtaining or maintaining these regulatory approvals. In addition, the export by us of certain of our products that
have not yet been cleared for domestic commercial distribution may be subject to FDA export restrictions. Failure to obtain necessary
regulatory approvals, the restriction, suspension or revocation of existing approvals or any other failure to comply with regulatory
requirements would have a material adverse effect on our future business, financial condition, and results of operations.
  
We have recently created a new division, Napa Valley Nutritionals(TM), and if the products we create in our new division are not
accepted by the marketplace, we may cease operations in this division.
 
We recently created a new division, Napa Valley Nutritionals. We intend for this division to focus on green, healthy medical food products
for diabetics. Additionally, our division has launched a new product, Glucorein TM Green Tea. We do not have experience in the medical
food products industry. Furthermore, we have only begun to test market our first product, Glucorein and we do not yet know whether it will
be accepted by the market. It is possible we may not succeed in marketing Glucorein or other similar products we may develop. If we
cannot generate sufficient revenues from the medical food products we develop, we may cease operations in this division. 
 
If our products do not gain market acceptance, our business will suffer because we might not be able to fund future operations.
 
A number of factors may affect the market acceptance of our products or any other products we develop or acquire, including, among
others:
 

· the price of our products relative to other products for the same or similar treatments;
 

· the perception by patients, physicians and other members of the health care community of the effectiveness and safety of our
products for their indicated applications and treatments;

 
 · changes in practice guidelines and the standard of care for the targeted indication;
   
 · product labeling or product insert required by the FDA or regulatory authority in other countries;
 

· our ability to fund our sales and marketing efforts; and
 

· the effectiveness of our sales and marketing efforts or our partners’ sales and marketing efforts.
 
Our ability to effectively promote and sell any approved products will also depend on pricing and cost-effectiveness, including our ability
to produce a product at a competitive price and our ability to obtain sufficient third-party coverage or reimbursement, if any. In addition,
our efforts to educate the medical community on the benefits of our product candidates may require significant resources, may be
constrained by FDA rules and policies on product promotion, and may never be successful. If our products do not gain market acceptance,
we may not be able to fund future operations, including developing, testing and obtaining regulatory approval for new product candidates
and expanding our sales and marketing efforts for our approved products, which would cause our business to suffer.
 
If our competitors develop products similar to Microcyn®, we may need to modify or alter our business strategy, which may delay the
achievement of our goals.
 
Competitors may develop products with similar characteristics to Microcyn®. Such similar products marketed by larger competitors can
hinder our efforts to penetrate the market. As a result, we may be forced to modify or alter our business and regulatory strategy and sales
and marketing plans, as a response to changes in the market, competition and technology limitations, among others. Such modifications
may pose additional delays in achieving our goals.
 
We intend to license or collaborate with third parties in various potential markets, and events involving these strategic partners or any
future collaboration could delay or prevent us from developing or commercializing products.
 
Our business strategy and our short- and long-term operating results will depend in part on our ability to execute on existing strategic
collaborations and to license or partner with new strategic partners. We believe collaborations allow us to leverage our resources and
technologies and to access markets that are compatible with our own core areas of expertise while avoiding the cost of establishing or
maintaining a direct sales force in each market. We may incur significant costs in the use of third parties to identify and assist in
establishing relationships with potential collaborators.

S-6



 

 
 
To penetrate our target markets, we may need to enter into additional collaborative agreements to assist in the development and
commercialization of products. For example, depending upon our analysis of the time and expense involved in obtaining FDA approval to
sell a product to treat open wounds, we may choose to license our technology to a third party as opposed to pursuing commercialization
ourselves. Establishing strategic collaborations is difficult and time-consuming. Potential collaborators may reject collaborations based
upon their assessment of our financial, regulatory or intellectual property position and our internal capabilities. Our discussions with
potential collaborators may not lead to the establishment of new collaborations on favorable terms and may have the potential to provide
collaborators with access to our key intellectual property filings and next generation formations. We have limited control over the amount
and timing of resources that our current collaborators or any future collaborators devote to our collaborations or potential products. These
collaborators may breach or terminate their agreements with us or otherwise fail to conduct their collaborative activities successfully and in
a timely manner. Further, our collaborators may not develop or commercialize products that arise out of our collaborative arrangements or
devote sufficient resources to the development, manufacture, marketing or sale of these products. By entering into collaboration, we may
preclude opportunities to collaborate with other third parties who do not wish to associate with our existing third party strategic partners.
Moreover, in the event of termination of a collaboration agreement, termination negotiations may result in less favorable terms.
 
If we are unable to expand our direct domestic sales force, we may not be able to successfully sell our products in the United States.
 
We have very limited commercialization capability in the United States and make Microcyn-based products available primarily through our
website and several regional distributors. We plan for a more aggressive commercialization and product launch in the event we obtain drug
approval from the FDA or obtain other clearance or approval with wound healing claims. Developing a sales force is expensive and time
consuming, and the lack of qualified sales personnel could delay or limit the success of our product launch in the United States. Our
domestic sales force, if established, will be competing with the sales operations of our competitors, which are better funded and more
experienced. We may not be able to develop domestic sales capacity on a timely basis or at all.
 
Our dependence on a commission-based sales force and distributors for sales could limit or prevent us from selling our  products and
from realizing long-term revenue growth.
 
We currently depend on a commission-based sales force and distributors to sell Microcyn® in the United States, Europe and other
countries, and intend to continue to sell our products primarily through a commission-based sales force and distributors in Europe and the
United States for the foreseeable future. If we are unable to expand our direct sales force, we will continue to rely on a commission-based
sales force and distributors to sell Microcyn®. Our existing commission-based sales force and distribution agreements are generally short-
term in duration, and we may need to pursue alternate partners if the other parties to these agreements terminate or elect not to renew their
agreements. If we are unable to retain our current commission-based sales force and distributors for any reason, we must replace them with
alternate salespeople and distributors experienced in supplying the wound care market, which could be time-consuming and divert
management’s attention from other operational matters. In addition, we will need to attract additional distributors to expand the geographic
areas in which we sell Microcyn®. Distributors may not commit the necessary resources to market and sell our products to the level of our
expectations, which could harm our ability to generate revenues. In addition, some of our distributors may also sell products that compete
with ours. In some countries, regulatory licenses must be held by residents of the country. For example, the regulatory approval for one
product in India is owned and held by our Indian distributor. If the licenses are not in our name or under our control, we might not have the
power to ensure their ongoing effectiveness and use by us. If current or future distributors do not perform adequately, or we are unable to
locate distributors in particular geographic areas, we may not realize long-term revenue growth.
 
If we fail to comply with ongoing regulatory requirements, or if we experience unanticipated problems with our products, these products
could be subject to restrictions or withdrawal from the market.
 
Regulatory approvals or clearances that we currently have and that we may receive in the future are subject to limitations on the indicated
uses for which the products may be marketed, and any future approvals could contain requirements for potentially costly post-marketing
follow-up studies. If the FDA determines that our promotional materials or activities constitute promotion of an unapproved use or we
otherwise fail to comply with FDA regulations, we may be subject to regulatory enforcement actions, including warning letters, injunctions,
seizures, civil fines or criminal penalties. In addition, the manufacturing, labeling, packaging, adverse event reporting, storing, advertising,
promoting, distributing and record-keeping for approved products are subject to extensive regulation. Our manufacturing facilities,
processes and specifications are subject to periodic inspection by the FDA, European and other regulatory authorities and from time to time,
we may receive notices of deficiencies from these agencies as a result of such inspections. Our failure to continue to meet regulatory
standards or to remedy any deficiencies could result in restrictions being imposed on our products or manufacturing processes, fines,
suspension or loss of regulatory approvals or clearances, product recalls, termination of distribution, product seizures or the need to invest
substantial resources to comply with various existing and new requirements. In the more egregious cases, criminal sanctions, civil penalties,
disgorgement of profits or closure of our manufacturing facilities are possible. The subsequent discovery of previously unknown problems
with Microcyn®, including adverse events of unanticipated severity or frequency, may result in restrictions on the marketing of our
products, and could include voluntary or mandatory recall or withdrawal of products from the market.
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New government regulations may be enacted and changes in FDA policies and regulations and, their interpretation and enforcement, could
prevent or delay regulatory approval of our products. We cannot predict the likelihood, nature or extent of adverse government regulation
that may arise from future legislation or administrative action, either in the United States or abroad. Therefore, we do not know whether we
will be able to continue to comply with any regulations or that the costs of such compliance will not have a material adverse effect on our
future business, financial condition, and results of operations. If we are not able to maintain regulatory compliance, we will not be permitted
to market our products and our business would suffer.
 
We may experience difficulties in manufacturing Microcyn ®, which could prevent us from commercializing one or more of our
products.
 
The machines used to manufacture our Microcyn-based products are complex, use complicated software and must be monitored by highly
trained engineers. Slight deviations anywhere in our manufacturing process, including quality control, labeling and packaging, could lead to
a failure to meet the specifications required by the FDA, the Environmental Protection Agency, European Notified Bodies, Mexican
regulatory agencies and other foreign regulatory bodies, which may result in lot failures or product recalls. If we are unable to obtain
quality internal and external components, mechanical and electrical parts, if our software contains defects or is corrupted, or if we are
unable to attract and retain qualified technicians to manufacture our products, our manufacturing output of Microcyn®, or any other
product candidate based on our platform that we may develop, could fail to meet required standards, our regulatory approvals could be
delayed, denied or revoked, and commercialization of one or more of our Microcyn-based products may be delayed or foregone.
Manufacturing processes that are used to produce the smaller quantities of Microcyn® needed for clinical tests and current commercial
sales may not be successfully scaled up to allow production of significant commercial quantities. Any failure to manufacture our products
to required standards on a commercial scale could result in reduced revenues, delays in generating revenue and increased costs.
 
Our competitive position depends on our ability to protect our intellectual property and our proprietary technologies.
 
Our ability to compete and to achieve and maintain profitability depends on our ability to protect our intellectual property and proprietary
technologies. We currently rely on a combination of patents, patent applications, trademarks, trade secret laws, confidentiality agreements,
license agreements and invention assignment agreements to protect our intellectual property rights. We also rely upon unpatented know-
how and continuing technological innovation to develop and maintain our competitive position. These measures may not be adequate to
safeguard our Microcyn® Technology. In addition, we granted a security interest in our assets, excluding certain intellectual property under
specific circumstances, under a loan and security agreement. If we do not protect our rights adequately, third parties could use our
technology, and our ability to compete in the market would be reduced.
 
Although we have filed several U.S. and foreign patent applications related to our Microcyn-based products, the manufacturing technology
for making the products, and their uses, only five U.S. patents have been issued from these applications to date.
 
Our pending patent applications and any patent applications we may file in the future may not result in issued patents, and we do not know
whether any of our in-licensed patents or any additional patents that might ultimately be issued by the U.S. Patent and Trademark Office or
foreign regulatory body will protect our Microcyn® Technology. Any claims that are issued may not be sufficiently broad to prevent third
parties from producing competing substitutes and may be infringed, designed around, or invalidated by third parties. Even issued patents
may later be found to be invalid, or may be modified or revoked in proceedings instituted by third parties before various patent offices or in
courts. For example, our European patent that was issued on May 30, 2007 was revoked by the Opposition Division of the European Patent
Office in December 2009 following opposition proceedings instituted by a competitor.
 
The degree of future protection for our proprietary rights is more uncertain in part because legal means afford only limited protection and
may not adequately protect our rights, and we will not be able to ensure that:
 

· we were the first to invent the inventions described in patent applications;
 

· we were the first to file patent applications for inventions;
 

· others will not independently develop similar or alternative technologies or duplicate our products without infringing our intellectual
property rights;

 
· any patents licensed or issued to us will provide us with any competitive advantages;

 
· we will develop proprietary technologies that are patentable; or

 
· the patents of others will not have an adverse effect on our ability to do business.
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The policies we use to protect our trade secrets may not be effective in preventing misappropriation of our trade secrets by others. In
addition, confidentiality and invention assignment agreements executed by our employees, consultants and advisors may not be enforceable
or may not provide meaningful protection for our trade secrets or other proprietary information in the event of unauthorized use or
disclosures. We cannot be certain that the steps we have taken will prevent the misappropriation and use of our intellectual property in the
United States, or in foreign countries where the laws may not protect our proprietary rights as fully as in the United States.
  
We may face intellectual property infringement claims that could be time-consuming, costly to defend and could result in our loss of
significant rights and, in the case of patent infringement claims, the assessment of treble damages.
 
On occasion, we may receive notices of claims of infringement, misappropriation or misuse of other parties’ proprietary rights. We may
have disputes regarding intellectual property rights with the parties that have licensed those rights to us. We may also initiate claims to
defend our intellectual property. Intellectual property litigation, regardless of its outcome, is expensive and time-consuming, and could
divert management’s attention from our business and have a material negative effect on our business, operating results or financial
condition. In addition, the outcome of such litigation may be unpredictable. If there is a successful claim of infringement against us, we
may be required to pay substantial damages (including treble damages if we were to be found to have willfully infringed a third party’s
patent) to the party claiming infringement, develop non-infringing technology, stop selling our products or using technology that contains
the allegedly infringing intellectual property or enter into royalty or license agreements that may not be available on acceptable or
commercially practical terms, if at all. Our failure to develop non-infringing technologies or license the proprietary rights on a timely basis
could harm our business. In addition, modifying our products to exclude infringing technologies could require us to seek re-approval or
clearance from various regulatory bodies for our products, which would be costly and time consuming. Also, we may be unaware of
pending patent applications that relate to our technology. Parties making infringement claims on future issued patents may be able to obtain
an injunction that would prevent us from selling our products or using technology that contains the allegedly infringing intellectual
property, which could harm our business. 
 
Our ability to generate revenue will be diminished if we are unable to obtain acceptable prices or an adequate level of reimbursement
from third-party payors of healthcare costs.
 
The continuing efforts of governmental and other third-party payors, including managed care organizations such as health maintenance
organizations, or HMOs, to contain or reduce costs of health care may affect our future revenue and profitability, and the future revenue
and profitability of our potential customers, suppliers and collaborative or license partners and the availability of capital. For example, in
certain foreign markets, pricing or profitability of prescription pharmaceuticals is subject to government control. In the United States,
governmental and private payors have limited the growth of health care costs through price regulation or controls, competitive pricing
programs and drug rebate programs. Our ability to commercialize our products successfully will depend in part on the extent to which
appropriate coverage and reimbursement levels for the cost of our Microcyn® products and related treatment are obtained from
governmental authorities, private health insurers and other organizations, such as HMOs.
   
There is significant uncertainty concerning third-party coverage and reimbursement of newly approved medical products and drugs. Third-
party payors are increasingly challenging the prices charged for medical products and services. Also, the trend toward managed healthcare
in the United States and the concurrent growth of organizations such as HMOs, as well as legislative proposals to reform healthcare or
reduce government insurance programs, may result in lower prices for or rejection of our products. The cost containment measures that
health care payors and providers are instituting and the effect of any health care reform could materially and adversely affect our ability to
generate revenues.
 
In addition, given ongoing federal and state government initiatives directed at lowering the total cost of health care, the United States
Congress and state legislatures will likely continue to focus on health care reform, lowering the cost of prescription pharmaceuticals and
Medicare and Medicaid payment systems reform. While we cannot predict whether any proposed cost-containment measures will be
adopted, the announcement or adoption of these proposals could reduce the price that we receive for our Microcyn® products in the future.
  
We could be required to indemnify third parties for alleged infringement, which could cause us to incur significant costs.
 
Some of our distribution agreements contain commitments to indemnify our distributors against liability arising from infringement of third
party intellectual property such as patents. We may be required to indemnify our customers for claims made against them or contribute to
license fees they are required to pay. If we are forced to indemnify for claims or to pay license fees, our business and financial condition
could be substantially harmed.
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A significant part of our business is conducted outside of the United States, exposing us to additional risks that may not exist in the
United States, which in turn could cause our business and operating results to suffer.
 
We have international operations in Mexico and Europe. During the nine months ended December 31, 2012, approximately 48% of our
total revenues were generated from sales outside of the United States. During the years ended March 31, 2012 and 2011, approximately
56% and 62% of our total revenues were generated from sales outside of the United States. Our business is highly regulated for the use,
marketing and manufacturing of our Microcyn-based products both domestically and internationally. Our international operations are
subject to risks, including:
 

· local political or economic instability;
 

· changes in governmental regulation;
 

· changes in import/export duties;
 

· trade restrictions;
 

· lack of experience in foreign markets;
 

· difficulties and costs of staffing and managing operations in certain foreign countries;
 

· work stoppages or other changes in labor conditions;
 

· difficulties in collecting accounts receivables on a timely basis or at all; and
 

· adverse tax consequences or overlapping tax structures.
 
We plan to continue to market and sell our products internationally to respond to customer requirements and market opportunities. We
currently have international manufacturing facilities in Mexico and the United States. Establishing operations in any foreign country or
region presents risks such as those described above as well as risks specific to the particular country or region. In addition, until a payment
history is established over time with customers in a new geographic area or region, the likelihood of collecting receivables generated by
such operations could be less than our expectations. As a result, there is a greater risk that the reserves set with respect to the collection of
such receivables may be inadequate. If our operations in any foreign country are unsuccessful, we could incur significant losses and we
may not achieve profitability.
 
In addition, changes in policies or laws of the United States or foreign governments resulting in, among other things, changes in regulations
and the approval process, higher taxation, currency conversion limitations, restrictions on fund transfers or the expropriation of private
enterprises, could reduce the anticipated benefits of our international expansion. If we fail to realize the anticipated revenue growth of our
future international operations, our business and operating results could suffer.
  
Our sales in international markets subject us to foreign currency exchange and other risks and costs which could harm our business.
 
A substantial portion of our revenues are derived from outside the United States; primarily from Mexico. We anticipate that revenues from
international customers will continue to represent a substantial portion of our revenues for the foreseeable future. Because we generate
revenues in foreign currencies, we are subject to the effects of exchange rate fluctuations. The functional currency of our Mexican
subsidiary is the Mexican Peso and the functional currency of our Netherlands subsidiary is the Euro. For the preparation of our
consolidated financial statements, the financial results of our foreign subsidiaries are translated into U.S. dollars using average exchange
rates during the applicable period. If the U.S. dollar appreciates against the Mexican Peso or the Euro, as applicable, the revenues we
recognize from sales by our subsidiaries will be adversely impacted. Foreign exchange gains or losses as a result of exchange rate
fluctuations in any given period could harm our operating results and negatively impact our revenues. Additionally, if the effective price of
our products were to increase as a result of fluctuations in foreign currency exchange rates, demand for our products could decline and
adversely affect our results of operations and financial condition.
 
We rely on a number of key customers who may not consistently purchase our products in the future and if we lose any one of these
customers, our revenues may decline.
 
Although we have a significant number of customers in each of the geographic markets that we operate in, we rely on certain key
customers for a significant portion of our revenues. During the nine months ended December 31, 2012, one customer represented 27% of
our net revenue.  During the year ended March 31, 2012, one customer represented 26% of our revenues.  During the year ended March 31,
2011, one customer represented 17% of our revenues.  In the future, a small number of customers may continue to represent a significant
portion of our total revenues in any given period. These customers may not consistently purchase our products at a particular rate over any
subsequent period. The loss of any of these customers could adversely affect our revenues.
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Negative economic conditions increase the risk that we could suffer unrecoverable losses on our customers’ accounts receivable which
would adversely affect our financial results.
 
We grant credit to our business customers, which are primarily located in Mexico, Europe and the United States. Collateral is generally not
required for trade receivables.  We maintain allowances for potential credit losses. At December 31, 2012, one customer represented 43%,
one customer represented 14%, and one customer represented 14% of the net accounts receivable balance. At March 31, 2012, one
customer represented 13%, and two customers each represented 12% of our net accounts receivable balance. At March 31, 2011, one
customer represented 11% of our net accounts receivable balance. While we believe we have a varied customer base and have experienced
strong collections in the past, if current economic conditions disproportionately impact any one of our key customers, including reductions
in their purchasing commitments to us or their ability to pay their obligations, it could have a material adverse effect on our revenues and
liquidity. We have not purchased insurance on our accounts receivable balances.
 
The loss of key members of our senior management team, one of our directors or our inability to retain highly skilled scientists,
technicians and salespeople could adversely affect our business.
 
Our success depends largely on the skills, experience and performance of key members of our executive management team, including Jim
Schutz, our Chief Executive Officer; Hoji Alimi, the Chief Executive Officer of our wholly-owned subsidiary Ruthigen, and the Chairman
of our Board of Directors; and Robert Northey, our Director of Research and Development. The efforts of these people will be critical to us
as we continue to develop our products and attempt to commercialize products in the wound and skin care markets. If we were to lose one
or more of these individuals, we might experience difficulties in competing effectively, developing our technologies and implementing our
business strategies.
 
Our research and development programs depend on our ability to attract and retain highly skilled scientists and technicians. We may not be
able to attract or retain qualified scientists and technicians in the future due to the intense competition for qualified personnel among
medical technology businesses, particularly in the San Francisco Bay Area. We also face competition from universities and public and
private research institutions in recruiting and retaining highly qualified personnel. In addition, our success depends on our ability to attract
and retain salespeople with extensive experience in wound care and close relationships with the medical community, including physicians
and other medical staff. We may have difficulties locating, recruiting or retaining qualified salespeople, which could cause a delay or
decline in the rate of adoption of our products. If we are not able to attract and retain the necessary personnel to accomplish our business
objectives, we may experience constraints that will adversely affect our ability to support our research, development and sales programs.  
  
We maintain key-person life insurance only on Mr. Alimi. We may discontinue this insurance in the future, it may not continue to be
available on commercially reasonable terms or, if continued, it may prove inadequate to compensate us for the loss of Mr. Alimi’s services.
 
The wound care industry is highly competitive and subject to rapid technological change. If our competitors are better able to develop
and market products that are less expensive or more effective than any products that we may develop, our commercial opportunity will
be reduced or eliminated.
 
Our success depends, in part, upon our ability to stay at the forefront of technological change and maintain a competitive position. We
compete with large healthcare, pharmaceutical and biotechnology companies, along with smaller or early-stage companies that have
collaborative arrangements with larger pharmaceutical companies, academic institutions, government agencies and other public and private
research organizations. Many of our competitors have significantly greater financial resources and expertise in research and development,
manufacturing, pre-clinical testing, conducting clinical trials, obtaining regulatory approvals and marketing approved products than we do.
Our competitors may:
 

· develop and patent processes or products earlier than we will;
 

· develop and commercialize products that are less expensive or more efficient than any products that we may develop;
 

· obtain regulatory approvals for competing products more rapidly than we will; and
 

· improve upon existing technological approaches or develop new or different approaches that render our technology or products
obsolete or non-competitive.

 
As a result, we may not be able to successfully commercialize any future products.
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The success of our research and development efforts may depend on our ability to find suitable collaborators to fully exploit our
capabilities. If we are unable to establish collaborations or if these future collaborations are unsuccessful, our research and
development efforts may be unsuccessful, which could adversely affect our results of operations and financial condition.
 
An important element of our business strategy will be to enter into collaborative or license arrangements under which we license our
Microcyn® Technology to other parties for development and commercialization. We expect to seek collaborators for our drug candidates
and for a number of our potential products because of the expense, effort and expertise required to conduct additional clinical trials and
further develop those potential product candidates. Because collaboration arrangements are complex to negotiate, we may not be successful
in our attempts to establish these arrangements. If we need third party assistance in identifying and negotiating one or more acceptable
arrangements, it might be costly. Also, we may not have products that are desirable to other parties, or we may be unwilling to license a
potential product because the party interested in it is a competitor. The terms of any arrangements that we establish may not be favorable to
us. Alternatively, potential collaborators may decide against entering into an agreement with us because of our financial, regulatory or
intellectual property position or for scientific, commercial or other reasons. If we are not able to establish collaborative agreements, we
may not be able to develop and commercialize new products, which would adversely affect our business and our revenues.
 
In order for any of these collaboration or license arrangements to be successful, we must first identify potential collaborators or licensees
whose capabilities complement and integrate well with ours. We may rely on these arrangements for not only financial resources, but also
for expertise or economies of scale that we expect to need in the future relating to clinical trials, manufacturing, sales and marketing, and
for licenses to technology rights. However, it is likely that we will not be able to control the amount and timing or resources that our
collaborators or licensees devote to our programs or potential products. If our collaborators or licensees prove difficult to work with, are
less skilled than we originally expected, or do not devote adequate resources to the program, the relationship will not be successful. If a
business combination involving a collaborator or licensee and a third party were to occur, the effect could be to diminish, terminate or
cause delays in development of a potential product.
 
If we are unable to comply with broad and complex federal and state fraud and abuse  laws, including state and federal anti-kickback
laws, we could face substantial penalties and our products could be excluded from government healthcare programs.
 
We are subject to various federal and state laws pertaining to healthcare fraud and abuse, which include, among other things, “anti-
kickback” laws that prohibit payments to induce the referral of products and services, and “false claims” statutes that prohibit the fraudulent
billing of federal healthcare programs. Our operations are subject to the Federal Anti-Kickback Statute, a criminal statute that, subject to
certain statutory exceptions, prohibits any person from knowingly and willfully offering, paying, soliciting or receiving remuneration,
directly or indirectly, to induce or reward a person either (i) for referring an individual for the furnishing of items or services for which
payment may be made in whole or in part by a government healthcare program such as Medicare or Medicaid, or (ii) for purchasing,
leasing, ordering or arranging for or recommending the purchasing, leasing or ordering of an item or service for which payment may be
made under a government healthcare program. Because of the breadth of the federal anti-kickback statute, the Office of Inspector General
of the U.S. Department of Health and Human Services was authorized to adopt regulations setting forth additional exceptions to the
prohibitions of the statute commonly known as “safe harbors.” If all of the elements of an applicable safe harbor are fully satisfied, an
arrangement will not be subject to prosecution under the federal anti-kickback statute.
 
In addition, if there is a change in law, regulation or administrative or judicial interpretations of these laws, we may have to change our
business practices or our existing business practices could be challenged as unlawful, which could have a negative effect on our business,
financial condition and results of operations.
 
Healthcare fraud and abuse laws are complex, and even minor, inadvertent irregularities can potentially give rise to claims that a statute or
regulation has been violated. The frequency of suits to enforce these laws has increased significantly in recent years and has increased the
risk that a healthcare company will have to defend a false claim action, pay fines or be excluded from the Medicare, Medicaid or other
federal and state healthcare programs as a result of an investigation arising out of such action. We cannot assure you that we will not
become subject to such litigation. Any violations of these laws, or any action against us for violation of these laws, even if we successfully
defend against it, could harm our reputation, be costly to defend and divert management’s attention from other aspects of our business.
Similarly, if the physicians or other providers or entities with which we do business are found to have violated abuse laws, they may be
subject to sanctions, which could also have a negative impact on us.
 
Our efforts to discover and develop potential products may not lead to the discovery, development, commercialization or marketing of
actual drug products.
 
We are currently engaged in a number of different approaches to discover and develop new product applications and product candidates.
Discovery and development of potential drug candidates are expensive and time-consuming, and we do not know if our efforts will lead to
discovery of any drug candidates that can be successfully developed and marketed. If our efforts do not lead to the discovery of a suitable
drug candidate, we may be unable to grow our clinical pipeline or we may be unable to enter into agreements with collaborators who are
willing to develop our drug candidates.
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We may not be able to maintain sufficient product liability insurance to cover claims against us.
 
Product liability insurance for the healthcare industry is generally expensive to the extent it is available at all. We may not be able to
maintain such insurance on acceptable terms or be able to secure increased coverage if the commercialization of our products progresses,
nor can we be sure that existing or future claims against us will be covered by our product liability insurance. Moreover, the existing
coverage of our insurance policy or any rights of indemnification and contribution that we may have may not be sufficient to offset existing
or future claims. A successful claim against us with respect to uninsured liabilities or in excess of insurance coverage and not subject to any
indemnification or contribution could have a material adverse effect on our future business, financial condition, and results of operations.
 
If any of our third-party contractors fail to perform their responsibilities to comply with FDA rules and regulations, the manufacture,
marketing and sales of our products could be delayed, which could decrease our revenues.
 
Supplying the market with our Microcyn® Technology products requires us to manage relationships with an increasing number of
collaborative partners, suppliers and third-party contractors. As a result, our success depends partially on the success of these third parties
in performing their responsibilities to comply with FDA rules and regulations. Although we pre-qualify our contractors and we believe that
they are fully capable of performing their contractual obligations, we cannot directly control the adequacy and timeliness of the resources
and expertise that they apply to these activities. For example, we and our suppliers are required to comply with the FDA’s quality system
regulations, which cover the methods and documentation of the design, testing, production, control, quality assurance, labeling, packaging,
storage and shipping of our products. The FDA enforces the quality system regulation through inspections.
 
In December 2011, we initiated a voluntary recall of select lot numbers of certain of our Microcyn-based products due to product labeling.
The voluntary recall was prompted after notification by the FDA that a limited number of our products were improperly labeled. The recall
was classified by the FDA as a Class II recall, which means the probability of serious health consequences was remote. Customer safety
and product quality are critically important to us and to date we have received no complaints regarding customer safety or product quality
issues. The costs of the voluntary recall were nominal and there were no restrictions on our future sales of Microcyn-based products, other
than revising our product labeling for certain products. The voluntary recall did not materially impact revenues.
 
If any of our partners or contractors fail to perform their obligations in an adequate and timely manner, or fail to comply with the FDA’s
rules and regulations, including failure to comply with quality systems regulations or a corrective action submitted to the FDA after
notification by the FDA of a deficiency is deemed insufficient, then the manufacture, marketing and sales of our products could be delayed.
Our products could be detained or seized, the FDA could order a recall, or require our partner to replace or offer refunds for our products.
The FDA could also require our partner, and depending on our agreement with our partner, us to notify health professionals and others that
the products present unreasonable risks of substantial harm to the public health. If any of these events occur, the manufacture, marketing
and sales of our products could be delayed which could decrease our revenues.
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If we fail to comply with the FDA’s rules and regulations and are subject to a FDA recall as part of an FDA enforcement action, the
associated costs could like have a material adverse effect on our business, financial position, results of operations and cash flows.
 
Our Company, our products, the manufacturing facilities for our products, the distribution of our products, and our promotion and
marketing materials are subject to strict and continual review and periodic inspection by the FDA and other regulatory agencies for
compliance with pre-approval and post-approval regulatory requirements.
 
If we fail to comply with the FDA’s rules and regulations, we could be subject to an enforcement action by the FDA. The FDA could
undertake regulatory actions, including seeking a consent decree, recalling or seizing our products, ordering a total or partial shutdown of
production, delaying future marketing clearances or approvals, and withdrawing or suspending certain of our current products from the
market. A product recall, restriction, or withdrawal could result in substantial and unexpected expenditures, destruction of product
inventory, and lost revenues due to the unavailability of one or more of our products for a period of time, which could reduce profitability
and cash flow. In addition, a product recall or withdrawal could divert significant management attention and financial resources. If any of
our products are subject to an FDA recall, we could incur significant costs and suffer economic losses. Production of our products could be
suspended and we could be required to establish inventory reserves to cover estimated inventory losses for all work-in-process and finished
goods related to products we or our third-party contractors manufacture. A recall of a material amount of our products could have a
significant, unfavorable impact on our future gross margins.
 
If our products fail to comply with FDA and other governmental regulations, or our products are deemed defective, we may be required
to recall our products and we could suffer adverse public relations that could adversely impact our sales, operating results, and
reputation which would adversely affect our business operations.
 
We may be exposed to product recalls, including voluntary recalls or withdrawals, and adverse public relations if our products are alleged
to cause injury or illness, or if we are alleged to have mislabeled or misbranded our products or otherwise violated governmental
regulations. Governmental authorities can also require product recalls or impose restrictions for product design, manufacturing, labeling,
clearance, or other issues. For the same reasons, we may also voluntarily elect to recall, restrict the use of a product or withdraw products
that we consider below our standards, whether for quality, packaging, appearance or otherwise, in order to protect our brand reputation.
 
Product recalls, product liability claims (even if unmerited or unsuccessful), or any other events that cause consumers to no longer associate
our brand with high quality and safe products may also result in adverse publicity, hurt the value of our brand, harm our reputation among
our customers and other healthcare professionals who use or recommend the products, lead to a decline in consumer confidence in and
demand for our products, and lead to increased scrutiny by federal and state regulatory agencies of our operations, any of which could have
a material adverse effect on our brand, business, performance, prospects, value, results of operations and financial condition.
 
Declining general economic or business conditions may have a negative impact on our business.
 
Concerns over inflation, energy costs, geopolitical issues, the availability and cost of credit, the U.S. mortgage market and a declining real
estate market in the United States have contributed to increased volatility and diminished expectations for the global economy and
expectations of slower global economic growth going forward. These factors, combined with volatile oil prices, declining business and
consumer confidence and increased unemployment, have precipitated a global economic slowdown. If the economic climate in the United
States does not improve or deteriorates, our business, including our patient population, our suppliers and our third-party payors, could be
negatively affected, resulting in a negative impact on our business.
 
Risks Related to Our Common Stock
 
Our operating results may fluctuate, which could cause our stock price to decrease.
 
Fluctuations in our operating results may lead to fluctuations, including declines, in our share price. Our operating results and our share
price may fluctuate from period to period due to a variety of factors, including:
 

· demand by physicians, other medical staff and patients for our Microcyn-based products;
 

· reimbursement decisions by third-party payors and announcements of those decisions;
 

· clinical trial results and publication of results in peer-reviewed journals or the presentation at medical conferences;
 

· the inclusion or exclusion of our Microcyn-based products in large clinical trials conducted by others;
 

· actual and anticipated fluctuations in our quarterly financial and operating results;
 

· developments or disputes concerning our intellectual property or other proprietary rights;
 

· issues in manufacturing our product candidates or products;
 

· new or less expensive products and services or new technology introduced or offered by our competitors or by us;
 

· the development and commercialization of product enhancements;
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· changes in the regulatory environment;

  
· delays in establishing new strategic relationships;

 
· costs associated with collaborations and new product candidates;

 
· introduction of technological innovations or new commercial products by us or our competitors;

 
· litigation or public concern about the safety of our product candidates or products;

 
· changes in recommendations of securities analysts or lack of analyst coverage;

 
· failure to meet analyst expectations regarding our operating results;

 
· additions or departures of key personnel; and

 
· general market conditions.

 
Variations in the timing of our future revenues and expenses could also cause significant fluctuations in our operating results from period to
period and may result in unanticipated earning shortfalls or losses. In addition, The NASDAQ Capital Market, in general, and the market
for life sciences companies, in particular, have experienced significant price and volume fluctuations that have often been unrelated or
disproportionate to the operating performance of those companies.
 
If an active, liquid trading market for our common stock does not develop, you may  not be able to sell your shares quickly or at or
above the price you paid for it.
 
Although our common stock is listed on The NASDAQ Capital Market, an active and liquid trading market for our common stock has not
yet and may not ever develop or be sustained. You may not be able to sell your shares quickly or at or above the price you paid for our
stock if trading in our stock is not active.
 
Anti-takeover provisions in our charter and by-laws and under Delaware law may make it more difficult for stockholders to change our
management and may also make a takeover difficult.
 
Our corporate documents and Delaware law contain provisions that limit the ability of stockholders to change our management and may
also enable our management to resist a takeover. These provisions include:
 

· the ability of our board of directors to issue and designate, without stockholder approval, the rights of up to 5,000,000 shares of
convertible preferred stock, which rights could be senior to those of common stock;

 
· limitations on persons authorized to call a special meeting of stockholders; and

 
· advance notice procedures required for stockholders to make nominations of candidates for election as directors or to bring matters

before meetings of stockholders.
  
We are subject to Section 203 of the Delaware General Corporation Law, which, subject to certain exceptions, prohibits “business
combinations” between a publicly-held Delaware corporation and an “interested stockholder,” which is generally defined as a stockholder
who became a beneficial owner of 15% or more of a Delaware corporation’s voting stock for a three-year period following the date that
such stockholder became an interested stockholder.
 
These provisions might discourage, delay or prevent a change of control in our management. These provisions could also discourage proxy
contests and make it more difficult for you and other stockholders to elect directors and cause us to take other corporate actions. In
addition, the existence of these provisions, together with Delaware law, might hinder or delay an attempted takeover other than through
negotiations with our board of directors.
 
Our stockholders may experience substantial dilution in the value of their investment if we issue additional shares of our capital stock
or other securities convertible into common stock.
 
Our charter allows us to issue up to 100,000,000 shares of our common stock and to issue and designate, without stockholder approval, the
rights of up to 5,000,000 shares of convertible preferred stock. In the event we issue additional shares of our capital stock, dilution to our
stockholders could result. In addition, if we issue and designate a class of convertible preferred stock, these securities may provide for
rights, preferences or privileges senior to those of holders of our common stock.
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Risks Related to Planned Spin-Off
 
Our Company and Ruthigen may be unable to achieve some or all of the benefits that we expect to achieve through the planned Spin-
Off.
 
The strategic, operating and financial benefits expected to result from the Spin-Off may be delayed or may never be realized at all. For
instance, there can be no assurance that by separating the businesses that either our Company or Ruthigen will be better positioned to
capitalize on future market opportunities or that the companies will be able to increase their respective shareholder value.
 
After the planned Spin-Off, conflicts of interest, or the appearance of conflicts of interest, may develop between the management and
directors of our Company, on the one hand, and the management and directors of Ruthigen, on the other hand.
 
After the planned Spin-Off and the planned completion of Ruthigen’s initial public offering, our management and directors may own both
Oculus capital stock and Ruthigen capital stock. This ownership overlap could create, or appear to create, potential conflicts of interest
when the directors and executive officers of our Company and the directors and executive officers of Ruthigen face decisions that could
have different implications for our Company and Ruthigen.
 
In addition, Mr. Hojabr Alimi, our founder and former President and Chief Executive Officer, will serve as President and Chief Executive
Officer of Ruthigen, while retaining his role as Chairman of our Board of Directors. The fact that Mr. Alimi holds positions with both
Ruthigen and our Company, and, in addition, was one of the founders of our Company, could create, or appear to create, potential conflicts
of interest for Mr. Alimi when he faces decisions that may affect both Ruthigen and our Company. Mr. Alimi may also face conflicts of
interest with regard to the allocation of his time between Ruthigen and our Company. Even the appearance of a conflict of interest, whether
or not one actually exists, may cause the value of our stock to decline.
 
The aggregate value of Oculus and Ruthigen securities that current holders of Oculus capital stock receive in the Spin-Off might be
less than the value of the Oculus securities before the Spin-Off.
 
If we complete the Spin-Off as currently contemplated, holders of our capital stock prior to the Spin-Off will hold a combination of our
capital stock and Ruthigen capital stock following the Spin-Off. Any number of matters, including the risks described herein and in the risk
factors previously disclosed in our annual report on Form 10-K for the fiscal year ended March 31, 2012, as filed with the SEC on June 21,
2012, may adversely impact the value of our securities after the completion of the Spin-Off. Some of these matters may or may not have
been identified by us prior to the completion of the Spin-Off, and, in any event, may not be within our, or Ruthigen’s, control. Should any
adverse circumstances, facts, changes or effects come to pass, the aggregate value of our securities, and the securities of Ruthigen after its
planned initial public offering, could be less than the value of our securities before the Spin-Off, or in the case of Ruthigen, less than the
intended value of the securities after the anticipated initial public offering.
 
Risks Related to this Offering
 
We have never paid dividends and we do not anticipate paying any cash dividends in the foreseeable future and, as a result, our
investors’ sole source of gain, if any, will depend on capital appreciation, if any.
 
We do not intend to declare any cash dividends on our shares of common stock in the foreseeable future and currently intend to retain any
future earnings for funding growth. In addition, our agreements with Venture Lending & Leasing V, LLC and Venture Lending & Leasing
VI, LLC prohibit the payment of cash dividends without the consent of Venture Lending & Leasing V, LLC and Venture Lending &
Leasing VI, LLC. As a result, investors should not rely on an investment in our securities if they require the investment to produce dividend
income. Capital appreciation, if any, of our shares may be investors’ sole source of gain for the foreseeable future. Moreover, investors may
not be able to resell their shares of our common stock at or above the price they paid for them.
 
You will experience immediate and substantial dilution in the net tangible book value per share of the common stock you purchase.
 
Since the price per share of our common stock being offered is higher than the net tangible book value per share of our common stock, you
will suffer substantial dilution in the net tangible book value of the common stock you purchase in this offering. Based on the public
offering price of $___ per share, and after deducting the underwriting discount and estimated offering expenses payable by us, if you
purchase shares of common stock in this offering, you will suffer immediate and substantial dilution of $___ per share in the net tangible
book value of the common stock. See the section entitled “Dilution” in this prospectus supplement for a more detailed discussion of the
dilution you will incur if you purchase common stock in this offering.
 
Our management has significant flexibility in using the net proceeds of this offering.
 
We intend generally to use the net proceeds from this offering for general corporate purposes, including, but not limited to, repayment of
certain indebtedness. Our management will have significant flexibility in applying the net proceeds of this offering. The actual amounts
and timing of expenditures will vary significantly depending on a number of factors, including the amount of cash used in our operations
and our research and development efforts. Management’s failure to use these funds effectively would have an adverse effect on the value of
our common stock and could make it more difficult and costly to raise funds in the future.
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The market price of our common stock may be volatile, and the value of your investment could decline significantly.
 
The trading price for our common stock has been, and we expect it to continue to be, volatile. The price at which our common stock trades
depends upon a number of factors, including our historical and anticipated operating results, our financial situation, announcements of new
products by us or our competitors, our ability or inability to raise the additional capital we may need and the terms on which we raise it,
and general market and economic conditions. Some of these factors are beyond our control. Broad market fluctuations may lower the
market price of our common stock and affect the volume of trading in our stock, regardless of our financial condition, results of operations,
business or prospects. It is impossible to assure you that the market price of our shares of common stock will not fall in the future.
 
You may experience future dilution as a result of future equity offerings or other equity issuances.
 
To raise additional capital, we may in the future offer additional shares of our common stock, preferred stock or other securities convertible
into or exchangeable for our common stock. We cannot assure you that we will be able to sell shares or other securities in any other
offering at a price per share that is equal to or greater than the price per share paid by investors in this offering. The price per share at which
we sell additional shares of our common stock or other securities convertible into or exchangeable for our common stock in future
transactions may be higher or lower than the price per share in this offering.
 

USE OF PROCEEDS
 

We estimate that our net proceeds from the sale of the shares offered pursuant to this prospectus supplement will be approximately $      
million, or approximately $       million if the underwriters exercise in full their option to purchase additional shares, based upon the public
offering price of $       per share and after deducting underwriting discount and the estimated offering expenses that are payable by us.
 
We intend to use the net proceeds from this offering for general corporate purposes including, but not limited to, repayment certain
indebtedness.  We intend to repay a portion of certain long-term debt with maturity dates ranging from July 2013 to February 2015 and
interest rates ranging from approximately 13% to 14%.  In connection with the repayment of a portion of this long-term debt, we intend to
retire a portion of the shares of common stock issued to our lenders.
 
We have not yet determined the amount of net proceeds to be used specifically for any of the foregoing purposes. Accordingly, our
management will have significant discretion and flexibility in applying the net proceeds from this offering.
 

DIVIDEND POLICY
 
We have never declared or paid cash dividends on our capital stock. We currently intend to retain our future earnings, if any, for use in our
business and therefore do not anticipate paying cash dividends in the foreseeable future. Furthermore, even if we did intend to pay cash
dividends, our agreements with Venture Lending & Leasing V, LLC and Venture Lending & Leasing VI, LLC prohibit the payment of
cash dividends without the consent of Venture Lending & Leasing V, LLC and Venture Lending & Leasing VI, LLC. Payment of future
dividends, if any, will be at the discretion of our board of directors after taking into account various factors, including our financial
condition, operating results, and current and anticipated cash needs.

 
DILUTION

 
Purchasers of common stock offered by this prospectus supplement and the accompanying prospectus will suffer immediate and substantial
dilution in the net tangible book value per share of common stock. Our net tangible book value as of December 31, 2012 was
approximately $0.08 per share of our common stock. Net tangible book value per share represents the amount of tangible assets less total
liabilities, divided by 37,339,888 shares, which was the number of shares of our common stock outstanding as of December 31, 2012.
 
Dilution in net tangible book value per share represents the difference between the amount per share paid by purchasers in this offering and
the net tangible book value per share of our common stock immediately after this offering. After giving effect to the sale of shares of
common stock in this offering at a public offering price of $          per share, and after deducting the underwriting discount and the
estimated offering expenses payable by us, our as adjusted net tangible book value as of December 31, 2012 would have been
approximately $      per share of common stock. This represents an immediate increase in net tangible book value of $      per share of
common stock to our existing stockholders and an immediate dilution in net tangible book value of $     per share of common stock to
investors participating in this offering. The following table illustrates this per share dilution:
 
Public offering price per share    $   

Net tangible book value per share as of December 31, 2012  $ 0.08     
Increase per share attributable to this offering  $      

        

        
Adjusted net tangible book value per share as of December 31, 2012 after this offering     $  
        
Dilution per share to new investors in this offering     $  
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If the underwriters exercise in full their option to purchase additional shares of common stock at the public offering price of $      per share,
the as adjusted net tangible book value after this offering would be $      per share, representing an increase in net tangible book value of
$      per share to existing stockholders and immediate dilution in net tangible book value of $      per share to purchasers in this offering at
the public offering price.
 
The foregoing illustration does not reflect potential dilution from the exercise of outstanding options or warrants to purchase shares of our
common stock.
 

UNDERWRITING
 

Aegis Capital Corp. is acting as the representative of the underwriters of the offering. We have entered into an underwriting agreement
dated March   , 2013 with the representative. Subject to the terms and conditions of the underwriting agreement, we have agreed to sell to
each underwriter named below and each underwriter named below has severally agreed to purchase, at the public offering price less the
underwriting discounts and commissions set forth on the cover page of this prospectus, the number of shares of common stock listed next to
its name in the following table:
 

Underwriter Number of Shares
Aegis Capital Corp.  

Total  
 
The underwriters are committed to purchase all the shares of common stock offered by us other than those covered by the option to
purchase additional shares described below. The obligations of the underwriters may be terminated upon the occurrence of certain events
specified in the underwriting agreement. Furthermore, pursuant to the underwriting agreement, the underwriters’ obligations are subject to
customary conditions, representations and warranties contained in the underwriting agreement, such as receipt by the underwriters of
officers’ certificates and legal opinions.
 
We have agreed to indemnify the underwriters against specified liabilities, including liabilities under the Securities Act of 1933, and to
contribute to payments the underwriters may be required to make in respect thereof.
 
The underwriters are offering the shares, subject to prior sale, when, as and if issued to and accepted by them, subject to approval of legal
matters by their counsel and other conditions specified in the underwriting agreement. The underwriters reserve the right to withdraw,
cancel or modify offers to the public and to reject orders in whole or in part.
 
The underwriters propose to offer the shares offered by us to the public at the public offering price set forth on the cover of this prospectus
supplement. In addition, the underwriters may offer some of the shares to other securities dealers at such price, less a concession of $        
per shares. The underwriters may also allow, and such dealers may reallow, a concession not in excess of $         per share to other dealers.
If all of the shares offered by us are not sold at the public offering price, the underwriters may change the offering price and other selling
terms by means of a further supplement to this prospectus supplement.
 
We have granted the underwriters an over-allotment option. This option, which is exercisable for up to 45 days after the date of this
prospectus, permits the underwriters to purchase a maximum of        additional shares from us to cover over-allotments. If the underwriters
exercise all or part of this option, they will purchase shares covered by the option at the public offering price that appears on the cover
page of this prospectus supplement, less the underwriting discount. If this option is exercised in full, the total price to the public will be
$           million and the total proceeds to us will be $           million.
 
Discounts and Commissions. The following table shows the public offering price, underwriting discount and proceeds, before expenses, to
us. The information assumes either no exercise or full exercise by the underwriters of their over-allotment option.
 

   Per Share   

Total Without 
Over-allotment

Option   

Total With
Over-allotment

Option   
Public offering price  $    $   $  
Underwriting discount (7%)  $    $   $  
Non-accountable expense allowance (1%)  $    $   $  
Proceeds, before expense, to us  $    $   $  
 
We have agreed to pay the underwriters a non-accountable expense allowance equal to 1% of the public offering price of the shares. We
have also agreed to pay the underwriters’ expenses relating to the offering, including, without limitation, (a) all fees, expenses and
disbursements relating to the registration, qualification or exemption of securities offered under the securities laws and “blue sky” laws of
such states and foreign jurisdictions as designated by the underwriters; and (b) the $21,775 cost associated with the underwriters’ use of
Ipreo’s book-building, prospectus tracking and compliance software for this offering.
 
We have paid an advance of $10,000 to the representative which will be applied against the non-accountable expense allowance payable by
us to the underwriters in connection with this offering. The underwriting agreement, however, provides that in the event the offering is
terminated, the $10,000 expense deposit paid to the representative will be returned to the extent offering expenses are not actually incurred.
We estimate that the total expenses of the offering payable by us, excluding the underwriting discount and expense reimbursement, will be
approximately $       .
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Representative’s Warrants. We have agreed to issue to the representative warrants to purchase up to a total of            shares of common
stock (5% of the shares sold). The warrants are exercisable at $            per share (125% of the price of the shares sold in the offering),
commencing on a date which is one year from the date of the closing of the offering under this prospectus supplement and expiring three
years from the date of the closing of the offering. The warrants have been deemed compensation by FINRA and are therefore subject to a
180-day lock-up pursuant to Rule 5110(g)(1) of FINRA. The representative (or permitted assignees under the Rule) will not sell, transfer,
assign, pledge, or hypothecate these warrants or the securities underlying these warrants, nor will it engage in any hedging, short sale,
derivative, put, or call transaction that would result in the effective economic disposition of the warrants or the underlying securities for a
period of 180 days from the date of this prospectus supplement. In addition, the warrants provide for registration rights upon request, in
certain cases. We will bear all fees and expenses attendant to registering the securities issuable on exercise of the warrants other than
underwriting commissions incurred and payable by the holders. The exercise price and number of shares issuable upon exercise of the
warrants may be adjusted in certain circumstances including in the event of a stock dividend, extraordinary cash dividend or our
recapitalization, reorganization, merger or consolidation. However, the warrant exercise price or underlying shares will not be adjusted for
issuances of shares of common stock at a price below the warrant exercise price.
 
Discretionary Accounts. The underwriters do not intend to confirm sales of the securities offered hereby to any accounts over which they
have discretionary authority.
 
Lock-Up Agreements. We, and our directors and executive officers, have entered into lock up agreements with the underwriter prior to the
commencement of this offering pursuant to which each of these persons or entities, for a period of ninety (90) days from the date of this
offering without the prior written consent of the representative, agree not to (1) offer, pledge, sell, contract to sell, sell any option or
contract to purchase, purchase any option or contract to sell, grant any option, right or warrant to purchase, lend, or otherwise transfer or
dispose of, directly or indirectly, any shares of our common stock or any securities convertible into or exercisable or exchangeable for
shares of our common stock (other than options and restricted stock granted pursuant to our equity incentive plans), (2) enter into any swap
or other arrangement that transfers to another, in whole or in part, any of the economic consequences of ownership of the common stock,
whether any such transaction described in clause (1) or (2) above is to be settled by delivery of common stock or such other securities, in
cash or otherwise, or (3) make any demand for or exercise any right with respect to the registration of any shares of common stock or any
security convertible into or exercisable or exchangeable for common stock, or (4) publicly disclose the intention to make any offer, sale,
pledge or disposition, or to enter into any transaction, swap, hedge or other arrangement relating to any of the common stock.
Notwithstanding these limitations, these common shares may be transferred under limited circumstances, including, without limitation, by
gift, will or intestate succession.

The lock-up period described in the preceding paragraph will be automatically extended if: (1) during the last 17 days of the restricted
period, we issue an earnings release or announce material news or a material event; or (2) prior to the expiration of the lock-up period, we
announce that we will release earnings results during the 16-day period beginning on the last day of the lock-up period, in which case the
restrictions described in the preceding paragraph will continue to apply until the expiration of the 18-day period beginning on the date of
the earnings release. This lock-up provision applies to common stock and to securities convertible into or exchangeable or exercisable for
common stock. It also applies to common stock owned now or acquired later by the person executing the agreement or for which the person
executing the agreement later acquires the power of disposition. The exceptions permit, among other things and subject to restrictions,
(1) the issuance by us of stock options pursuant to our existing stock incentive plans, and (2) the issuance of common stock upon the
exercise of outstanding stock options and warrants.
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Right of First Refusal. We have granted to the representative a right of first refusal to serve as sole book running manager, if we pursue
particular transactions during the 6-month period following this offering, except in the case of Ruthigen, Inc. and such instances where we
already have an agreement in place with a third party as of February 5, 2013. 

Electronic Offer, Sale and Distribution of Shares.  A prospectus supplement in electronic format may be made available on the websites
maintained by one or more of the underwriters or selling group members, if any, participating in this offering and one or more of the
underwriters participating in this offering may distribute prospectus supplements electronically. The representative may agree to allocate a
number of shares to underwriters and selling group members for sale to their online brokerage account holders. Internet distributions will be
allocated by the underwriters and selling group members that will make internet distributions on the same basis as other allocations. Other
than the prospectus supplement in electronic format, the information on these websites is not part of this prospectus supplement or the
registration statement of which this prospectus supplement forms a part, has not been approved or endorsed by us or any underwriter in its
capacity as underwriter, and should not be relied upon by investors.
 
Other Relationships. Certain of the underwriters and their affiliates have provided, and may in the future provide, various investment
banking, commercial banking and other financial services for us and our affiliates for which they have received, and may in the future
receive, customary fees, however, except as disclosed in this prospectus supplement, we have no present arrangements with any of the
underwriters for any further services.
 
Stabilization. In connection with this offering, the underwriters may engage in stabilizing transactions, over-allotment transactions,
syndicate covering transactions, penalty bids and purchases to cover positions created by short sales.
 

· Stabilizing transactions permit bids to purchase shares so long as the stabilizing bids do not exceed a specified maximum, and are
engaged in for the purpose of preventing or retarding a decline in the market price of the shares while the offering is in progress.

 
· Overallotment transactions involve sales by the underwriters of shares in excess of the number of shares the underwriters are

obligated to purchase. This creates a syndicate short position which may be either a covered short position or a naked short position.
In a covered short position, the number of shares over-allotted by the underwriters is not greater than the number of shares that they
may purchase in the overallotment option. In a naked short position, the number of shares involved is greater than the number of
shares in the overallotment option. The underwriters may close out any short position by exercising their overallotment option
and/or purchasing shares in the open market.

 
· Syndicate covering transactions involve purchases of shares in the open market after the distribution has been completed in order to

cover syndicate short positions. In determining the source of shares to close out the short position, the underwriters will consider,
among other things, the price of shares available for purchase in the open market as compared with the price at which they may
purchase shares through exercise of the overallotment option. If the underwriters sell more shares than could be covered by exercise
of the overallotment option and, therefore, have a naked short position, the position can be closed out only by buying shares in the
open market. A naked short position is more likely to be created if the underwriters are concerned that after pricing there could be
downward pressure on the price of the shares in the open market that could adversely affect investors who purchase in the offering.

 
· Penalty bids permit the representative to reclaim a selling concession from a syndicate member when the shares originally sold by

that syndicate member are purchased in stabilizing or syndicate covering transactions to cover syndicate short positions.
 
These stabilizing transactions, syndicate covering transactions and penalty bids may have the effect of raising or maintaining the market
price of our shares or common stock or preventing or retarding a decline in the market price of our shares or common stock. As a result, the
price of our common stock in the open market may be higher than it would otherwise be in the absence of these transactions. Neither we
nor the underwriters make any representation or prediction as to the effect that the transactions described above may have on the price of
our common stock. These transactions may be effected on The NASDAQ Capital Market, in the over-the-counter market or otherwise and,
if commenced, may be discontinued at any time.
 
Passive Market Making.  In connection with this offering, the underwriters and selling group members may engage in passive market
making transactions in our common stock on The NASDAQ Capital Market in accordance with Rule 103 of Regulation M under the
Exchange Act, during a period before the commencement of offers or sales of the shares and extending through the completion of the
distribution. A passive market maker must display its bid at a price not in excess of the highest independent bid of that security. However, if
all independent bids are lowered below the passive market maker’s bid, that bid must then be lowered when specified purchase limits are
exceeded.
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Offer Restrictions Outside the United States
 
Other than in the United States, no action has been taken by us or the underwriters that would permit a public offering of the securities
offered by this prospectus supplement in any jurisdiction where action for that purpose is required. The securities offered by this prospectus
supplement may not be offered or sold, directly or indirectly, nor may this prospectus supplement or any other offering material or
advertisements in connection with the offer and sale of any such securities be distributed or published in any jurisdiction, except under
circumstances that will result in compliance with the applicable rules and regulations of that jurisdiction. Persons into whose possession this
prospectus supplement comes are advised to inform themselves about and to observe any restrictions relating to the offering and the
distribution of this prospectus supplement. This prospectus supplement does not constitute an offer to sell or a solicitation of an offer to buy
any securities offered by this prospectus supplement in any jurisdiction in which such an offer or a solicitation is unlawful.
 
Australia
 
This prospectus is not a disclosure document under Chapter 6D of the Australian Corporations Act, has not been lodged with the Australian
Securities and Investments Commission and does not purport to include the information required of a disclosure document under Chapter
6D of the Australian Corporations Act. Accordingly, (i) the offer of the securities under this prospectus is only made to persons to whom it
is lawful to offer the securities without disclosure under Chapter 6D of the Australian Corporations Act under one or more exemptions set
out in section 708 of the Australian Corporations Act, (ii) this prospectus is made available in Australia only to those persons as set forth in
clause (i) above, and (iii) the offeree must be sent a notice stating in substance that by accepting this offer, the offeree represents that the
offeree is such a person as set forth in clause (i) above, and, unless permitted under the Australian Corporations Act, agrees not to sell or
offer for sale within Australia any of the securities sold to the offeree within 12 months after its transfer to the offeree under this prospectus.
 
China
 
The information in this document does not constitute a public offer of the securities, whether by way of sale or subscription, in the People’s
Republic of China (excluding, for purposes of this paragraph, Hong Kong Special Administrative Region, Macau Special Administrative
Region and Taiwan). The securities may not be offered or sold directly or indirectly in the PRC to legal or natural persons other than
directly to “qualified domestic institutional investors.”
 
European Economic Area—Belgium, Germany, Luxembourg and Netherlands
 
The information in this document has been prepared on the basis that all offers of securities will be made pursuant to an exemption under
the Directive 2003/71/EC (“Prospectus Directive”), as implemented in Member States of the European Economic Area (each, a “Relevant
Member State”), from the requirement to produce a prospectus for offers of securities.
 
An offer to the public of securities has not been made, and may not be made, in a Relevant Member State except pursuant to one of the
following exemptions under the Prospectus Directive as implemented in that Relevant Member State:
 

(a) to legal entities that are authorized or regulated to operate in the financial markets or, if not so authorized or regulated, whose
corporate purpose is solely to invest in securities;

 
(b) to any legal entity that has two or more of (i) an average of at least 250 employees during its last fiscal year; (ii) a total balance

sheet of more than €43,000,000 (as shown on its last annual unconsolidated or consolidated financial statements) and (iii) an
annual net turnover of more than €50,000,000 (as shown on its last annual unconsolidated or consolidated financial
statements);

 
(c) to fewer than 100 natural or legal persons (other than qualified investors within the meaning of Article 2(1)(e) of the

Prospectus Directive) subject to obtaining the prior consent of the Company or any underwriter for any such offer; or
 

(d) in any other circumstances falling within Article 3(2) of the Prospectus Directive, provided that no such offer of securities shall
result in a requirement for the publication by the Company of a prospectus pursuant to Article 3 of the Prospectus Directive.
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France
 
This document is not being distributed in the context of a public offering of financial securities (offre au public de titres financiers) in
France within the meaning of Article L.411-1 of the French Monetary and Financial Code (Code monétaire et financier) and Articles 211-1
et seq. of the General Regulation of the French Autorité des marchés financiers (“AMF”). The securities have not been offered or sold and
will not be offered or sold, directly or indirectly, to the public in France.
 
This document and any other offering material relating to the securities have not been, and will not be, submitted to the AMF for approval
in France and, accordingly, may not be distributed or caused to distributed, directly or indirectly, to the public in France.
 
Such offers, sales and distributions have been and shall only be made in France to (i) qualified investors (investisseurs qualifiés) acting for
their own account, as defined in and in accordance with Articles L.411-2-II-2° and D.411-1 to D.411-3, D. 744-1, D.754-1 and D.764-1 of
the French Monetary and Financial Code and any implementing regulation and/or (ii) a restricted number of non-qualified investors (cercle
restreint d’investisseurs) acting for their own account, as defined in and in accordance with Articles L.411-2-II-2° and D.411-4, D.744-1,
D.754-1 and D.764-1 of the French Monetary and Financial Code and any implementing regulation.
 
Pursuant to Article 211-3 of the General Regulation of the AMF, investors in France are informed that the securities cannot be distributed
(directly or indirectly) to the public by the investors otherwise than in accordance with Articles L.411-1, L.411-2, L.412-1 and L.621-8 to
L.621-8-3 of the French Monetary and Financial Code.
 
Ireland
 
The information in this document does not constitute a prospectus under any Irish laws or regulations and this document has not been filed
with or approved by any Irish regulatory authority as the information has not been prepared in the context of a public offering of securities
in Ireland within the meaning of the Irish Prospectus (Directive 2003/71/EC) Regulations 2005 (the “Prospectus Regulations”). The
securities have not been offered or sold, and will not be offered, sold or delivered directly or indirectly in Ireland by way of a public
offering, except to (i) qualified investors as defined in Regulation 2(l) of the Prospectus Regulations and (ii) fewer than 100 natural or legal
persons who are not qualified investors.
 
Israel
 
The securities offered by this prospectus have not been approved or disapproved by the Israeli Securities Authority, or ISA, nor have such
securities been registered for sale in Israel. The shares may not be offered or sold, directly or indirectly, to the public in Israel, absent the
publication of a prospectus. The ISA has not issued permits, approvals or licenses in connection with the offering or publishing the
prospectus; nor has it authenticated the details included herein, confirmed their reliability or completeness, or rendered an opinion as to the
quality of the securities being offered. Any resale in Israel, directly or indirectly, to the public of the securities offered by this prospectus is
subject to restrictions on transferability and must be effected only in compliance with the Israeli securities laws and regulations.
 
Italy
 
The offering of the securities in the Republic of Italy has not been authorized by the Italian Securities and Exchange Commission
(Commissione Nazionale per le Societ—$$—Aga e la Borsa, “CONSOB” pursuant to the Italian securities legislation and, accordingly, no
offering material relating to the securities may be distributed in Italy and such securities may not be offered or sold in Italy in a public offer
within the meaning of Article 1.1(t) of Legislative Decree No. 58 of 24 February 1998 (“Decree No. 58”), other than:
 

· to Italian qualified investors, as defined in Article 100 of Decree No. 58 by reference to Article 34-ter of CONSOB Regulation No.
11971 of 14 May 1999 (“Regulation No. 1197l”) as amended (“Qualified Investors”); and

 
· in other circumstances that are exempt from the rules on public offer pursuant to Article 100 of Decree No. 58 and Article 34-ter of

Regulation No. 11971 as amended.
 
Any offer, sale or delivery of the securities or distribution of any offer document relating to the securities in Italy (excluding placements
where a Qualified Investor solicits an offer from the issuer) under the paragraphs above must be:
 

· made by investment firms, banks or financial intermediaries permitted to conduct such activities in Italy in accordance with
Legislative Decree No. 385 of 1 September 1993 (as amended), Decree No. 58, CONSOB Regulation No. 16190 of 29 October
2007 and any other applicable laws; and

 
· in compliance with all relevant Italian securities, tax and exchange controls and any other applicable laws.
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Any subsequent distribution of the securities in Italy must be made in compliance with the public offer and prospectus requirement rules
provided under Decree No. 58 and the Regulation No. 11971 as amended, unless an exception from those rules applies. Failure to comply
with such rules may result in the sale of such securities being declared null and void and in the liability of the entity transferring the
securities for any damages suffered by the investors.
 
Japan
 
The securities have not been and will not be registered under Article 4, paragraph 1 of the Financial Instruments and Exchange Law of
Japan (Law No. 25 of 1948), as amended (the “FIEL”) pursuant to an exemption from the registration requirements applicable to a private
placement of securities to Qualified Institutional Investors (as defined in and in accordance with Article 2, paragraph 3 of the FIEL and the
regulations promulgated thereunder). Accordingly, the securities may not be offered or sold, directly or indirectly, in Japan or to, or for the
benefit of, any resident of Japan other than Qualified Institutional Investors. Any Qualified Institutional Investor who acquires securities
may not resell them to any person in Japan that is not a Qualified Institutional Investor, and acquisition by any such person of securities is
conditional upon the execution of an agreement to that effect.
 
Portugal
 
This document is not being distributed in the context of a public offer of financial securities (oferta pública de valores mobiliários) in
Portugal, within the meaning of Article 109 of the Portuguese Securities Code (Código dos Valores Mobiliários). The securities have not
been offered or sold and will not be offered or sold, directly or indirectly, to the public in Portugal. This document and any other offering
material relating to the securities have not been, and will not be, submitted to the Portuguese Securities Market Commission (Comissão do
Mercado de Valores Mobiliários) for approval in Portugal and, accordingly, may not be distributed or caused to distributed, directly or
indirectly, to the public in Portugal, other than under circumstances that are deemed not to qualify as a public offer under the Portuguese
Securities Code. Such offers, sales and distributions of securities in Portugal are limited to persons who are “qualified investors” (as
defined in the Portuguese Securities Code). Only such investors may receive this document and they may not distribute it or the information
contained in it to any other person.
 
Sweden
 
This document has not been, and will not be, registered with or approved by Finansinspektionen (the Swedish Financial Supervisory
Authority). Accordingly, this document may not be made available, nor may the securities be offered for sale in Sweden, other than under
circumstances that are deemed not to require a prospectus under the Swedish Financial Instruments Trading Act (1991:980) (Sw. lag
(1991:980) om handel med finansiella instrument). Any offering of securities in Sweden is limited to persons who are “qualified investors”
(as defined in the Financial Instruments Trading Act). Only such investors may receive this document and they may not distribute it or the
information contained in it to any other person.
 
Switzerland
 
The securities may not be publicly offered in Switzerland and will not be listed on the SIX Swiss Exchange (“SIX”) or on any other stock
exchange or regulated trading facility in Switzerland. This document has been prepared without regard to the disclosure standards for
issuance prospectuses under art. 652a or art. 1156 of the Swiss Code of Obligations or the disclosure standards for listing prospectuses
under art. 27 ff. of the SIX Listing Rules or the listing rules of any other stock exchange or regulated trading facility in Switzerland. Neither
this document nor any other offering material relating to the securities may be publicly distributed or otherwise made publicly available in
Switzerland.
 
Neither this document nor any other offering material relating to the securities have been or will be filed with or approved by any Swiss
regulatory authority. In particular, this document will not be filed with, and the offer of securities will not be supervised by, the Swiss
Financial Market Supervisory Authority (FINMA).
 
This document is personal to the recipient only and not for general circulation in Switzerland.
 
United Arab Emirates
 
Neither this document nor the securities have been approved, disapproved or passed on in any way by the Central Bank of the United Arab
Emirates or any other governmental authority in the United Arab Emirates, nor has the Company received authorization or licensing from
the Central Bank of the United Arab Emirates or any other governmental authority in the United Arab Emirates to market or sell the
securities within the United Arab Emirates. This document does not constitute and may not be used for the purpose of an offer or invitation.
No services relating to the securities, including the receipt of applications and/or the allotment or redemption of such shares, may be
rendered within the United Arab Emirates by the Company.
 
No offer or invitation to subscribe for securities is valid or permitted in the Dubai International Financial Centre.
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United Kingdom
 
Neither the information in this document nor any other document relating to the offer has been delivered for approval to the Financial
Services Authority in the United Kingdom and no prospectus (within the meaning of section 85 of the Financial Services and Markets Act
2000, as amended (“FSMA”)) has been published or is intended to be published in respect of the securities. This document is issued on a
confidential basis to “qualified investors” (within the meaning of section 86(7) of FSMA) in the United Kingdom, and the securities may
not be offered or sold in the United Kingdom by means of this document, any accompanying letter or any other document, except in
circumstances which do not require the publication of a prospectus pursuant to section 86(1) FSMA. This document should not be
distributed, published or reproduced, in whole or in part, nor may its contents be disclosed by recipients to any other person in the United
Kingdom.
 
Any invitation or inducement to engage in investment activity (within the meaning of section 21 of FSMA) received in connection with the
issue or sale of the securities has only been communicated or caused to be communicated and will only be communicated or caused to be
communicated in the United Kingdom in circumstances in which section 21(1) of FSMA does not apply to the Company.
 
In the United Kingdom, this document is being distributed only to, and is directed at, persons (i) who have professional experience in
matters relating to investments falling within Article 19(5) (investment professionals) of the Financial Services and Markets Act 2000
(Financial Promotions) Order 2005 (“FPO”), (ii) who fall within the categories of persons referred to in Article 49(2)(a) to (d) (high net
worth companies, unincorporated associations, etc.) of the FPO or (iii) to whom it may otherwise be lawfully communicated (together,
“relevant persons”). The investments to which this document relates are available only to, and any invitation, offer or agreement to purchase
will be engaged in only with, relevant persons. Any person who is not a relevant person should not act or rely on this document or any of its
contents.
 

LEGAL MATTERS
 

The validity of the securities offered hereby will be passed upon for us by Trombly Business Law, PC, Lafayette, Colorado. Certain legal
matters related to the offering will be passed upon for the underwriters by Sichenzia Ross Friedman Ference LLP, New York, New York.
 

EXPERTS
 

The consolidated financial statements of Oculus Innovative Sciences, Inc. and Subsidiaries appearing in Oculus Innovative Sciences, Inc.’s
annual report on Form 10-K for the year ended March 31, 2012, filed June 21, 2012 have been audited by Marcum LLP, an independent
registered public accounting firm, as set forth in their report therein, included therein, and incorporated herein by reference. Such
consolidated financial statements are incorporated herein by reference in reliance upon such report given on the authority of such firm as
experts in accounting and auditing.
 

WHERE YOU CAN FIND MORE INFORMATION
 

We have filed a registration statement on Form S-3 with the SEC under the Securities Act of 1933, as amended, and our registration was
declared effective on May 3, 2011. This prospectus supplement and the accompanying prospectus are part of the registration statement but
the registration statement includes and incorporates by reference additional information and exhibits. We file annual, quarterly and current
reports, proxy statements and other information with the SEC. You may read and copy the registration statement and any document we file
with the SEC at the public reference room maintained by the SEC at 100 F Street, N.E., Washington, D.C. 20549. You may obtain
information on the operation of the public reference room by calling the SEC at 1-800-SEC-0330. The SEC also maintains a web site that
contains reports, proxy and information statements and other information regarding companies, such as ours, that file documents
electronically with the SEC. The address of that site on the Internet is http://www.sec.gov. The information on the SEC’s website is not
part of this prospectus supplement and the accompanying prospectus, and any references to this website or any other website are inactive
textual references only.
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INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

 
The SEC permits us to “incorporate by reference” the information contained in documents we file with the SEC, which means that we can
disclose important information to you by referring you to those documents rather than by including them in this prospectus supplement and
the accompanying prospectus. Information that is incorporated by reference is considered to be part of this prospectus supplement and the
accompanying prospectus, and you should read it with the same care that you read this prospectus supplement and the accompanying
prospectus. Later information that we file with the SEC will automatically update and supersede the information that is either contained, or
incorporated by reference, in this prospectus supplement and the accompanying prospectus, and will be considered to be a part of this
prospectus supplement and the accompanying prospectus from the date those documents are filed. We have filed with the SEC, and
incorporate by reference the following in this prospectus supplement and the accompanying prospectus:
 

· our Annual Report on Form 10-K for the year ended March 31, 2012, filed June 21, 2012;
· our Quarterly Reports on Form 10-Q for the quarter ended June 30, 2012, filed August 3, 2012 and amended on August 31, 2012;

for the quarter ended September 30, 2012, filed November 8, 2012; and for the quarter ended December 31, 2012, filed February
13, 2013;

· our Proxy Statement on Schedule 14A filed on July 27, 2012;
· our Proxy Statement on Schedule 14A filed on February 5, 2013;
· our Current Reports on Form 8-K filed on June 21, 2012; June 27, 2012; July 30, 2012; August 2, 2012; August 15, 2012;

September 14, 2012; November 1, 2012; November 5, 2012; December 21, 2012; February 4, 2013; and February 13, 2013; and
· the description of our common stock contained in our Registration Statement on Form 8-A filed on December 15, 2006, including

any amendment or report filed for the purpose of updating such description.
 
In addition, all documents that we file with the SEC pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Securities and Exchange Act of
1934, as amended, after the date of the initial registration statement of which this prospectus is a part and prior to the effectiveness of the
registration statement as well as all such documents that we file with the SEC after the date of this prospectus and before the termination of
the offering of our securities shall be deemed incorporated by reference into this prospectus and to be a part of this prospectus from the
respective dates of filing such documents. Unless specifically stated to the contrary, none of the information that we disclose under Items
2.02 or 7.01 of any Current Report on Form 8-K that we may from time to time furnish to the SEC will be incorporated by reference into,
or otherwise included in, this prospectus. 
 
You may request a copy of any or all of the documents incorporated by reference but not delivered with this prospectus supplement and the
accompanying prospectus, at no cost, by writing or telephoning us at the following address and number: Investor Relations, Oculus
Innovative Sciences, Inc., 1129 N. McDowell Blvd., Petaluma, California 94954, telephone (707) 283-0550. We will not, however, send
exhibits to those documents, unless the exhibits are specifically incorporated by reference in those documents. 
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PROSPECTUS

$75,000,000 
 

OCULUS INNOVATIVE SCIENCES, INC.
 

Common Stock
Preferred Stock

Warrants
Units

We may, from time to time, offer and sell common stock, preferred stock or warrants, either separately or in units, in one or more
offerings. The preferred stock and warrants may be convertible into or exercisable or exchangeable for common or preferred stock. We
will specify in the accompanying prospectus supplement more specific information about any such offering. The aggregate initial offering
price of all securities sold under this prospectus will not exceed $75,000,000, including the U.S. dollar equivalent if the public offering of
any such securities is denominated in one or more foreign currencies, foreign currency units or composite currencies.

We may offer these securities independently or together in any combination for sale directly to investors or through underwriters, dealers or
agents. We will set forth the names of any underwriters, dealers or agents and their compensation in the accompanying prospectus
supplement.
 
This prospectus may not be used to sell any of these securities unless accompanied by a prospectus supplement.
 
Our common stock is traded on the NASDAQ Global Market under the symbol “OCLS.” On December 21, 2010, the closing price of our
common stock on the NASDAQ Global Market was $1.73 per share. The market value of our outstanding common equity held by non-
affiliates on December 21, 2010 was $38,439,866. We have sold $664,475 of our securities pursuant to General Instruction I.B.6 of Form
S-3 during the prior 12 calendar month period that ends on and includes the date of this prospectus.
 
Investing in our securities involves a high degree of risk. See the section entitled “Risk Factors” beginning on page 3.
 
Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these
securities or passed upon the adequacy or accuracy of this prospectus. Any representation to the contrary is a criminal offense.
 

The date of this prospectus is May 3, 2011.
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You should rely only on the information incorporated by reference or provided in this prospectus, any prospectus supplement and the
registration statement. We have not authorized anyone else to provide you with different information. If anyone provides you with different
or inconsistent information, you should not rely on it. We are not making an offer to sell these securities in any state where the offer or sale
is not permitted. You should assume that the information in this prospectus and any prospectus supplement, or incorporated by reference, is
accurate only as of the dates of those documents. Our business, financial condition, results of operations and prospects may have changed
since those dates.

 
 



 

PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus or incorporated by reference. This summary does not contain
all of the information you should consider before buying shares of our common stock, preferred stock, warrants, or units or any
combination of these securities. You should read the entire prospectus carefully, especially the risks of investing in our securities that we
describe under “Risk Factors” and our consolidated financial statements appearing in our annual and periodic reports incorporated in
this prospectus by reference, before deciding to invest in our securities. Unless the context requires otherwise, references to “Oculus,” “the
Company,” “the Registrant,” “we,” “our” and “us” refer to Oculus Innovative Sciences, Inc.

ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the Securities and Exchange Commission, or SEC, using a “shelf”
registration, or continuous offering, process. Under this shelf registration process, we may, from time to time, issue and sell any
combination of preferred stock, common stock or warrants, either separately or in units, in one or more offerings with a maximum
aggregate offering price of $75,000,000, including the U.S. dollar equivalent if the public offering of any such securities is denominated in
one or more foreign currencies, foreign currency units or composite currencies.

This prospectus provides you with a general description of the securities we may offer. Each time we sell securities, we will provide a
prospectus supplement that will contain specific information about the terms of that offering and the offered securities. Any prospectus
supplement may also add, update or change information contained in this prospectus. Any statement that we make in this prospectus will be
modified or superseded by any inconsistent statement made by us in a prospectus supplement. The registration statement we filed with the
SEC includes exhibits that provide more detail of the matters discussed in this prospectus. You should read this prospectus and the related
exhibits filed with the SEC and any prospectus supplement, together with additional information described under the heading “Where You
Can Find More Information,” before making your investment decision.
 

RISK FACTORS
 
Investing in our securities involves a high degree of risk. The prospectus supplement relating to a particular offering will contain a
discussion of risks applicable to an investment in the securities offered. Prior to making a decision about investing in our securities, you
should carefully consider the specific factors discussed under the heading “Risk Factors” in the applicable prospectus supplement together
with all of the other information contained in the prospectus supplement or appearing or incorporated by reference in this prospectus.
 

OUR COMPANY
 
We develop, manufacture and market a family of tissue care products that cure infections and, through a separate mechanism of action,
enhance healing while reducing the need for antibiotics.  Infection is a serious potential complication in both chronic and acute wounds, and
controlling infection is a critical step in wound healing. Our platform technology, called Microcyn®, is a proprietary solution of electrically
charged oxychlorine small molecules designed to treat a wide range of organisms that cause disease (pathogens). These include viruses,
fungi, spores and antibiotic-resistant strains of bacteria, such as methicillin-resistant Staphylococcus aureus, or MRSA, and vancomycin-
resistant Enterococcus, or VRE, in wounds, as well as Clostridium difficile, or C. diff, a highly contagious bacteria spread by human
contact.

We do not have the necessary regulatory approvals to market Microcyn in the United States as a drug. In the United States our product
does, however, have six clearances as a 510(k) medical device for the following summary indications:  

 1) moistening and lubricating absorbent wound dressings for traumatic wounds requiring a prescription;

 2) moistening and debriding acute and chronic dermal lesions requiring a prescription;

 3) moistening absorbent wound dressings and cleaning minor cuts as an over-the-counter product;

 4) management of exuding wounds such as leg ulcers, pressure ulcers and diabetic ulcers, and for the management of mechanical or
surgical debridement of wounds in a gel form and required as a prescription;

 5) debridement of wounds, such as stage I-IV pressure ulcers, diabetic foot ulcers, post surgical wounds, first and second degree
burns, grafted and donor sites as a preservative, which can kill listed bacteria such as MRSA & VRE and required as a
prescription; and

 
2



 

 6) as a hydrogel, for management of wounds including itch and pain relief associated with dermal irritation, sores, injuries and
ulcers of dermal tissue as a prescription.  As an over-the-counter product, the hydrogel is intended to relieve itch and pain from
minor skin irritations, lacerations, abrasions and minor burns. It is also indicated for management of irritation and pain from
minor sunburn.

We do not have the necessary regulatory clearance or approval to market Microcyn in the U.S. as a medical device for an antimicrobial or
wound healing indication. In the future we expect to apply to the FDA for clearance as an antimicrobial in a liquid and a hydrogel form and
as conducive to wound healing via a 510(k) medical device clearance.

Outside the United States, our product has a CE Mark device approval in Europe for debriding, irrigating and moistening acute and chronic
wounds in comprehensive wound treatment by reducing microbial load and creating a moist environment. In Mexico, we are approved as a
drug for antiseptic treatment of wounds and infected areas. In India, our technology has a drug license for cleaning and debriding in wound
management while in China there is a medical device approval by the State Food and Drug Administration for reducing the propagation of
microbes in wounds and creating a moist environment for wound healing. 

While in the U.S. we do not have the necessary regulatory clearance for an antimicrobial or wound healing indication, clinical and
laboratory testing we conducted in connection with our submissions to the FDA, as well as physician clinical studies and scientific papers,
suggest that our Microcyn Technology may help reduce a wide range of pathogens from acute and chronic wounds while curing or
improving infection and concurrently enhancing wound healing through modes of action unrelated to the treatment of infection. These
physician clinical studies suggest that our Microcyn is safe, easy to use and complementary to many existing treatment methods in wound
care. Physician clinical studies and usage in the United States suggest that our 510(k) cleared products may shorten hospital stays, lower
aggregate patient care costs and, in certain cases, reduce the need for systemic antibiotics. We are also pursuing the use of our Microcyn
platform technology in other markets outside of wound and skin care, including the respiratory, ophthalmology, dental, dermatology,
animal healthcare and industrial markets.
 
We incorporated under the laws of the State of California in April 1999 as Micromed Laboratories, Inc. In August 2001, we changed our
name to Oculus Innovative Sciences, Inc. In December 2006, we reincorporated under the laws of the State of Delaware. Our principal
executive offices are located at 1129 N. McDowell Blvd., Petaluma, California, 94954, and our telephone number is (707) 782-0792. We
have two principal subsidiaries: Oculus Technologies of Mexico, S.A. de C.V., organized in Mexico, and Oculus Innovative Sciences
Netherlands, B.V., organized in the Netherlands. On January 20, 2009, we dissolved our subsidiary, Oculus Innovative Sciences Japan,
KK., which was organized under Japanese law. Our fiscal year end is March 31. Our website is www.oculusis.com.  Information contained
on our website does not constitute part of this prospectus.

RISK FACTORS

Risks Related to Our Business

We have a history of losses, we expect to continue to incur losses and we may never achieve profitability.

We incurred net losses of $8,232,000 and $17,656,000 for the years ended March 31, 2010 and 2009, respectively. At March 31, 2010, our
accumulated deficit amounted to $117,037,000. During the year ended March 31, 2010, net cash used in operating activities amounted to
$6,639,000. At March 31, 2010, our working capital amounted to $6,315,000. We expect to continue incurring losses for the foreseeable
future and may raise additional capital to pursue product development initiatives, penetrate markets for the sale of our products and
continue as a going concern. We believe that we have access to capital resources through possible public or private equity offerings, debt
financings, corporate collaborations or other means. If the economic climate in the U.S. does not improve or continues to deteriorate, our
ability to raise additional capital could be negatively impacted. If we are unable to secure additional capital, we may be required to curtail
our research and development initiatives and take additional measures to reduce costs in order to conserve our cash in amounts sufficient to
sustain operations and meet our obligations. These measures could cause significant delays in our efforts to commercialize our products in
the U.S., which are critical to the realization of our business plan and to future operations.
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Declining general economic or business conditions may have a negative impact on our business.

Concerns over inflation, energy costs, geopolitical issues, the availability and cost of credit, the U.S. mortgage market and a declining real
estate market in the U.S. have contributed to increased volatility and diminished expectations for the global economy and expectations of
slower global economic growth going forward. These factors, combined with volatile oil prices, declining business and consumer
confidence and increased unemployment, have precipitated a global economic slowdown. If the economic climate in the U.S. does not
improve or continues to deteriorate, our business, including our patient population, our suppliers and our third-party payors, could be
negatively affected, resulting in a negative impact on our business.

Our inability to raise additional capital on acceptable terms in the future may cause us to curtail certain operational activities, including
regulatory trials, sales and marketing, and international operations, in order to reduce costs and sustain the business, and would have a
material adverse effect on our business and financial condition.

We expect capital outlays and operating expenditures to increase over the next several years as we work to conduct regulatory trials,
commercialize our products and expand our infrastructure. We may need to raise additional capital to, among other things:

 • fund our clinical trials and preclinical studies;

 • sustain commercialization of our current products or new products;

 • expand our manufacturing capabilities;

 • increase our sales and marketing efforts to drive market adoption and address competitive developments;

 • acquire or license technologies; and

 • finance capital expenditures and our general and administrative expenses.

Our present and future funding requirements will depend on many factors, including but not limited to:

 • the progress and timing of our clinical trials;

 • the level of research and development investment required to maintain and improve our technology position;

 • the costs of filing, prosecuting, defending and enforcing patent claims and other intellectual property rights;

 • our efforts to acquire or license complementary technologies or acquire complementary businesses;

 • changes in product development plans needed to address any difficulties in commercialization;

 • competing technological and market developments; and

 • changes in regulatory policies or laws that affect our operations.

If we raise additional funds by issuing equity securities, dilution to our stockholders could result. Any equity securities issued may also
provide for rights, preferences or privileges senior to those of holders of our common stock. If we raise additional funds by issuing debt
securities, these debt securities would have rights, preferences and privileges senior to those of holders of our common stock, and the terms
of the debt securities issued could impose significant restrictions on our operations. If we raise additional funds through collaborations or
licensing arrangements, we might be required to relinquish significant rights to our technologies or products, or grant licenses on terms that
are not favorable to us. A failure to obtain adequate funds may cause us to curtail certain operational activities, including regulatory trials,
sales and marketing, and international operations, in order to reduce costs and sustain the business, and would have a material adverse effect
on our business and financial condition.

We do not have the necessary regulatory approvals to market Microcyn as a drug in theUnited States.

We have obtained six 510(k) clearances in the United States that permit us to sell Microcyn-based products as medical devices. Before we
are permitted to sell Microcyn as a drug in the United States, we must, among other things, successfully complete additional preclinical
studies and well-controlled clinical trials, submit a new drug application to the FDA and obtain FDA approval.

 
4



 

The FDA approval process is expensive and uncertain, requires detailed and comprehensive scientific and other data and generally takes
several years. Despite the time and expense exerted, approval is never guaranteed. Even if we obtain FDA approval to sell Microcyn as a
drug, we may not be able to successfully commercialize Microcyn as a drug in the United States and may never recover the substantial
costs we have invested in the development of our Microcyn-based products.

Delays or adverse results in clinical trials could result in increased costs to us and could delay our ability to generate revenue.

Clinical trials can be long and expensive, and the outcome of clinical trials is uncertain and subject to delays. It may take several years to
complete clinical trials, if at all, and a product candidate may fail at any stage of the clinical trial process. The length of time required varies
substantially according to the type, complexity, novelty and intended use of the product candidate. Interim results of a preclinical study or
clinical trial do not necessarily predict final results, and acceptable results in preclinical studies or early clinical trials may not be repeatable
in later subsequent clinical trials. The commencement or completion of any of our clinical trials may be delayed or halted for a variety of
reasons, including the following:

 • insufficient funds to continue our clinical trials;

 • changes in the FDA requirements for approval, including requirements for testing efficacy or safety;

 • lack of FDA or other regulatory authority approvals of a clinical trial protocol;

 • patients not enrolling in clinical trials at the rate we expect;

 • delays in reaching agreement on acceptable clinical trial agreement terms with prospective sites;

 • delays in obtaining institutional review board approval to conduct a study at a prospective site;

 • third party clinical investigators not performing our clinical trials on our anticipated schedule or consistent with the clinical trial
protocol and good clinical practices, or the third party organizations not performing data collection and analysis in a timely or
accurate manner; and

 • changes in governmental regulations or administrative actions.

We do not know whether future clinical trials will demonstrate safety and efficacy sufficiently to result in additional FDA approvals. While
a number of physicians have conducted clinical studies assessing the safety and efficacy of Microcyn for various indications, the data from
these studies are not sufficient to support approval of Microcyn as a drug in the United States.

The FDA and other regulatory bodies may also change standards and acceptable trial procedures required for a showing of safety and
efficacy. For example, until recently, the FDA accepted non-inferiority clinical trials, or clinical trials that show that a new treatment is
equivalent to standard treatment, as the standard for anti-infective drug approvals. On October 12, 2007, the FDA released draft guidance
entitled Antibacterial Drug Products: Use of Non-inferiority Studies to Support Approval. This new agency guidance requires either
placebo-controlled or superiority trial designs, which are designed to test whether, and to what extent, a new treatment is better than the
placebo. The uncertainty of clinical trial protocols and changes within FDA guidelines could have a negative impact on the timelines and
milestones for our clinical program.

If we fail to obtain, or experience significant delays in obtaining additional regulatory clearances or approvals to market our current or
future products, we may be unable to commercialize these products.

The developing, testing, manufacturing, marketing and selling of medical technology products are subject to extensive regulation by
numerous governmental authorities in the United States and other countries. The process of obtaining regulatory clearance and approval of
medical technology products is costly and time consuming. Even though the underlying product formulation may be the same or similar,
our products are subject to different regulations and approval processes depending upon their intended use.

 
To obtain regulatory approval of our products as drugs in the United States, we must first show that our products are safe and effective for
target indications through preclinical studies (laboratory and animal testing) and clinical trials (human testing). The FDA generally clears
marketing of a medical device through the 510(k) pre-market clearance process if it is demonstrated that the new product has the same
intended use and the same or similar technological characteristics as another legally marketed Class II device, such as a device already
cleared by the FDA through the 510(k) pre-market notification process, and otherwise meets the FDA’s requirements. Product
modifications, including labeling the product for a new intended use, may require the submission of a new 510(k) clearance and FDA
approval before the modified product can be marketed.
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The outcomes of clinical trials are inherently uncertain. In addition, we do not know whether the necessary approvals or clearances will be
granted or delayed for future products. The FDA could request additional information, changes to formulation or clinical testing that could
adversely affect the time to market and sale of products as drugs. If we do not obtain the requisite regulatory clearances and approvals, we
will be unable to commercialize our products as drugs or devices and may never recover any of the substantial costs we have invested in
the development of Microcyn.

 
Distribution of our products outside the United States is subject to extensive government regulation. These regulations, including the
requirements for approvals or clearance to market, the time required for regulatory review and the sanctions imposed for violations, vary
from country to country. We do not know whether we will obtain regulatory approvals in such countries or that we will not be required to
incur significant costs in obtaining or maintaining these regulatory approvals. In addition, the export by us of certain of our products that
have not yet been cleared for domestic commercial distribution may be subject to FDA export restrictions. Failure to obtain necessary
regulatory approvals, the restriction, suspension or revocation of existing approvals or any other failure to comply with regulatory
requirements would have a material adverse effect on our future business, financial condition, and results of operations.

If our products do not gain market acceptance, our business will suffer because we might not be able to fund future operations.

A number of factors may affect the market acceptance of our products or any other products we develop or acquire, including, among
others:

 • the price of our products relative to other treatments for the same or similar treatments;

 • the perception by patients, physicians and other members of the health care community of the effectiveness and safety of our
products for their indicated applications and treatments;

 • our ability to fund our sales and marketing efforts; and

 • the effectiveness of our sales and marketing efforts.

If our products do not gain market acceptance, we may not be able to fund future operations, including developing, testing and obtaining
regulatory approval for new product candidates and expanding our sales and marketing efforts for our approved products, which would
cause our business to suffer.

If our competitors develop products similar to Microcyn, we may need to modify or alter our business strategy, which may delay the
achievement of our goals.

Competitors may develop products with similar characteristics to Microcyn. Such similar products marketed by larger competitors can
hinder our efforts to penetrate the market. As a result, we may be forced to modify or alter our business and regulatory strategy and sales
and marketing plans, as a response to changes in the market, competition and technology limitations, among others. Such modifications
may pose additional delays in achieving our goals.

We intend to license or collaborate with third parties in various potential markets, and events involving these strategic partners or any
future collaboration could delay or prevent us from developing or commercializing products.

Our business strategy and our short- and long-term operating results will depend in part on our ability to execute on existing strategic
collaborations and to license or partner with new strategic partners. We believe collaborations allow us to leverage our resources and
technologies and to access markets that are compatible with our own core areas of expertise while avoiding the cost of establishing or
maintaining a direct sales force in each market. We may incur significant costs in the use of third parties to identify and assist in
establishing relationships with potential collaborators.
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To penetrate our target markets, we may need to enter into additional collaborative agreements to assist in the development and
commercialization of products. For example, depending upon our analysis of the time and expense involved in obtaining FDA approval to
sell a product to treat open wounds, we may choose to license our technology to a third party as opposed to pursuing commercialization
ourselves. Establishing strategic collaborations is difficult and time-consuming. Potential collaborators may reject collaborations based
upon their assessment of our financial, regulatory or intellectual property position and our internal capabilities. Our discussions with
potential collaborators may not lead to the establishment of new collaborations on favorable terms and may have the potential to provide
collaborators with access to our key intellectual property filings and next generation formations. We have limited control over the amount
and timing of resources that our current collaborators or any future collaborators devote to our collaborations or potential products. These
collaborators may breach or terminate their agreements with us or otherwise fail to conduct their collaborative activities successfully and in
a timely manner. Further, our collaborators may not develop or commercialize products that arise out of our collaborative arrangements or
devote sufficient resources to the development, manufacture, marketing or sale of these products. By entering into collaboration, we may
preclude opportunities to collaborate with other third parties who do not wish to associate with our existing third party strategic partners.
Moreover, in the event of termination of a collaboration agreement, termination negotiations may result in less favorable terms.

If we are unable to expand our direct domestic sales force, we may not be able to successfully sell our products in the United States.

We have very limited commercialization capability and make Microcyn-based products available primarily through our website and several
regional distributors. We plan for a more aggressive commercialization and product launch in the event we obtain drug approval from the
FDA or obtain other clearance or approval with wound healing claims. Developing a sales force is expensive and time consuming, and the
lack of qualified sales personnel could delay or limit the success of our product launch. Our domestic sales force, if established, will be
competing with the sales operations of our competitors, which are better funded and more experienced. We may not be able to develop
domestic sales capacity on a timely basis or at all.

Our dependence on a commission-based sales force and distributors for sales could limit or prevent us from selling our products and
from realizing long-term revenue growth.

We currently depend on a commission-based sales force and distributors to sell Microcyn in the United States, Europe and other countries
and intend to continue to sell our products primarily through a commission-based sales force and distributors in Europe and the United
States for the foreseeable future. If we are unable to expand our direct sales force, we will continue to rely on a commission-based sales
force and distributors to sell Microcyn. Our existing commission-based sales force and distribution agreements are generally short-term in
duration and we may need to pursue alternate partners if the other parties to these agreements terminate or elect not to renew their
agreements. If we are unable to retain our current commission-based sales force and distributors for any reason, we must replace them with
alternate salespeople and distributors experienced in supplying the wound care market, which could be time-consuming and divert
management’s attention from other operational matters. In addition, we will need to attract additional distributors to expand the geographic
areas in which we sell Microcyn. Distributors may not commit the necessary resources to market and sell our products at the level of our
expectations, which could harm our ability to generate revenues. In addition, some of our distributors may also sell products that compete
with ours. In some countries, regulatory licenses must be held by residents of the country. For example, the regulatory approval for one
product in India is owned and held by our Indian distributor. If the licenses are not in our name or under our control, we might not have the
power to ensure their ongoing effectiveness and use by us. If current or future distributors do not perform adequately, or we are unable to
locate distributors in particular geographic areas, we may not realize long-term revenue growth.

If we fail to comply with ongoing regulatory requirements, or if we experience unanticipated problems with our products, these products
could be subject to restrictions or withdrawal from the market.

Regulatory approvals or clearances that we currently have and that we may receive in the future are subject to limitations on the indicated
uses for which the products may be marketed, and any future approvals could contain requirements for potentially costly post-marketing
follow-up studies. If the FDA determines that our promotional materials or activities constitute promotion of an unapproved use or we
otherwise fail to comply with FDA regulations, we may be subject to regulatory enforcement actions, including a warning letter, injunction,
seizure, civil fines or criminal penalty. In addition, the manufacturing, labeling, packaging, adverse event reporting, storing, advertising,
promoting, distributing and record-keeping for approved products are subject to extensive regulation. Our manufacturing facilities,
processes and specifications are subject to periodic inspection by the FDA, European and other regulatory authorities and from time to time,
we may receive notices of deficiencies from these agencies as a result of such inspections. Our failure to continue to meet regulatory
standards or to remedy any deficiencies could result in restrictions being imposed on our products or manufacturing processes, fines,
suspension or loss of regulatory approvals or clearances, product recalls, termination of distribution, product seizures or the need to invest
substantial resources to comply with various existing and new requirements. In the more egregious cases, criminal sanctions, civil penalties,
disgorgement of profits or closure of our manufacturing facilities are possible. The subsequent discovery of previously unknown problems
with Microcyn, including adverse events of unanticipated severity or frequency, may result in restrictions on the marketing of our products,
and could include voluntary or mandatory recall or withdrawal of products from the market.
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New government regulations may be enacted and changes in FDA policies and regulations and, their interpretation and enforcement, could
prevent or delay regulatory approval of our products. We cannot predict the likelihood, nature or extent of adverse government regulation
that may arise from future legislation or administrative action, either in the United States or abroad. Therefore, we do not know whether we
will be able to continue to comply with any regulations or that the costs of such compliance will not have a material adverse effect on our
future business, financial condition, and results of operations. If we are not able to maintain regulatory compliance, we will not be permitted
to market our products and our business would suffer.

We may experience difficulties in manufacturing Microcyn, which could prevent us from commercializing one or more of our products.

The machines used to manufacture our Microcyn-based products are complex, use complicated software and must be monitored by highly
trained engineers. Slight deviations anywhere in our manufacturing process, including quality control, labeling and packaging, could lead to
a failure to meet the specifications required by the FDA, the Environmental Protection Agency, European notified bodies, Mexican
regulatory agencies and other foreign regulatory bodies, which may result in lot failures or product recalls. If we are unable to obtain
quality internal and external components, mechanical and electrical parts, if our software contains defects or is corrupted, or if we are
unable to attract and retain qualified technicians to manufacture our products, our manufacturing output of Microcyn, or any other product
candidate based on our platform that we may develop, could fail to meet required standards, our regulatory approvals could be delayed,
denied or revoked, and commercialization of one or more of our Microcyn-based products may be delayed or foregone. Manufacturing
processes that are used to produce the smaller quantities of Microcyn needed for clinical tests and current commercial sales may not be
successfully scaled up to allow production of significant commercial quantities. Any failure to manufacture our products to required
standards on a commercial scale could result in reduced revenues, delays in generating revenue and increased costs.

Our competitive position depends on our ability to protect our intellectual property and our proprietary technologies.

Our ability to compete and to achieve and maintain profitability depends on our ability to protect our intellectual property and proprietary
technologies. We currently rely on a combination of patents, patent applications, trademarks, trade secret laws, confidentiality agreements,
license agreements and invention assignment agreements to protect our intellectual property rights. We also rely upon unpatented know-
how and continuing technological innovation to develop and maintain our competitive position. These measures may not be adequate to
safeguard our Microcyn Technology. In addition, we granted a security interest in our assets, excluding our intellectual property under
certain circumstances, under a loan and security agreement. If we do not protect our rights adequately, third parties could use our
technology, and our ability to compete in the market would be reduced.

 
Although we have filed U.S. and foreign patent applications related to our Microcyn-based products, the manufacturing technology for
making the products, and their uses, to date only two U.S. patents have been issued from these applications.

Our pending patent applications and any patent applications we may file in the future may not result in issued patents, and we do not know
whether any of our in-licensed patents or any additional patents that might ultimately be issued by the U.S. Patent and Trademark Office or
foreign regulatory body will protect our Microcyn technology. Any claims that are issued may not be sufficiently broad to prevent third
parties from producing competing substitutes and may be infringed, designed around, or invalidated by third parties. Even issued patents
may later be found to be invalid, or may be modified or revoked in proceedings instituted by third parties before various patent offices or in
courts. For example, our European patent that was issued on May 30, 2007, was revoked by the Opposition Division of the European
Patent Office in December, 2009 following opposition proceedings instituted by a competitor.
 
The degree of future protection for our proprietary rights is more uncertain in part because legal means afford only limited protection and
may not adequately protect our rights, and we will not be able to ensure that:

 • we were the first to invent the inventions described in patent applications;

 • we were the first to file patent applications for inventions;
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 • others will not independently develop similar or alternative technologies or duplicate our products without infringing our
intellectual property rights;

 • any patents licensed or issued to us will provide us with any competitive advantages;

 • we will develop proprietary technologies that are patentable; or

 • the patents of others will not have an adverse effect on our ability to do business.

The policies we use to protect our trade secrets may not be effective in preventing misappropriation of our trade secrets by others. In
addition, confidentiality and invention assignment agreements executed by our employees, consultants and advisors may not be enforceable
or may not provide meaningful protection for our trade secrets or other proprietary information in the event of unauthorized use or
disclosures. We cannot be certain that the steps we have taken will prevent the misappropriation and use of our intellectual property in the
United States, or in foreign countries where the laws may not protect our proprietary rights as fully as in the United States.

We may face intellectual property infringement claims that could be time-consuming, costly to defend and could result in our loss of
significant rights and, in the case of patent infringement claims, the assessment of treble damages.

On occasion, we may receive notices of claims of infringement, misappropriation or misuse of other parties’ proprietary rights. We may
have disputes regarding intellectual property rights with the parties that have licensed those rights to us. We may also initiate claims to
defend our intellectual property. Intellectual property litigation, regardless of its outcome, is expensive and time-consuming, could divert
management’s attention from our business and have a material negative effect on our business, operating results or financial condition. In
addition, the outcome of such litigation may be unpredictable. If there is a successful claim of infringement against us, we may be required
to pay substantial damages (including treble damages if we were to be found to have willfully infringed a third party’s patent) to the party
claiming infringement, develop non-infringing technology, stop selling our products or using technology that contains the allegedly
infringing intellectual property or enter into royalty or license agreements that may not be available on acceptable or commercially practical
terms, if at all. Our failure to develop non-infringing technologies or license the proprietary rights on a timely basis could harm our
business. In addition, modifying our products to exclude infringing technologies could require us to seek re-approval or clearance from
various regulatory bodies for our products, which would be costly and time consuming. Also, we may be unaware of pending patent
applications that relate to our technology. Parties making infringement claims on future issued patents may be able to obtain an injunction
that would prevent us from selling our products or using technology that contains the allegedly infringing intellectual property, which could
harm our business.

Our ability to generate revenue will be diminished if we are unable to obtain acceptable prices or an adequate level of reimbursement
from third-party payors of healthcare costs.

The continuing efforts of governmental and other third-party payors, including managed care organizations such as health maintenance
organizations, or HMOs, to contain or reduce costs of health care may affect our future revenue and profitability, and the future revenue
and profitability of our potential customers, suppliers and collaborative or license partners and the availability of capital. For example, in
certain foreign markets, pricing or profitability of prescription pharmaceuticals is subject to government control. In the United States,
governmental and private payors have limited the growth of health care costs through price regulation or controls, competitive pricing
programs and drug rebate programs. Our ability to commercialize our products successfully will depend in part on the extent to which
appropriate coverage and reimbursement levels for the cost of our Microcyn products and related treatment are obtained from governmental
authorities, private health insurers and other organizations, such as HMOs.

There is significant uncertainty concerning third-party coverage and reimbursement of newly approved medical products and drugs. Third-
party payors are increasingly challenging the prices charged for medical products and services. Also, the trend toward managed healthcare
in the United States and the concurrent growth of organizations such as HMOs, as well as legislative proposals to reform healthcare or
reduce government insurance programs, may result in lower prices for or rejection of our products. The cost containment measures that
health care payors and providers are instituting and the effect of any health care reform could materially and adversely affect our ability to
generate revenues.

 
In addition, given ongoing federal and state government initiatives directed at lowering the total cost of health care, the United States
Congress and state legislatures will likely continue to focus on health care reform, the cost of prescription pharmaceuticals and the reform
of the Medicare and Medicaid payment systems. While we cannot predict whether any proposed cost-containment measures will be
adopted, the announcement or adoption of these proposals could reduce the price that we receive for our Microcyn products in the future.
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We could be required to indemnify third parties for alleged infringement, which could cause us to incur significant costs.

Some of our distribution agreements contain commitments to indemnify our distributors against liability arising from infringement of third
party intellectual property such as patents. We may be required to indemnify our customers for claims made against them or license fees
they are required to pay. If we are forced to indemnify for claims or to pay license fees, our business and financial condition could be
substantially harmed.

A significant part of our business is conducted outside of the United States, exposing us to additional risks that may not exist in the
United States, which in turn could cause our business and operating results to suffer.

We have international operations in Mexico and Europe. During the year ended March 31, 2010 approximately 69% of our total revenues
were generated from sales outside of the United States and during the year ended March 31, 2009, approximately 76% of our total revenues
were generated from sales outside of the United States. Our business is highly regulated for the use, marketing and manufacturing of our
Microcyn-based products both domestically and internationally. Our international operations are subject to risks, including:

 • local political or economic instability;

 • changes in governmental regulation;

 • changes in import/export duties;

 • trade restrictions;

 • lack of experience in foreign markets;

 • difficulties and costs of staffing and managing operations in certain foreign countries;

 • work stoppages or other changes in labor conditions;

 • difficulties in collecting accounts receivables on a timely basis or at all; and

 • adverse tax consequences or overlapping tax structures.

We plan to continue to market and sell our products internationally to respond to customer requirements and market opportunities. We
currently have international manufacturing facilities in Mexico and the United States. Establishing operations in any foreign country or
region presents risks such as those described above as well as risks specific to the particular country or region. In addition, until a payment
history is established over time with customers in a new geographical area or region, the likelihood of collecting receivables generated by
such operations could be lower than our expectations.  As a result, there is a greater risk that reserves set with respect to the collection of
such receivables may be inadequate.  If our operations in any foreign country are unsuccessful, we could incur significant losses and we
may not achieve profitability.

In addition, changes in policies or laws of the United States or foreign governments resulting in, among other things, changes in regulations
and the approval process, higher taxation, currency conversion limitations, restrictions on fund transfers or the expropriation of private
enterprises, could reduce the anticipated benefits of our international expansion. If we fail to realize the anticipated revenue growth of our
future international operations, our business and operating results could suffer.

Our sales in international markets subject us to foreign currency exchange and other risks and costs which could harm our business.

A substantial portion of our revenues are derived from outside the United States; primarily from Mexico. We anticipate that revenues from
international customers will continue to represent a substantial portion of our revenues for the foreseeable future. Because we generate
revenues in foreign currencies, we are subject to the effects of exchange rate fluctuations. The functional currency of our Mexican
subsidiary is the Mexican Peso. For the preparation of our consolidated financial statements, the financial results of our foreign
subsidiaries are translated into U.S. dollars on average exchange rates during the applicable period. If the U.S. dollar appreciates against
the Mexican Peso or the Euro, as applicable, the revenues we recognize from sales by our subsidiaries will be adversely impacted. Foreign
exchange gains or losses as a result of exchange rate fluctuations in any given period could harm our operating results and negatively
impact our revenues. Additionally, if the effective price of our products were to increase as a result of fluctuations in foreign currency
exchange rates, demand for our products could decline and adversely affect our results of operations and financial condition.
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We rely on a number of key customers who may not consistently purchase our products in the future and if we lose any one of these
customers, our revenues may decline.

Although we have a significant number of customers in each of the geographic markets that we operate in, we rely on certain key
customers for a significant portion of our sales.  During the year ended March 31, 2010 three customers represented 23% of sales, and
during the year ended March 31, 2009, three customers represented 21% of sales.  In the future, a small number of customers may continue
to represent a significant portion of our total revenues in any given period. These customers may not consistently purchase our products at a
particular rate over any subsequent period. A loss of any of these customers could adversely affect our revenues.

Negative economic conditions increase the risk that we could suffer unrecoverable losses on our customers’ accounts receivable which
would adversely affect our financial results.

We grant credit to our business customers, which are primarily located in Mexico, Europe and the United States. Collateral is generally not
required for trade receivables.  We maintain allowances for potential credit losses. Three customers represented a total of 42% of our net
accounts receivable balance at March 31, 2010, and two customers represented 29% of our net accounts receivable balance at March 31,
2009.  While we believe we have a varied customer base and have experienced strong collections in the past, if current economic conditions
disproportionately impact any one of our key customers, including reductions in their purchasing commitments to us or their ability to pay
their obligations, it could have a material adverse effect on our revenues and liquidity. We have not purchased insurance on our accounts
receivable balances.

The loss of key members of our senior management team, one of our directors or our inability to retain highly skilled scientists,
technicians and salespeople could adversely affect our business.

Our success depends largely on the skills, experience and performance of key members of our executive management team, including
Hojabr Alimi, our Chief Executive Officer and Robert Northey, our Director of Research and Development. The efforts of these people
will be critical to us as we continue to develop our products and attempt to commercialize products in the wound and skin care markets. If
we were to lose one or more of these individuals, we may experience difficulties in competing effectively, developing our technologies and
implementing our business strategies.
 
Our research and development programs depend on our ability to attract and retain highly skilled scientists and technicians. We may not be
able to attract or retain qualified scientists and technicians in the future due to the intense competition for qualified personnel among
medical technology businesses, particularly in the San Francisco Bay Area. We also face competition from universities and public and
private research institutions in recruiting and retaining highly qualified personnel. In addition, our success depends on our ability to attract
and retain salespeople with extensive experience in wound care and close relationships with the medical community, including physicians
and other medical staff. We may have difficulties locating, recruiting or retaining qualified salespeople, which could cause a delay or
decline in the rate of adoption of our products. If we are not able to attract and retain the necessary personnel to accomplish our business
objectives, we may experience constraints that will adversely affect our ability to support our research, development and sales programs.

We maintain key-person life insurance only on Mr. Alimi. We may discontinue this insurance in the future, it may not continue to be
available on commercially reasonable terms or, if continued, it may prove inadequate to compensate us for the loss of Mr. Alimi’s services.
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The wound care industry is highly competitive and subject to rapid technological change. If our competitors are better able to develop
and market products that are less expensive or more effective than any products that we may develop, our commercial opportunity will
be reduced or eliminated.

Our success depends, in part, upon our ability to stay at the forefront of technological change and maintain a competitive position. We
compete with large healthcare, pharmaceutical and biotechnology companies, along with smaller or early-stage companies that have
collaborative arrangements with larger pharmaceutical companies, academic institutions, government agencies and other public and private
research organizations. Many of our competitors have significantly greater financial resources and expertise in research and development,
manufacturing, pre-clinical testing, conducting clinical trials, obtaining regulatory approvals and marketing approved products than we do.
Our competitors may:
 
 • develop and patent processes or products earlier than we will;

 • develop and commercialize products that are less expensive or more efficient than any products that we may develop;

 • obtain regulatory approvals for competing products more rapidly than we will; and

 • improve upon existing technological approaches or develop new or different approaches that render our technology or products
obsolete or non-competitive.

As a result, we may not be able to successfully commercialize any future products.

The success of our research and development efforts may depend on our ability to find suitable collaborators to fully exploit our
capabilities. If we are unable to establish collaborations or if these future collaborations are unsuccessful, our research and
development efforts may be unsuccessful, which could adversely affect our results of operations and financial condition.

An important element of our business strategy will be to enter into collaborative or license arrangements under which we license our
Microcyn Technology to other parties for development and commercialization. We expect that while we may initially seek to conduct
initial clinical trials on our drug candidates, we may need to seek collaborators for our drug candidates and for a number of our potential
products because of the expense, effort and expertise required to conduct additional clinical trials and further develop those potential
product candidates. Because collaboration arrangements are complex to negotiate, we may not be successful in our attempts to establish
these arrangements. If we need third party assistance in identifying and negotiating one or more acceptable arrangements, it might be
costly. Also, we may not have products that are desirable to other parties, or we may be unwilling to license a potential product because the
party interested in it is a competitor. The terms of any arrangements that we establish may not be favorable to us. Alternatively, potential
collaborators may decide against entering into an agreement with us because of our financial, regulatory or intellectual property position or
for scientific, commercial or other reasons. If we are not able to establish collaborative agreements, we may not be able to develop and
commercialize new products, which would adversely affect our business and our revenues.
 
In order for any of these collaboration or license arrangements to be successful, we must first identify potential collaborators or licensees
whose capabilities complement and integrate well with ours. We may rely on these arrangements for not only financial resources, but also
for expertise or economies of scale that we expect to need in the future relating to clinical trials, manufacturing, sales and marketing, and
for licenses to technology rights. However, it is likely that we will not be able to control the amount and timing or resources that our
collaborators or licensees devote to our programs or potential products. If our collaborators or licensees prove difficult to work with, are
less skilled than we originally expected, or do not devote adequate resources to the program, the relationship will not be successful. If a
business combination involving a collaborator or licensee and a third party were to occur, the effect could be to diminish, terminate or
cause delays in development of a potential product.

If we are unable to comply with broad and complex federal and state fraud and abuse laws, including state and federal anti-kickback
laws, we could face substantial penalties and our products could be excluded from government healthcare programs.

We are subject to various federal and state laws pertaining to healthcare fraud and abuse, which include, among other things, “anti-
kickback” laws that prohibit payments to induce the referral of products and services, and “false claims” statutes that prohibit the fraudulent
billing of federal healthcare programs. Our operations are subject to the Federal Anti-Kickback Statute, a criminal statute that, subject to
certain statutory exceptions, prohibits any person from knowingly and willfully offering, paying, soliciting or receiving remuneration,
directly or indirectly, to induce or reward a person either (i) for referring an individual for the furnishing of items or services for which
payment may be made in whole or in part by a government healthcare program such as Medicare or Medicaid, or (ii) for purchasing,
leasing, ordering or arranging for or recommending the purchasing, leasing or ordering of an item or service for which payment may be
made under a government healthcare program. Because of the breadth of the federal anti-kickback statute, the Office of Inspector General
of the U.S. Department of Health and Human Services, was authorized to adopt regulations setting forth additional exceptions to the
prohibitions of the statute commonly known as “safe harbors.” If all of the elements of an applicable safe harbor are fully satisfied, an
arrangement will not be subject to prosecution under the federal anti-kickback statute.
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In addition, if there is a change in law, regulation or administrative or judicial interpretations of these laws, we may have to change our
business practices or our existing business practices could be challenged as unlawful, which could have a negative effect on our business,
financial condition and results of operations.
 
Healthcare fraud and abuse laws are complex, and even minor, inadvertent irregularities can potentially give rise to claims that a statute or
regulation has been violated. The frequency of suits to enforce these laws has increased significantly in recent years and has increased the
risk that a healthcare company will have to defend a false claim action, pay fines or be excluded from the Medicare, Medicaid or other
federal and state healthcare programs as a result of an investigation arising out of such action. We cannot assure you that we will not
become subject to such litigation. Any violations of these laws, or any action against us for violation of these laws, even if we successfully
defend against it, could harm our reputation, be costly to defend and divert management’s attention from other aspects of our business.
Similarly, if the physicians or other providers or entities with which we do business are found to have violated abuse laws, they may be
subject to sanctions, which could also have a negative impact on us.

Our efforts to discover and develop potential products may not lead to the discovery, development, commercialization or marketing of
actual drug products.

We are currently engaged in a number of different approaches to discover and develop new product applications and product candidates. At
the present time, we have one Microcyn-based drug candidate in clinical trials. We also have a non-Microcyn-based compound in the
research and development phase. We believe this compound has potential applications in oncology. Discovery and development of
potential drug candidates are expensive and time-consuming, and we do not know if our efforts will lead to discovery of any drug
candidates that can be successfully developed and marketed. If our efforts do not lead to the discovery of a suitable drug candidate, we may
be unable to grow our clinical pipeline or we may be unable to enter into agreements with collaborators who are willing to develop our
drug candidates.

We must maintain expensive finance and accounting systems, procedures and controls to accommodate growth of our business and
organization and to satisfy public company reporting requirements, which will increase our costs and require additional management
resources.

As a public reporting company, we are required to comply with the Sarbanes-Oxley Act of 2002 and the related rules and regulations of the
Securities and Exchange Commission. Section 404 of the Sarbanes-Oxley Act of 2002, or Section 404, requires our management to perform
an annual assessment of our internal control over financial reporting. Compliance with Section 404 and other requirements of doing
business as a public company have increased and will continue to increase our costs and require additional management resources to
implement an ongoing program to perform system and process evaluation and testing of our internal controls. In the past, we entered into
transactions that resulted in accounting consequences that we did not identify at the time of the transactions. As a result, our prior
independent auditors informed us that we did not have the appropriate financial management and reporting structure in place to meet the
demands of a public company and that our accounting and financial personnel lacked the appropriate level of accounting knowledge,
experience and training. In calendar year 2006, our current independent auditors recommended certain changes which, in addition to other
changes in our financial reporting and management structure, have been implemented at additional cost. We have upgraded our accounting
systems, procedures and controls and will need to continue to implement additional finance and accounting systems, procedures and
controls as we grow our business and organization, enter into complex business transactions and take actions designed to satisfy reporting
requirements. Our management has concluded that our internal controls are adequate to meet the required Section 404 assessment. If we
are unable to complete the required Section 404 assessment as to adequacy of our internal control over financial reporting in future
Form 10-K filings, our ability to obtain additional financing could be impaired. In addition, investors could lose confidence in the
reliability of our internal control over financial reporting and in the accuracy of our periodic reports filed under the Securities Exchange Act
of 1934. A lack of investor confidence in the reliability and accuracy of our public reporting could cause our stock price to decline.

We may not be able to maintain sufficient product liability insurance to cover claims against us.

Product liability insurance for the healthcare industry is generally expensive to the extent it is available at all. We may not be able to
maintain such insurance on acceptable terms or be able to secure increased coverage if the commercialization of our products progresses,
nor can we be sure that existing or future claims against us will be covered by our product liability insurance. Moreover, the existing
coverage of our insurance policy or any rights of indemnification and contribution that we may have may not be sufficient to offset existing
or future claims. A successful claim against us with respect to uninsured liabilities or in excess of insurance coverage and not subject to any
indemnification or contribution could have a material adverse effect on our future business, financial condition, and results of operations.
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Risks Related to Our Common Stock

Our operating results may fluctuate, which could cause our stock price to decrease.

Fluctuations in our operating results may lead to fluctuations, including declines, in our share price. Our operating results and our share
price may fluctuate from period to period due to a variety of factors, including:

 • demand by physicians, other medical staff and patients for our Microcyn-based products;

 • reimbursement decisions by third-party payors and announcements of those decisions;

 • clinical trial results and publication of results in peer-reviewed journals or the presentation at medical conferences;

 • the inclusion or exclusion of our Microcyn-based products in large clinical trials conducted by others;

 • actual and anticipated fluctuations in our quarterly financial and operating results;

 • developments or disputes concerning our intellectual property or other proprietary rights;

 • issues in manufacturing our product candidates or products;

 • new or less expensive products and services or new technology introduced or offered by our competitors or us;

 • the development and commercialization of product enhancements;

 • changes in the regulatory environment;

 • delays in establishing new strategic relationships;

 • costs associated with collaborations and new product candidates;

 • introduction of technological innovations or new commercial products by us or our competitors;

 • litigation or public concern about the safety of our product candidates or products;

 • changes in recommendations of securities analysts or lack of analyst coverage;

 • failure to meet analyst expectations regarding our operating results;

 • additions or departures of key personnel; and

 • general market conditions.

Variations in the timing of our future revenues and expenses could also cause significant fluctuations in our operating results from period to
period and may result in unanticipated earning shortfalls or losses. In addition, the NASDAQ Capital Market, in general, and the market for
life sciences companies, in particular, have experienced significant price and volume fluctuations that have often been unrelated or
disproportionate to the operating performance of those companies.

If an active, liquid trading market for our common stock does not develop, you may not be able to sell your shares quickly or at or
above the price you paid for it.

Although our common stock is listed on the NASDAQ Capital Market, an active and liquid trading market for our common stock has not
yet and may not ever develop or be sustained. You may not be able to sell your shares quickly or at or above the price you paid for our
stock if trading in our stock is not active.
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Anti-takeover provisions in our charter and by-laws and under Delaware law may make it more difficult for stockholders to change our
management and may also make a takeover difficult.

Our corporate documents and Delaware law contain provisions that limit the ability of stockholders to change our management and may
also enable our management to resist a takeover. These provisions include:

 • the ability of our board of directors to issue and designate the rights of, without stockholder approval, up to 5,000,000 shares of
convertible preferred stock, which rights could be senior to those of common stock;

 • limitations on persons authorized to call a special meeting of stockholders; and

 • advance notice procedures required for stockholders to make nominations of candidates for election as directors or to bring
matters before meetings of stockholders.

These provisions might discourage, delay or prevent a change of control in our management. These provisions could also discourage proxy
contests and make it more difficult for you and other stockholders to elect directors and cause us to take other corporate actions. In
addition, the existence of these provisions, together with Delaware law, might hinder or delay an attempted takeover other than through
negotiations with our board of directors.

Our stockholders may experience substantial dilution in the value of their investment if we issue additional shares of our capital stock
or other securities convertible into common stock.

Our charter allows us to issue up to 100,000,000 shares of our common stock and to issue and designate the rights of, without stockholder
approval, up to 5,000,000 shares of convertible preferred stock. In the event we issue additional shares of our capital stock, dilution to our
stockholders could result. In addition, if we issue and designate a class of convertible preferred stock, these securities may provide for
rights, preferences or privileges senior to those of holders of our common stock.

FORWARD-LOOKING STATEMENTS
 
When used in this prospectus, the words “expects,” “believes,” “anticipates,” “estimates,” “may,” “could,” “intends,” and similar
expressions are intended to identify forward-looking statements. These statements are subject to known and unknown risks and
uncertainties that could cause actual results to differ materially from those projected or otherwise implied by the forward-looking
statements. These forward-looking statements speak only as of the date of this prospectus. Given these risks and uncertainties, you should
not place undue reliance on these forward-looking statements. We have discussed many of these risks and uncertainties in greater detail in
any prospectus supplement under the heading “Risk Factors.” Additional cautionary statements or discussions of risks and uncertainties
that could affect our results or the achievement of the expectations described in forward-looking statements may also be contained in the
documents we incorporate by reference into this prospectus.
 
These forward-looking statements speak only as of the date of this prospectus. We expressly disclaim any obligation or undertaking to
release publicly any updates or revisions to any forward-looking statements contained herein to reflect any change in our expectations
with regard thereto or any change in events, conditions or circumstances on which any such statement is based. You should, however,
review additional disclosures we make in our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, and Current Reports
on Form 8-K filed with the SEC.

USE OF PROCEEDS
 
Unless we state otherwise in the accompanying prospectus supplement, we intend to use the net proceeds from the sale of the securities
offered by this prospectus for general corporate purposes. General corporate purposes may include clinical trials, additions to working
capital, research and development, financing of capital expenditures, repayment or redemption of existing indebtedness, and future
acquisitions and strategic investment opportunities. Pending the application of net proceeds, we expect to invest the net proceeds in
interest-bearing securities.
 

DESCRIPTION OF COMMON STOCK
 
This section describes the general terms and provisions of the shares of our common stock, par value $0.0001 per share. This description
is only a summary and is qualified in its entirety by reference to the description of our common stock incorporated by reference in this
prospectus. Our Restated Certificate of Incorporation and our Amended and Restated Bylaws, as Amended have been filed as exhibits to
our periodic reports filed with the SEC, which are incorporated by reference in this prospectus. You should read our Restated Certificate
of Incorporation and our Amended and Restated Bylaws, as Amended for additional information before you buy any of our common stock
or other securities. See “Where You Can Find More Information.”
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We have 100,000,000 shares of authorized common stock. As of December 21, 2010, there were 26,463,726 shares of common stock
issued and outstanding. Each holder of common stock is entitled to one vote for each share of common stock held on all matters submitted
to a vote of stockholders. We have not provided for cumulative voting for the election of directors in our Restated Certificate of
Incorporation. This means that the holders of a majority of the shares voted can elect all of the directors then standing for election.
Subject to preferences that may apply to shares of preferred stock outstanding at the time, the holders of outstanding shares of our
common stock are entitled to receive dividends out of assets legally available at the times and in the amounts that our board of directors
may determine from time to time. Upon our liquidation, dissolution or winding-up, the holders of common stock are entitled to share
ratably in all assets remaining after payment of all liabilities and the liquidation preferences of any outstanding preferred stock. Holders of
common stock have no preemptive or conversion rights or other subscription rights. There are no redemption or sinking fund provisions
applicable to the common stock. All outstanding shares of common stock are fully paid and nonassessable, and the shares of common
stock offered, when issued, will be fully paid and nonassessable.
 
Certain Provisions of Delaware Law and of the Charter and Bylaws
 
The provisions of Delaware law, our Restated Certificate of Incorporation and our Amended and Restated Bylaws, as Amended described
below may have the effect of delaying, deferring or discouraging another party from acquiring control of us.
 
Delaware Law.  We are subject to the provisions of Section 203 of the Delaware General Corporation Law regulating corporate
takeovers. In general, those provisions prohibit a Delaware corporation from engaging in any business combination with any interested
stockholder for a period of three years following the date that the stockholder became an interested stockholder, unless:
 
 • the transaction is approved by the board before the date the interested stockholder attained that status;

 • upon consummation of the transaction that resulted in the stockholder becoming an interested stockholder, the interested
stockholder owned at least 85% of the voting stock of the corporation outstanding at the time the transaction commenced; or

 • on or after the date the business combination is approved by the board and authorized at a meeting of stockholders by at least
two-thirds of the outstanding voting stock that is not owned by the interested stockholder.

 
Section 203 defines “business combination” to include the following:
 
 • any merger or consolidation involving the corporation and the interested stockholder;

 • any sale, transfer, pledge or other disposition of 10% or more of the assets of the corporation involving the interested
stockholder;

 • subject to certain exceptions, any transaction that results in the issuance or transfer by the corporation of any stock of the
corporation to the interested stockholder;

 • any transaction involving the corporation that has the effect of increasing the proportionate share of the stock of any class or
series of the corporation beneficially owned by the interested stockholder; or

 • the receipt by the interested stockholder of the benefit of any loans, advances, guarantees, pledges or other financial benefits
provided by or through the corporation.

 
In general, Section 203 defines an interested stockholder as any entity or person beneficially owning 15% or more of the outstanding
voting stock of the corporation and any entity or person affiliated with or controlling or controlled by any of these entities or persons.
 
A Delaware corporation may opt out of these provisions either with an express provision in its original certificate of incorporation or in an
amendment to its certificate of incorporation or bylaws approved by its stockholders. However, we have not opted out, and do not
currently intend to opt out of, these provisions. The statute could prohibit or delay mergers or other takeover or change in control attempts
and, accordingly, may discourage attempts to acquire us.
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Charter and Bylaws.  Our Restated Certificate of Incorporation and Amended and Restated Bylaws, as Amended provide that:
 
 • our bylaws may be amended or repealed only by a two-thirds vote of our board of directors or a two-thirds stockholder vote;

 • no action can be taken by stockholders except at an annual or special meeting of the stockholders called in accordance with our
bylaws, and stockholders may not act by written consent;

 • stockholders may not call special meetings of the stockholders or fill vacancies on the board;

 • the approval of holders of two-thirds of the shares entitled to vote at an election of directors is required to amend or repeal the
provisions of our Restated Certificate of Incorporation regarding the inability of stockholders to take action by written consent;

 • our board of directors is authorized to issue preferred stock without stockholder approval; and

 • we will indemnify officers and directors against losses that they may incur in investigations and legal proceedings resulting from
their services to us, which may include services in connection with takeover defense measures.

 
DESCRIPTION OF PREFERRED STOCK

 
As of December 23, 2010, our authorized preferred stock, par value $0.0001 per share, was 5,000,000 shares, none of which were issued
and outstanding. We may issue preferred stock, in series, with such designations, powers, preferences and other rights and qualifications,
limitations or restrictions as our board of directors may authorize, without further action by our stockholders, including:
 
 • the distinctive designation of each series and the number of shares that will constitute the series;

 • the voting rights, if any, of shares of the series and the terms and conditions of the voting rights;

 • the dividend rate on the shares of the series, the dates on which dividends are payable, any restriction, limitation or condition
upon the payment of dividends, whether dividends will be cumulative, and the dates from and after which dividends shall
accumulate;

 • the prices at which, and the terms and conditions on which, the shares of the series may be redeemed, if the shares are
redeemable;

 • the terms and conditions of a sinking or purchase fund for the purchase or redemption of shares of the series, if such a fund is
provided;

 • any preferential amount payable upon shares of the series in the event of the liquidation, dissolution or winding up of, or upon the
distribution of any of our assets; and

 • the prices or rates of conversion or exchange at which, and the terms and conditions on which, the shares of the series may be
converted or exchanged into other securities, if the shares are convertible or exchangeable.

 
The particular terms of any series of preferred stock, and the transfer agent and registrar for that series, will be described in a prospectus
supplement. All preferred stock offered, when issued, will be fully paid and nonassessable.  Any material United States federal income tax
consequences and other special considerations with respect to any preferred stock offered under this prospectus will also be described in
the applicable prospectus supplement.
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DESCRIPTION OF WARRANTS
 
We may issue warrants for the purchase of preferred stock, common stock, or any combination thereof. We may issue warrants
independently or together with any other securities offered by any prospectus supplement and may be attached to or separate from the
other offered securities. Each series of warrants will be issued under a separate warrant agreement to be entered into by us with a warrant
agent. The warrant agent will act solely as our agent in connection with the warrants and will not assume any obligation or relationship of
agency or trust for or with any holders or beneficial owners of warrants. Further terms of the warrants and the applicable warrant
agreements will be set forth in the applicable prospectus supplement.
 
The applicable prospectus supplement relating to any particular issue of warrants will describe the terms of the warrants, including, as
applicable, the following:
 
 • the title of the warrants;

 • the aggregate number of the warrants;

 • the price or prices at which the warrants will be issued;

 • the designation, terms and number of shares of preferred stock or common stock purchasable upon exercise of the warrants;

 • the designation and terms of the offered securities, if any, with which the warrants are issued and the number of the warrants
issued with each offered security;

 • the date, if any, on and after which the warrants and the related preferred stock or common stock will be separately transferable;

 • the price at which each share of preferred stock or common stock purchasable upon exercise of the warrants may be purchased;

 • the date on which the right to exercise the warrants shall commence and the date on which that right shall expire;

 • the minimum or maximum amount of the warrants which may be exercised at any one time;

 • information with respect to book-entry procedures, if any;

 • a discussion of certain federal income tax considerations; and

 • any other terms of the warrants, including terms, procedures and limitations relating to the exchange and exercise of the warrants.
 
We and the warrant agent may amend or supplement the warrant agreement for a series of warrants without the consent of the holders of
the warrants issued thereunder to effect changes that are not inconsistent with the provisions of the warrants and that do not materially and
adversely affect the interests of the holders of the warrants.

DESCRIPTION OF UNITS

As specified in the applicable prospectus supplement, we may issue units consisting of one or more shares of common stock or preferred
stock, warrants or any combination of such securities. In addition, the prospectus supplement relating to units will describe the terms of any
units we issue, including as applicable:

 • the designation and terms of the units and the securities included in the units;

 • any provision for the issuance, payment, settlement, transfer or exchange of the units;

 • the date, if any, on and after which the units may be transferable separately;

 • whether we will apply to have the units traded on a securities exchange or securities quotation system;

 • any material United States federal income tax consequences; and
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 • how, for United States federal income tax purposes, the purchase price paid for the units is to be allocated among the component
securities.

 
PLAN OF DISTRIBUTION

 
We may sell the securities offered by this prospectus to one or more underwriters or dealers for public offering and sale by them or to
investors directly or through agents. The accompanying prospectus supplement will set forth the terms of the offering and the method of
distribution and will identify any firms acting as underwriters, dealers or agents in connection with the offering, including:
 
 • the name or names of any underwriters, dealers or agents;

 • the purchase price of the securities and the proceeds to us from the sale;

 • any underwriting discounts and other items constituting compensation to underwriters, dealers or agents;

 • any public offering price;

 • any discounts or concessions allowed or re-allowed or paid to dealers; and

 • any securities exchange or market on which the securities offered in the prospectus supplement may be listed.
 
Only those underwriters identified in such prospectus supplement are deemed to be underwriters in connection with the securities offered
in the prospectus supplement.
 
The distribution of the securities may be effected from time to time in one or more transactions at a fixed price or prices, which may be
changed, or at prices determined as the applicable prospectus supplement specifies. The securities may be sold through a rights offering,
forward contracts or similar arrangements. In connection with the sale of the securities, underwriters, dealers or agents may be deemed to
have received compensation from us in the form of underwriting discounts or commissions and also may receive commissions from
securities purchasers for whom they may act as agent. Underwriters may sell the securities to or through dealers, and the dealers may
receive compensation in the form of discounts, concessions or commissions from the underwriters or commissions from the purchasers
for whom they may act as agent. Some of the underwriters, dealers or agents who participate in the securities distribution may engage in
other transactions with, and perform other services for, us or our subsidiaries in the ordinary course of business.
 
We will provide in the applicable prospectus supplement information regarding any underwriting discounts or other compensation that we
pay to underwriters or agents in connection with the securities offering, and any discounts, concessions or commissions which
underwriters allow to dealers. Underwriters, dealers and agents participating in the securities distribution may be deemed to be
underwriters, and any discounts and commissions they receive and any profit they realize on the resale of the securities may be deemed to
be underwriting discounts and commissions under the Securities Act of 1933. Underwriters and their controlling persons, dealers and
agents may be entitled, under agreements entered into with us, to indemnification against and contribution toward specific civil liabilities,
including liabilities under the Securities Act.
 
The securities may or may not be listed on a national securities exchange. In connection with an offering, the underwriters may purchase
and sell securities in the open market. These transactions may include short sales, stabilizing transactions and purchases to cover positions
created by short sales. Short sales involve the sale by the underwriters of a greater number of securities than they are required to purchase
in an offering. Stabilizing transactions consist of bids or purchases made for the purpose of preventing or retarding a decline in the market
price of the securities while an offering is in progress. The underwriters also may impose a penalty bid. This occurs when a particular
underwriter repays to the underwriters a portion of the underwriting discount received by it because the underwriters have repurchased
securities sold by or for the account of that underwriter in stabilizing or short-covering transactions. These activities by the underwriters
may stabilize, maintain or otherwise affect the market price of the securities. As a result, the price of the securities may be higher than the
price that otherwise might exist in the open market. If these activities are commenced, they may be discontinued by the underwriters at
any time.
 

LEGAL MATTERS
 
The validity of any securities offered by this prospectus will be passed upon for us by Trombly Business Law, PC.
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EXPERTS
 
The consolidated financial statements of Oculus Innovative Sciences, Inc. and Subsidiaries. appearing in Oculus Innovative Sciences,
Inc.’s Annual Report on Form 10-K for the year ended March 31, 2010, have been audited by Marcum LLP, an independent registered
public accounting firm, as set forth in their report included therein and incorporated herein by reference.  Such consolidated financial
statements are incorporated herein by reference in reliance upon such report given on the authority of such firm as experts in accounting
and auditing.
 

WHERE YOU CAN FIND MORE INFORMATION
 
We file reports, proxy statements and other documents with the SEC. You may read and copy any document we file at the SEC’s public
reference room at 100 F Street, N.E., Washington, D.C. 20549. You should call 1-800-SEC-0330 for more information on the public
reference room. Our SEC filings are also available to you on the SEC’s Internet site at http://www.sec.gov.

This prospectus is part of a Registration Statement that we filed with the SEC. The Registration Statement contains more information than
this prospectus regarding us and our common stock, including certain exhibits and schedules. You can obtain a copy of the Registration
Statement from the SEC at the address listed above or from the SEC’s Internet site.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE
 
The SEC requires us to “incorporate by reference” the information contained in documents we file with the SEC.  This means that we can
disclose important information to you by referring to other documents that contain that information. The information incorporated by
reference is considered to be part of this prospectus.  Information contained in this prospectus and information that we file with the SEC in
the future and incorporate by reference in this prospectus automatically updates and supersedes previously filed information. We
incorporate by reference the documents listed below and any future filings we make with the SEC under Sections 13(a), 13(c), 14 or 15(d)
of the Securities Exchange Act of 1934, prior to the sale of all the shares covered by this prospectus:
 
 • our Annual Report on Form 10-K for the year ended March 31, 2010, filed on June 8, 2010;

 • our Quarterly Reports on Form 10-Q for the quarter ended June 30, 2010, filed on August 5, 2010, the quarter ended
September 30, 2010, filed on November 4, 2010, and the quarter ended December 31, 2010, filed February 4, 2011;

  
 • our Current Reports on Form 8-K, filed on April 2, 2010, May 6, 2010, September 17, 2010, and February 18, 2011;

 • our Proxy Statement on Schedule 14A filed on July 29, 2010; and

 • the description of our common stock contained in our Registration Statement on Form 8-A filed on December 15, 2006,
including any amendment or report filed for the purpose of updating such description.

 
In addition, all documents that we file with the SEC pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Securities and Exchange Act of
1934, as amended, after the date of the initial registration statement of which this prospectus is a part and prior to the effectiveness of the
registration statement as well as all such documents that we file with the SEC after the date of this prospectus and before the termination
of the offering of our securities shall be deemed incorporated by reference into this prospectus and to be a part of this prospectus from the
respective dates of filing such documents. Unless specifically stated to the contrary, none of the information that we disclose under Items
2.02 or 7.01 of any Current Report on Form 8-K that we may from time to time furnish to the SEC will be incorporated by reference into,
or otherwise included in, this prospectus.
 
You may request a copy of any or all of the documents incorporated by reference but not delivered with this prospectus, at no cost, by
writing or telephoning us at the following address and number: Investor Relations, Oculus Innovative Sciences, Inc., 1129 N. McDowell
Blvd., Petaluma, California 94954, telephone (707) 782-0792. We will not, however, send exhibits to those documents, unless the exhibits
are specifically incorporated by reference in those documents.
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