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Atlanta-based Capsalus Corp. partners 

with and acquires visionary enterprises 

producing progressive broad-based 

solutions in the health and wellness 

space for better physical, nutritional and 

emotional health worldwide. Capsalus 

provides companies in varying stages of 

development with the operating 

infrastructure, strategic pathways and 

financial support to help them reach 

critical mass quickly and efficiently. Its 

current portfolio includes two wholly-

owned companies: White Hat Brands, 

an emerging player in the functional 

food and beverage market; Guava 

Healthcare, a fast expanding emerging 

franchise specializing in home-based 

personal healthcare services; GeneWize 

Life Sciences, a multi-level marketing 

network selling a variety of DNA 

customized health & wellness products. 

Capsalus also has a 30% stake in Wish 

Upon A Hero, a unique online 

philanthropy network and website 

which connects people in need with 

people who can help, and a small 

investment in Pantheryx, an Indian-

based healthcare company, which is 

dedicated to the development and 

distribution of advanced healthcare 

products for the developing world. 

 

 
Analyst: Robert Sassoon 

 
 
 
SUMMARY 

 

We Upgrade Capsalus to Buy 
 

¶ Since our initiation report on Capsalus Corp, published in February 2011, the stock price has 

disappointingly drifted downwards, reacting to several setbacks including the delay in revenue 

generation and the unexpected departure of its CEO. In our opinion, these seemingly negative 

factors should soon fade into irrelevance. More important is the expected positive impact of 

Capsalus’ newest investment, GeneWize Life Sciences, Inc. 

 

¶ The re-born Capsalus remains in the early stage of its life-cycle, with its new investments still in the 

process of transitioning from the development stage to operational entities. Albeit against our earlier 

expectations, the lack of revenue generation in the first half of 2011 and most likely in the third 

quarter, largely reflects the strategic decision to fine-tune Guava Healthcare’s franchise network 

business model. This process has now been completed, and while it is possible that Guava could 

generate some revenue in 4Q-2011, we have assumed that this will not happen before 1Q-2012, and 

have effectively pushed back the franchise sales schedule we had projected in our initiation report 

by about one year. Nevertheless, the GeneWize acquisition will help Capsalus record its first 

revenue stream in 4Q-2011. 

 

¶ The departures of Capsalus’s CEO and CFO have had no material consequences to the company. 

This is evidenced by the ongoing roll-out of the Capsalus’ expansion plans, highlighted by the 

GeneWize acquisition. 

 

¶ Applying current EV/Revenue based valuations for Capsalus’ peers in its various business areas, 

adjusted for probable future stock dilution, and a holding company discount suggests that the stock 

should be trading in the $0.04-$0.05 price range rather than the more recent $0.01-$0.02 trading 

range. While acknowledging that there are risks to our projections at this early stage of Capsalus’ 

development, our revised DCF valuation of $0.50 per points to substantially more upside over the 

longer-term. The GeneWize acquisition and the commercial launch of Guava’s revamped business 

model in the current quarter should reignite interest in the stock. We raise our rating on Capsalus 

from a Speculative Buy to BUY. 

 

 

 

Capsalus: Key Financial Data 

 

$ millions 2009 2010 2011e 2012e 2013e 

Revenue - - 1.30 16.28 37.00 

Operating income (2.49) (1.92) (2.94) 3.45 8.56 

Operating margin - - -226% 21% 23% 

Net Income (6.62) (14.77) (4.00) 2.67 8.21 

Net margin - - - 0% 22% 

EPS, $ (0.05) (0.5) (0.01) 0.01 0.02 

 

Source: Analyst
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Increased stock dilution risk 

 

 

 

 

 

 

 

 

 

Senior management departures 

 

 

 

 

 

 

No material consequences as 

Capsalus continues to roll-out its 

strategic road map 

 

 

 

 

 

 

 

 

 

 

Capsalus makes its third 

acquisition within the past year 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 KEY DEVELOPMENTS SINCE OUR I NITIATION REPORT 

 

White Hat Brands Purchase Valuation Error: In response to a comment letter from the SEC, Capsalus 

reviewed its accounting for the purchase of White Hat Brands, acquired in April 2010. During this review, 

management identified an error in the method used to value the purchase transaction and in determining the 

fair value of a contingent consideration liability related to certain additional, or penalty shares of the 

Capsalus’s common stock that would be issued after the transaction in the event certain stipulations, as noted 

in the Merger Agreement, did not occur. 

 

Implication:  As a result of the consequent valuation adjustment, Capsalus was committed to issue 33.69 

million additional shares of its common stock to former White Hat shareholders, which we had not taken into 

account in our initiation report. As of June 30, 2011, Capsalus had issued 1.76 million of the additional Shares. 

Subsequent to June 30, 2011, the company entered into settlement agreements with two former White Hat 

shareholders, and former employees of the functional beverage company, whereby these individuals agreed to 

forgo the issuance of the additional shares related to them totaling 3.66 million shares. This reduces the 

remaining commitment to 28.27 million additional shares or c.7% of Capsalus’s current outstanding equity 

capital. Capsalus is looking to limit further the potential dilution and is currently negotiating with other former 

White Hat shareholders to reduce the shares issuable to them under this commitment. 

 

CEO and CFO depart: On May 27, 2011, Capsalus announced that Kevin Quirk’s resignation as CEO and 

director of the company had been accepted. On September 25, 2011, Capsalus also announced the resignation 

of its CFO, Patrick Sheridan, who will remain a consultant for the company to help with the preparation of the 

registrant's third quarter Form 10-Q and year-end Form 10-K. Steve Grubner, President and COO of Capsalus, 

has been appointed acting CEO and will also temporarily take over the duties of CFO. The company is 

currently engaged in a search process to fill both positions. 

 

Implication:  While no reason has been publicly offered by Capsalus for Quirk’s resignation, we can only 

guess that it is a result of a strategic disagreement with the board, probably related to the allocation of funds 

within the group. In this respect, it is perhaps no coincidence that the launch of White Hat’s powdered 

beverage production schedule, originally anticipated to begin during 3Q-2011, has been put on hold due to lack 

of funding, with Capsalus’s board preferring to direct available funds to Guava Healthcare which was acquired 

in January 2010 as well as its 30% equity investment in Wish Upon A Hero. Although the unexpected 

departure of senior management often times signals a red flag, we believe that the departures of both Quirk and 

Sheridan have no material consequences for Capsalus, with the rest of company’s operational management 

team remaining intact. Furthermore, it has certainly not slowed the ongoing roll-out of Capsalus’s strategic 

roadmap, highlighted by its latest acquisition of GeneWize Life Sciences, Inc., the third significant investment 

the company has made within the past 12 months, following up on online social helping network, WISH 

UPON HERO, and customized in-home healthcare services company, Guava Healthcare. 

 

GeneWize Life Sciences, Inc. added to the Capsalus health and wellness portfolio: On October 14, 2011, 

Capsalus announced that it had finalized a definitive agreement to acquire 100% of the equity in GeneWize 

Life Sciences, Inc. from the consumer genomics company, GeneLink Biosciences, Inc. (OTCBB:GNLK). 

While formal execution of the agreement is subject to approval by GeneLink’s shareholders, this is no more 

than a rubber stamp procedure, and Capsalus will, in any case, be able to start accounting for its new 

acquisition from October 1, 2011.  

 

GeneWize is a beauty and wellness network that markets DNA customized nutritional supplements, skin care 

and gene modulating weight management products through self-directed businesses. The terms of the 

transaction include an initial cash payment by Capsalus of $500,000 plus sales-based monthly earn out 

predicated on 15% of gross revenue. This earn out begins as of the second full calendar month following the 

closing date and ends 60 calendar months thereafter. The minimum earn out to be made by GeneLink within 

this 5 year period is $1.5 million, and is capped at $4.5 million. Importantly, under a license agreement with 

GeneLink, GeneLink will continue to supply GeneWize with its proprietary and patent-protected genetic 

assessments and consumer products for 5 years with an additional 5 year extension and no earn out after the 

initial 5 years. 
 

 

 



 

Capsalus Corp.   
Update | USA | Health & Wellness   Nov-2011 
 

 

 

 

 

 

110 East Broward Blvd., Suite 1700 • Fort Lauderdale, FL 33301 • Office: 954.391.5305 • Fax: 646.417.7388 • www.OpusGroupResearch.com  Page 3 

 

 

 

 

Immediate revenue generation is 

expected 

 

 

 

 

 

 

 

 

 

Going concern risk 

 

 

 

 

 

 

 

 

Stock dilution risk 

 

 

Commercial market risks 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Implication:  The GeneWize acquisition represents the first Capsalus acquisition of an established brand and is 

therefore expected to provide an immediate contribution to Capsalus’s top line. GeneWize has generated more 

than $25 million of revenue over the past three years, with its revenue (net of sales returns and discounts) 

running at a rate of c.$0.4 - c.$0.5 million per month. On this basis, Capsalus can be expected to record net 

revenue of between $1.2 and $1.5 million in the final quarter of the current year from the newest addition to its 

portfolio. 

 

 

INVESTMENT RISKS 

 

Capsalus has incurred losses since its inception. As of June 30, 2011, the company had an accumulated deficit 

of approximately $32 million. At the same time, the balance sheet is ostensibly highly leveraged with total debt 

of $4.2 million and negative equity of $1.4 million. In its 2Q-2011 10-Q statement, the company reiterated that 

it will require at least $5 million in additional funding to pay down certain payables and accruals and to 

provide working capital over the next 18 months, warning that if it is unsuccessful in raising funds,  the 

company may have to reduce expenses and/or cease operations altogether. However, it should be noted that 

much of the debt on the balance sheet has conversion rights based on exercise prices that are close to 

Capsalus’s current share price trading range.  

 

The possibility of the conversion of a large portion of the company’s debt into equity and the exercise of 

options and warrants creates significant stock dilution risk. Further recourse to new stock or convertible debt 

issues in order to finance its additional investment activities is rated likely. 

 

Capsalus has invested in emerging companies, with short operating histories in new and unproven markets 

with low barriers to entry, which makes it difficult to evaluate future prospects with any degree of certainty:  

 

- White Hat Brands has yet to generate revenue since it was acquired by Capsalus in April 2010. 

Funding constraints have delayed the production and retail distribution of its powdered beverage 

product line until further notice. The shift to an environmentally friendly home products business has 

been made, but it is too early to say whether the products will gain consumer acceptance. 

 

- As prior experience may testify, Guava’s build out of its franchise business model may not run 

smoothly.  In 2010, Guava’s efforts to build out a franchise infrastructure were hindered by system 

deficiencies and poorly skilled consultants. Guava also took back the two Delaware franchises it had 

sold in 2009 due to poor performance and poor compliance by the franchisees. Furthermore, 

regulatory issues concerning licensure and Medicare reimbursement cutbacks are potential negative 

factors.  

 

- While Capsalus has acquired an established business in GeneWize, its direct-selling business model 

depends on the success of the network’s affiliates to sell its products, as well as Capsalus’ ability to 

expand the network.  

 

- The reliability of revenue streams from online social networks is questionable, and even more so 

with respect to a company that is in the development stage. Uncertainty about the development of 

customer traffic is the main risk factor to our projections. The WISH concept appeals to the good-

hearted nature of people, but this type of free-to-use website, as with many social media and 

transaction-based online networks, is vulnerable to abuse and scamming. Any security breach 

threatens to risk the confidence of its users with potentially irreparable damage to customer traffic. 

 

- With distribution plans for D-Care limited to the Indian market, regulatory risk appears to be limited 

as far as Pantheryx is concerned. The main risk is with regard to consumer acceptance of its flagship 

product as an alternative to antibiotics, the standard treatment for pediatric diarrhea. 
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OTCB trading and liquidity risks 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Revenue delay as Guava 

Healthcare fine tunes its business 

model 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Capsalus shares currently trade on the Over The Counter Bulletin Board. Trades and quotations on the OTCBB 

involve a manual process and the market information for those securities cannot be guaranteed. The manual 

execution process may delay order processing and intervening price fluctuations may result in the failure of a 

limit order to execute or the execution of a market order at a significantly different price. Execution of trades, 

execution reporting and the delivery of legal trade confirmation may be delayed significantly. Consequently, 

one may not able to sell shares at the optimum trading prices. There are also liquidity limitations in trading 

Capsalus shares. Average daily volume of the shares traded over the past three months has been approximately 

156,000 with a value of about $2,500. 

 

 

I. FINANCIAL OUTLOOK 
 

 

In our initiation report on Capsalus, published in February 2011, we had anticipated that this transitioning 

entity would report its first revenue stream in 1Q-2011 following the consolidation of Guava Healthcare 

effective from the end of January 2011, leading to its first profit during 2011. However, no revenue has been 

reported for the first quarter and second quarter periods of 2011. Nor is it expected that any revenue will be 

recorded before 4Q-2011. Consequently, profitability is now likely to be the goal for 2012 rather than this year. 

Below, we highlight the main factors behind the revenue delay and changes to our financial forecasts 

incorporating the recent developments. Our revised projections are set out in Exhibit 2. 

 

Guava Healthcare – Guava’s transition from an owner-operated business to a franchise business model is 

taking longer than expected. In this respect, the company has been fine-tuning the model. Under the slightly 

modified version of its franchise model, Guava will be doing all the work in terms of building out a ready-

made framework for each franchisee, so that the franchisee will be able to make a running start.  The push to 

sell franchises has started in earnest in the current quarter. While it is possible that Guava could generate some 

revenue in 4Q-2011, we have assumed that this will not happen before 1Q-2012, and have effectively pushed 

back the franchise sales schedule we had projected in our initiation report by about one year. 

 

GeneWize Life Sciences – The acquisition of GeneWize is a material event in that it offers Capsalus an 

established business model that will make an immediate contribution to Capsalus’s revenue line from 4Q-2011.  

Based on its current monthly revenue run-rate, we estimate that GeneWize will contribute at least $1.2 million 

in net revenue in the final quarter of 2011. Although closing costs will likely prevent GeneWize from 

recording an operating profit for Capsalus in 4Q-2011, there are high expectations that the newly acquired 

company will start making a positive contribution to its operating income from 1Q-2012, in the absence of the 

overhead costs that supported its former parent, GeneLink. Without such overheads, GeneWize is expected to 

operate a profitable business model which generates gross margin of approximately 30% and an operating 

margin of c.10% to 12%.  

 

 

Exhibit  1  Estimated Share of the GeneWize Revenue Pie Under  Capsalus 

 

 
 

Source: Company 



 

Capsalus Corp.   
Update | USA | Health & Wellness   Nov-2011 
 

 

 

 

 

 

110 East Broward Blvd., Suite 1700 • Fort Lauderdale, FL 33301 • Office: 954.391.5305 • Fax: 646.417.7388 • www.OpusGroupResearch.com  Page 5 

 

 

Rapid revenue growth expected as 

Capsalus adds marketing muscle 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

From powdered beverages to bed 

bug spray ï a strategic refocus to 

green home products 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Still ramping up 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

GeneWize is a network or multi-level marketing business which currently claims more than 4,000 individual 

business owners nationwide (outside of New York, where there are regulatory restrictions related to parts of 

GeneWize’s business), with GeneWize offering more hands-on support than the traditional network model, in 

order to increase the chances of business success for all participants. The GeneWize business model will not 

change under Capsalus’s management, although Capsalus, with the help of Star Group, will add considerably 

more marketing muscle to make GeneWize’s products more of a household name.  

 

Under its stewardship of GeneWize, Capsalus not only wants to increase the average revenue generated by 

each business owner in GeneWize’s network, which we estimate at c.$100 per month,  but is also aiming to 

increase the size of the network multi-fold within a relatively short period of time. Management’s initial target 

is to build the network up to 50,000 participants within an eight month period. That translates into an addition 

of c.5750 new affiliates every month. Our projections are much more conservative and assume a more modest 

trend in average net additions of 500 per month (starting from January 2012), with no change in average net 

revenue intake per business owner per month. Thus our projections assume network expansion to 10,000 by 

end-2012, accelerating to 22,000 by end-2013. Should management get anywhere near its target, there is 

considerable upside to our forecasts.  

 

White Hat Brands – Funding constraints have put the launch of White Hat’s nutritional powdered beverage 

line, which was scheduled for 3Q-2011, on the backburner until further notice, as Capsalus has prioritized the 

funds available to it toward its other investments including GeneWize. Management has indicated that it is still 

looking very closely at bringing to market the pre-natal powdered beverage product, although that product, 

when launched, is probably going to be brought under the GeneWize brand in order to achieve better 

economies of scope.  

 

Notwithstanding all of that, White Hat remains an important part of Capsalus’s plans, although not in its 

original format as a functional beverage producer. It also stands to produce revenue in 2012 in a modified 

form. A strategic shift with respect to White Hat’s development was signaled in July 2011 with the 

appointment of Mr. Jonathan Mayer as the division’s president, who replaced Quirk, one of the founders of 

White Hat. Mayer has been given the remit to turn the White Hat division into an all-natural household 

consumer products business based on his extensive experience in that space. Indeed, Mayer has rolled into 

White Hat the business which he had founded in 2005, Oxford & Hill Home Products, a manufacturer of 

environmentally-friendly household products, including an all-natural bed bugs spray and bad odor remover. 

These products have recently been included in the buying lists of big-box sellers, Home Depot and Dollar 

Trade, and are expected to generate revenue for Capsalus of about $3--$4 million in 2012. With smaller 

overheads in White Hat than under its original form, we expect this revenue stream to generate an operating 

profit from the get go. 

 

WISH UPON A HERO - Capsalus’s 30% interest in WISH should be reflected in its year-end results and is 

projected to generate an initial loss of c.$60,000 attributable to Capsalus for 2011. WISH is still in the ramp up 

stage, and as in the case of Guava, we have pushed back our projections for the company by about one year.    
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Exhibit  2  Capsalus Corp: Annual  Income Statement Summary With 3-Year Projections 

 

 
 

 

Source: Analyst 
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II. VALUATION – A SUM-OF-THE PARTS ANALYSIS 
 

Capsalus is a corporation of several parts, so our preferred valuation approach is a sum-of-the-parts analysis. 

Below, we adopt two approaches. Our first approach is based on an EV/Revenue metric, using current peer 

group valuations as the benchmark. This provides an indication of where Capsalus should be trading on current 

valuations for its businesses in the market. Our second approach is using the DCF method. While 

acknowledging that there are limitations to the DCF approach in valuing companies with short operating 

histories in new and unproven markets given the consequent degree of uncertainty surrounding the projections 

used in the calculation, we believe we have used conservative assumptions in our model. The DCF valuation 

should provide an indication of where we see the longer-term valuation of Capsalus.  In both cases, we have 

applied the impact of the likely dilution risk, as well as a 20% holding company discount. 

 

Our conclusion is that based on current market valuations for Capsalus’ peers in its various business areas, the 

stock should be trading at $0.043. If were to apply the current outstanding number of shares, the current per 

share valuation rises to $0.055.  The longer term valuation for Capsalus, as reflected by our DCF approach is 

$0.50 per share. This is somewhat of a downgrade from our previous estimated DCF valuation range of $0.64-

$0.95, and reflects adjustments to our valuations of the component parts of the company as well as the level of 

stock dilution. 

 

Exhibit  3  Capsalus Corp: Sum-of-the-Parts – EV/Sales Based on Peer Group Valuations 

 

 
 

 

Source: Analyst  
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Lower losses in 2Q-2011 versus 

1Q-2011 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Exhibit  4  Capsalus Corp: Sum-of-the-Parts – DCF-based Valuation 

 

 

 
 

Source: Analyst 

 

 

III. RECENT FINANCIAL RESULTS 
 

INCOME STATEMENT 

 

Capsalus’s quarterly financial statements reported for 2011 to date reflect the company’s ongoing process of 

reinvention which began in 2010. This has involved the replacement of underperforming albeit revenue-

generating assets with new investments in development stage companies, which have yet to contribute to the 

company’s revenue line. As a result of the major asset overhaul that has occurred within Capsalus since 1Q-

2010, any comparison of income statements between 2011 and previous years are meaningless.  

 

Revenue-less Capsalus reported a net loss from continuing operations of $841,022 for 2Q-201. While this 

represents an improvement on the corresponding net loss figure of $967,108 recorded for 1Q-2011, this 

$126,086 loss reduction effectively mirrored a drop in operating expenses at White Hat Brands brought about 

by funding issues at Capsalus’s emergent functional beverage subsidiary during the quarter.      

 

While White Hat Brands is not projected to generate sales revenue before 3Q- 2011, Capsalus is expected to 

report its first revenue stream in its newly configured form in 1Q-2012 following the acquisition of GeneWize 

Life Sciences, Inc. The corporate overhaul renders historical comparisons irrelevant. All other things being 

equal, meaningful year-on-year comparisons to assess Capsalus’s performance will only be able to be made 

from 1Q-2012. 
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More debt on balance sheet to 

fund new investment strategy 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Exhibit 5           Capsalus: Income Statement Covering 6M-2011 

 

 
 

Source: SEC Filings 

 

 
BALANCE SHEET 

 

As a consequence of the corporate overhaul, Capsalus’s balance sheet remains in a state of flux. The balance 

sheet is weak with negative equity. As of June 30, 2011, the shareholder deficit stood at $1.4 million versus 

c.$0.62 million as of March 31, 2011. This deterioration largely reflects the addition of new debt taken on by 

the balance sheet to fund its new investment strategy. Total debt and net debt increased by $0.62 million and 

$0.64 million over the second quarter of 2011, to $4.24 million and $4.22 million respectively. 
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Exhibit 6            Capsalus: Selected Balance Sheet Data 

 

 
 

Source: SEC Filings 
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LIQUIDITY AND  CASH FLOWS 

 

In the absence of revenues recorded for the period, net cash from operating activities saw an outflow of $0.63 

million during the six months ended June 30, 2011, reflecting mainly the use of cash for operations of Guava, 

acquired at the end of January 2011. The net cash outflow from investing activities was $200,000 during the 

six months to June 30, 2010, reflecting investment in WISH. 

 

The net cash inflow provided by financing activities during the six months ended June 30, 2010 totaled $0.82 

million. The primary reason for the increase was cash provided by new short-term debt ($0.84 million) and 

equity ($50,000) totaling $0.89 million. Partially offsetting these increases were debt repayments of 

c.$68,000.   

 
In its 2Q-2011 10Q filing, the company indicated that in order to have the capability of achieving its new 

business plan, it believed that it would require at least $5 million in additional funding over the next 18 

months, to pay down certain payables and accruals and to provide working capital. 

 

 

DEBT 

 

As of June 30, 2011 debt total stood at $4.24 million, up from $3.18 million as of December 31, 2010 and 

$3.62 million as of March 31, 2011.  Convertible debt accounted for c.90% of the company’s total debt as of 

June 30, 2011. Some 64% of Capsalus’s total debt is classified as current debt, of which $2.33 million is 

convertible into common stock in the $0.02-$0.04 per share range. The lion’s share of the company’s long-

term debt is also convertible, albeit at a share price significantly above the prevailing Capsalus share price. The 

zero coupon notes due at the end of 2013 and convertible at $0.076 per common share, accounted for more 

than 88% of the company’s long-term debt as of June 30, 2011. While all of the convertible debt is out-of-

money at the prevailing Capsalus share price, it is worthy of note that the stock price has traded within the 

$0.01-$0.045 range since the start of 2011. Although the share price has been at the lower end of the range a 

return to the higher end of that price range would embrace 61% of the company’s total convertible debt.  

 

Exhibit 7            Capsalus: Breakdown of Debt 

 

 
 

Source: SEC filings 
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Dilution risk is significant at 

greater than 20% 

 
STOCK DILUTION 

 

Capsalus has presided over significant stock dilution since the start of 2009. As of June 30, 2011, the company 

had 411.6 million common shares outstanding, compared with 386.6 million as of December 31, 2010 and 

181.3 million as of December 31, 2009. The number of shares has subsequently risen by three million shares to 

414.6 million. Exhibit xx indicates that there exists considerable dilution risk from the company’s existing 

capital structure and agreements going forward.  

 

Exhibit 8            Capsalus: Stock Dilution Risk 

 

 
 

 

Source: SEC Filings 
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MEANING OF RATINGS 

 
Buy 

We believe the company is undervalued relative to its market and peers. We believe its risk reward ratio strongly advocates purchase of the stock 

relative to other stocks in the marketplace. Remember, with all equities there is always downside risk. 

 

Speculative Buy 

We believe that the long run prospects of the company are positive. We believe its risk reward ratio advocates purchase of the stock. We feel the 

investment risk is higher than our typical “buy” recommendation. In the short run, the stock may be subject to high volatility and continue to trade at a 

discount to its market. 

 

Neutral 

We will remain neutral pending certain developments. 

 

Underperform 

We believe that the company may be fairly valued based on its current status. Upside potential is limited relative to investment risk. 

 

Sell 

We believe that the company is significantly overvalued based on its current status. The future of the company's operations may be questionable and 

there is an extreme level of investment risk relative to reward. 

 

Some notable Risks within the Microcap Market 

 

Stocks in the Microcap segment of the market have many risks that are not as prevalent in Large-cap, Blue Chips or even Small-cap stocks. Often it is 

these risks that cause Microcap stocks to trade at discounts to their peers. The most common of these risks is liquidity risk, which is typically caused by 

small trading floats and very low trading volume which can lead to large spreads and high volatility in stock price. In addition, Microcaps tend to have 

significant company specific risks that contribute to lower valuations. 

 

Investors need to be aware of the higher probability of financial default and higher degree of financial distress inherent in the microcap segment of the 

market. 
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DISCLAIMER 
 

Opinions, information or ratings contained in this report are suggested solely for information purposes by qualified professional analysts. The opinions 

expressed in this research report are analyst’s personal views about the company. The information contained herein is based on sources which we 

believe to be reliable but is not guaranteed by us as being accurate and does not purport to be a complete statement or summary of the available data.   

Opus Group Financial, publisher, editor and their associates are not responsible for errors and omissions.  Information on companies is provided 

sometime by the companies themselves, or is available from public sources or may be the opinion of the writer and Opus Group Financial makes no 

representations, warranties or guarantees as to the accuracy or completeness of the reported company.  Any usage of the word “recommendation,” if any 

is to be defined as a “rating” only. The information may contains forward-looking information within the meaning of Section 27A of the Securities Act 

of 1993 and Section 21E of the Securities Exchange Act of 1934 including statements regarding expected continual growth of the company and the 

value of its securities. In accordance with the safe harbor provisions of the Private Securities Litigation Reform Act of 1995 it is hereby noted that 

statements contained herein that look forward in time which include everything other than historical information, involve risk and uncertainties that may 

affect the company's actual results of operation. Factors that could cause actual results to differ include the size and growth of the market for the 

company's products, the company's ability to fund its capital requirements in the near term and in the long term, pricing pressures, unforeseen and/or 

unexpected circumstances in happenings, pricing pressures, etc. Investing in securities is speculative and carries risk. Past performance does not 

guarantee future results.  Opus Group Financial or any of its affiliates may or not be registered investment advisors or registered with a FINRA member 

broker dealer. Opus Group Financial has been advised that the investments in researched companies are considered to be high risk and use of the 

information provided is at the investor’s sole discretion. Be advised that the purchase of such high risk securities may result in the loss of some or all of 

the investment. Investors should not rely solely on the information presented and or the opinion of others.  Factual statements made in research and 

evaluation reports are made as of the date stated and are subject to change without notice. Investing in private, small and micro-cap securities is highly 

speculative and carries an extremely high degree of risk.  It is possible that an investor’s entire investment may be lost or impaired due to the speculative 

nature of these companies. Opus Group Financial makes no recommendation that the securities of the companies researched and evaluated should be 

purchased, sold or held by individuals or entities that learn of the companies through Opus Group Financial.  Opinions and recommendations contained 

in this report are submitted solely for advisory and information purposes and are not intended as an offering or a solicitation to buy or sell the 

securities.  Readers are advised that this analysis report is issued solely for informational purposes. Neither the information presented nor any statement 

or expression of opinion, or any other matter herein, directly or indirectly constitutes a representation by the publisher nor a solicitation of the purchase 

or sale of any securities.  The information used and statements of fact made have been obtained from sources considered reliable but neither guarantee 

nor representation is made as to the completeness or accuracy. No representation whatsoever is made by Opus Group Financial, its officers, associates or 

employees. Additional information on the company mentioned in this report is available upon request. It should be noted and made clear that this report 

should not be construed as advice designed to meet the particular investment needs of any investor. Such information and the opinions expressed are 

subject to change without notice. This report is not intended as an offering or a solicitation of an offer to buy or sell the securities mentioned or 

discussed. Opus Group Financial, it’s officers or employees may at any given time buy, sell, or trade these securities during the term of the contract.  

They may from time to time have a position in the securities mentioned herein and may increase or decrease such positions without notice.  The analysts 

are strictly prohibited from buying, selling, or trading these securities during the term of the contract. Any opinions expressed are subject to change 

without notice. Opus Group Financial encourages readers and investors to supplement the information in these reports with independent research and 

other professional advice.  Professional, credentialed analysts are paid fully in advance for their initial reports by Opus Group Financial to eliminate a 

pecuniary interest and insure independence.  Opus certifies that no part of the analysts’ compensation was, is, or will be, directly or indirectly, related to 

the specific recommendation or views expressed by the analyst in the report.  Analysts are under contract to Opus Group Financial to provide their 

reports solely for the benefit of the public.  Opus Group Financial is under contract to be paid three thousand dollars for an update research report and 

under agreement for monthly consulting and advisory services. The fees associated with this service are paid to Opus Group Financial and not directly to 

the analyst.   

 


