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Current Price: $7.08 Electro-Optical Sciences 
(Nasdaq: MELA) 

Target Price:   $9.50 

2008 Fiscal First Quarter Review 
Raising Price Target 
Electro-Optical Sciences releases Form 10-Q covering 
the quarterly period ending March 31, 2008 

BUY 

Revenues and Earnings F2007A F2008E F2009E

Sales ($ mil.) Dec. FYE $0.0 $0.0 $17.5

1Q $0.0 $0.0 A

2Q $0.0 $0.0 E

3Q $0.0 $0.0 E

4Q $0.0 $0.0 E

Prev. Sales ($ mil.)

EPS -$0.84 -$1.08 -$0.71

1Q -$0.22 -$0.28 A

2Q -$0.23 -$0.27 E

3Q -$0.18 -$0.27 E

4Q -$0.22 -$0.27 E

Prev. EPS

P/E (x) NA NA NA

EBITDA NA NA NA

EV / EBITDA NA NA NA

Stock Data

52-Week Range $3.84 - $7.80

Shares Outstanding (mil.) 15.4

Market Capitalization (mil.) $110.0

Enterprise Value (mil.) $87.5

Debt to Capital 0.0

Insider Ownership 19.7%

Institutional Ownership 35.3%

Short Interest (mil. shares) 0.031

Average Daily Volume 90,577

Cash & Securities (3/31/08) (mil.) $17.2  
 

 
 

Company Description 
 
Electro-Optical Sciences mission is to develop and 
commercialize a hand-held, point-of-care non-invasive 
diagnostic tool (MelaFind®) for the early detection of 
melanoma.    If approved by the FDA, MelaFind® will be 
the only product of its kind on the market.   

 

***See Last Page for Disclosures*** 

Highlights 
 

• Electro-Optical Sciences released their first quarter 10-K on 
May 8th 2008, reporting a loss per share of ($0.28). 

 

• Overall research and development (R&D) spending during 
the first quarter of 2008 (Q12008) was $3.0 million, an 
increase of 50% year over year and sequentially, from 
approximately $2.0 million in both the year ago period and 
fourth quarter of 2007.   

 

• Selling, general and administrative (SG&A) expense of $1.4 
million was flat sequentially and up slightly from $1.3 
million in the year ago period.  We anticipate an increase 
in SG&A expense to support the commercialization 
effort in the second half of 2008 as MelaFind® nears 
approval 

 

• The company reported cash, equivalents and marketable 
securities on hand at quarter end of $17.2 million, down 
$3.7 million from $20.9 million on December 31, 2007.  
This amount is sufficient to fund the ongoing pivotal 
clinical trial and initial product launch through the 
middle of 2009. 

 

• With Q1 results in hand, we are rolling forward our price 
target calculation.  As discussed within, we value the shares 
of MELA utilizing a forward PE multiple applied to 
estimated earnings to be generated in 2010.  Now, two years 
from this period, our price target increases from $8.00 per 
share to $9.50 implying further appreciation in excess of 
30%.  We reiterate our Buy rating on the shares of MELA.   
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Quarterly Detail 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Electro-Optical Sciences released their first quarter 10-K on May 8th 2008.   Note: 

Being a venture stage company without revenues or a currently marketed product, the 

company does not hold a corresponding conference call. 

 
Overall research and development (R&D) spending during the first quarter of 2008 
(Q12008) was $3.0 million, an increase of 50% year over year and sequentially, from 
approximately $2.0 million in both the year ago period and fourth quarter of 2007.  
This increase is attributable to costs associated with the ongoing pivotal clinical trial 
for MelaFind®, the company’s point-of-care melanoma detection device.  Our R&D 
estimate of $2.0 million was short of this result as the company incurred higher costs 
getting data together, implying the trial is on track and entering the final stages. 
 
Selling, general and administrative (SG&A) expense was reported as $1.4 million, no 
change sequentially and up slightly from $1.3 million in the year ago period.  We 
anticipate an increase in SG&A expense to support the commercialization effort in 
the second half of 2008 as MelaFind nears approval, possibly by year end. 
 
Electro-Optical reported a loss per share of ($0.28) versus our expected ($0.22) and 
First Call consensus of ($0.23) on the higher than estimated R&D expense. 
 
The company reported cash, equivalents and marketable securities on hand at quarter 
end of $17.2 million, down $3.7 million from $20.9 million on December 31, 2007.  
This amount is sufficient to fund the ongoing pivotal clinical trial and initial product 
launch through the middle of 2009. 
 
Revisions to our price target 

With Q1 results in hand, we are rolling forward our price target calculation.  As 
discussed below (see Stock Valuation) we value the shares of MELA utilizing a 
forward PE multiple applied to estimated earnings to be generated in 2010.  As we are 
now two years from this period, our price target increases from $8.00 per share to 
$9.50, implying further appreciation in excess of 30%.  We reiterate our Buy rating 
on the shares of MELA.   
 
Additional Information 

• During Q12008, the company received $26,000 in other income, which 
includes $10,000 from L’Oreal as an offset for expenses incurred from the 
companies joint Feasibility Program (noted in our March 19

th
, 2008 initiation 

report) and $10,000 from KaVo reflecting product support for the 
discontinued dental product sold to KaVo in 2006 (see initiation report). 

• The company reported 14 active (including training) sites and continues to 
anticipate submission of their PreMarket Approval (PMA) to the Food and 
Drug Administration (FDA) early in the second half of 2008. 
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Stock Valuation 
 
 
 
 
 
 
 
 
 
Risks 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Considering the FDA approval process, we estimate approval of MelaFind® in late 
2008 and full product launch in 2009.  Factoring in the commercialization process, we 
do not estimate “significant” sales of MelaFind until the 2010 calendar year.  As such, 
our price target is calculated using a 30x price earnings (PE) multiple off our 2010 
estimated earnings per share of $0.41 and discount back by 15% per year, thereby 
arriving at our target of $9.50 per share.  This price represents upside to the current 
market price of more than 30% and, accordingly, we recommend the stock as a Buy. 
 
We believe our PE multiple is appropriate for the high growth phase of small-cap 
medical device companies and that our 15% discount rate accounts for the risks 
inherent in the FDA approval and product commercialization processes.  
 
 
Regulatory 

There is significant oversight and regulation of the medical device industry by 
governmental agencies including the Food and Drug Administration (FDA), Centers 
for Medicare and Medicaid Services (CMS), Office of the Inspector General (OIG), 
Department of Health and Human Services (HHS), Department of Justice (DOJ), 
Office of Civil Rights and others. 
 
Additionally, the PMA approval process is uncertain and, if approved, the indication 
may be restricted.   
 
Competition 

The medical device industry is highly competitive and many competitors are larger 
and have greater resources than Electro-Optical.   
 
Stock Fundamentals 

The market capitalization of the stock is below $200 million and the trading history is 
volatile. 
 
Financial 

The company currently does not have a sales organization or significant marketing 
expertise.  As such, additional funding will be required to commercialize the product. 
 
Miscellaneous 

Electro-Optical is currently unprofitable and the company has a history of losses.  
Additionally, the stock performance going forward will rely on a single product. 
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Income Statement 
 

2009 2010

Q1 Q2 Q3 Q4 FY Q1 Q2 Q3 Q4 FY

$ in millions Actual Estimate Estimate Estimate Estimate Estimate Estimate
Revenue $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $17.500 $41.850
Cost of Goods and Services Sold $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $4.550 $10.881
Gross Profit $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $12.950 $30.969
Gross Profit Percentage 74.0% 74.0%
Revenue Growth, year over year 139.1%

Operating Expenses
Selling General and Administrative Expenses $1.311 $1.439 $1.218 $1.432 $5.400 $1.440 $1.450 $1.600 $2.500 $6.990 $15.000 $14.000
SG&A Percentage

Total Research and Development Expense $1.953 $1.886 $1.811 $2.028 $7.678 $3.045 $2.900 $2.700 $1.900 $10.545 $10.000 $7.200
R&D Percentage

Total Operating Expenses excluding costs $3.265 $3.325 $3.029 $3.460 $13.08 $4.485 $4.350 $4.300 $4.400 $17.53 $25.00 $21.20

Operating Income / Loss (incl. Extrodinary Items) ($3.265) ($3.325) ($3.029) ($3.460) ($13.078) ($4.485) ($4.350) ($4.300) ($4.400) ($17.535) ($12.050) $9.769

Nonoperating Gains/(Losses) $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000
Nonoperating Income/(Expense) - Other $0.000 $0.000 $0.040 $0.018 $0.059 $0.026 $0.000 $0.000 $0.000 $0.026 $0.000 $0.000
Earnings Before Interest & Taxes (EBIT) ($3.265) ($3.325) ($2.989) ($3.441) ($13.019) ($4.459) ($4.350) ($4.300) ($4.400) ($17.509) ($12.050) $9.769

Interest Income (Expense), Net $0.271 $0.228 $0.280 $0.275 $1.054 $0.182 $0.180 $0.180 $0.170 $0.712 $0.400 $0.300

Income Before Taxes ($2.994) ($3.097) ($2.709) ($3.166) ($11.965) ($4.277) ($4.170) ($4.120) ($4.230) ($16.797) ($11.650) $10.069
Income Before Taxes Margin

Provision for Income Taxes $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $3.021
Tax Rate

Income (Loss) from Continuing Operations ($2.994) ($3.097) ($2.709) ($3.166) ($11.965) ($4.277) ($4.170) ($4.120) ($4.230) ($16.797) ($11.650) $7.048

Income (Loss) from Discontinued Operations, Net of Tax $0.000 $0.000 $0.000 $0.028 $0.028 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000

Net Income ($2.994) ($3.097) ($2.709) ($3.138) ($11.937) ($4.277) ($4.170) ($4.120) ($4.230) ($16.797) ($11.650) $7.048

Preferred Stock Dividends $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000
Preferred Stock Accretion $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000
Net Income/Loss Applicable to Common Stockholders ($2.994) ($3.097) ($2.709) ($3.138) ($11.937) ($4.277) ($4.170) ($4.120) ($4.230) ($16.797) ($11.650) $7.048

Weighted Average Number of Shares Outstanding 13.4          13.4          14.7          14.2          14.2          15.4          15.5          15.5          15.6          15.6          16.5          17.0          
Weighted Average Number of Diluted Shares Outstanding 13.4          13.4          14.7          14.2          14.2          15.4          15.5          15.5          15.6          15.6          16.5          17.0          

Basic Earnings Per Share ($0.22) ($0.23) ($0.18) ($0.22) ($0.86) ($0.28) ($0.27) ($0.27) ($0.27) ($1.08) ($0.71) $0.41
Diluted Earnings Per Share ($0.22) ($0.23) ($0.18) ($0.22) ($0.86) ($0.28) ($0.27) ($0.27) ($0.27) ($1.08) ($0.71) $0.41

Continuing Operations ($0.22) ($0.23) ($0.18) ($0.22) ($0.84) ($0.28) ($0.27) ($0.27) ($0.27) ($1.08) ($0.71) $0.41

Discontinued Operations $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

2007 2008

Fiscal Year Ends December 31

 
Source: Electro-Optical Sciences, Inc. company reports, J&L estimates 
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 Price Target and Ratings Changes over the Past 3 Years: 
 

 

Stock Target

Date Price Rating Price Initiation

3/19/2008 $4.49 Buy $8.00 X

5/13/2008 $7.08 Buy $9.50

 
 

 
Companies Mentioned in Report (in order of mention): 
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Analyst Disclosure 
 
I, Kenneth J. Siri, the author of this research report, certify that the views expressed in this report accurately reflect my personal views about the 
subject securities and issuers, and no part of my compensation was, is or will be directly or indirectly tied to the specific recommendations or views 
contained in this research report. 
 
At the time of this published report, Securities, or derivatives thereof, of this company are not owned directly by the analyst covering this stock. The 
securities mentioned in this report are not owned by the analyst’s immediate supervisor, or indirectly by his/her household members.  
 
Jesup & Lamont Securities Corp is not currently involved in an Investment Banking relationship with MELA and we are not a market maker in the 
security. Jesup & Lamont or its employees may take equity positions in the security including transactions that may be contrary to any 
recommendations contained herein. Jesup & Lamont has not managed or co-managed a public offering of securities or received compensation for 
investment banking services from the subject company within the past 12 months. Jesup & Lamont does not expect to receive or intend to seek 
compensation for investment banking services from the subject company within the next 3 months. 
 
Jesup & Lamont Inc. is the parent company of Jesup & Lamont Securities Inc. and Empire Financial Group a FINRA broker dealer. Empire Financial 
Group has not provided investment banking services to MELA in the past 12 months. Empire Financial Group does not expect to seek or solicit 
investment banking compensation from MELA over the next three months. Empire Financial Group is not currently a market maker of MELA. 
 
An officer, or a household family member of an officer, of Jesup & Lamont is not a director or an officer of the company. Jesup & Lamont or any 
affiliates do not beneficially own 1% or more of any class of this company’s common equity. However, officers or employees of Jesup & Lamont 
Inc. may currently hold equity stakes in MELA. 
 
Ratings definitions: 
1) Buy means the stock is expected to appreciate and produce a total return of at least 20% and outperform the S&P 500 over the next 12-18 
months; 
2) Neutral means the stock is expected to perform generally in line with the S&P 500 over the next 12-18 months;  and 
3) Sell means the stock is expected to under perform the S&P 500 over the next 12-18 months and should be sold. 
 
Ratings distributions: Of the securities subject to research coverage by Jesup & Lamont, the percentage rated as “Buy” is 62%, the percentage rated 
as “Neutral” is 36%; and the percentage rated as “Sell” is 2%. 
 In the past 12 months, Jesup & Lamont has provided investment banking services to 0% of the companies we currently rate as “Buy”, to 10% of the 
companies we currently rate as “Neutral”; and to 0% of the companies we currently rate as “Sell”. 
 
 
Other Disclosures 
This publication does not constitute an offer or solicitation of any transaction in any securities referred to herein. Any recommendation contained herein may not be 
suitable for all investors. Although the information contained in the subject report has been obtained from sources we believe to be reliable, its accuracy cannot be 
guaranteed. This publication and any recommendation contained herein speak only as of the date hereof and are subject to change without notice. Jesup & Lamont and 
its affiliated companies and employees shall have no obligation to update or amend any information contained herein. This publication is being furnished to you for 
informational purposes only and on the condition that it will not form a primary basis for any investment decision. Each investor must make its own determination of 
the appropriateness of an investment in any securities referred to herein based on the legal, tax and accounting considerations applicable to such investors and its own 
investment strategy.  Investors should understand that statements regarding future prospects may not be realized. By virtue of this publication, none of Jesup & Lamont 
or any of its employees shall be responsible for any investment decisions.  This report may not be reproduced, distributed, or published without prior consent of Jesup & 
Lamont. 

 
Third Party Research Disclaimer  
Empire Financial Group, Inc. (“Empire”) is providing this research report to you obtained by a 3rd party. As such Empire has not passed, reviewed, 
or commented on the accuracy or completeness of this report and by accepting this report you agree to hold Empire harmless and free of liability with 
regards to the views expressed in this report. Empire or its customers may hold a position and/or make a market in this particular security. 

 


