Edgar Filing: Capnia, Inc. - Form S-4/A

Capnia, Inc.
Form S-4/A

June 23, 2015
Table of Contents

As filed with the Securities and Exchange Commission on June 23, 2015

Registration No. 333-203162

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Amendment No. 2
FORM S-4
REGISTRATION STATEMENT
UNDER

THE SECURITIES ACT OF 1933

CAPNIA, INC.

(Exact name of Registrant as specified in its charter)

Delaware 3841 77-0523891
(State or other jurisdiction of (Primary Standard Industrial (LR.S. Employer
incorporation or organization) Classification Code Number) Identification Number)

3 Twin Dolphin Drive, Suite 160

Redwood City, CA 94065

Table of Contents 1



Edgar Filing: Capnia, Inc. - Form S-4/A
(650) 213-8444

(Address, including zip code, and telephone number, including area code, of Registrant s principal executive
offices)

Anish Bhatnagar
Chief Executive Officer
Capnia, Inc.
3 Twin Dolphin Drive, Suite 160
Redwood City, CA 94065
(650) 213-8444

(Name, address, including zip code, and telephone number, including area code, of agent for service)

Copies to:
Elton Satusky, Esq.
Eric Hsu, Esq.
Wilson Sonsini Goodrich & Rosati
Professional Corporation
650 Page Mill Road
Palo Alto, CA 94304

(650) 493-9300

Approximate date of commencement of proposed sale to the public: As soon as practicable after the effective date
of this Registration Statement.

Table of Contents 2



Edgar Filing: Capnia, Inc. - Form S-4/A

If the securities being registered on this Form are being offered in connection with the formation of a holding
company and there is compliance with General Instruction G, check the following box.

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
check the following box and list the Securities Act registration statement number of the earlier effective registration
statement for the same offering. ~

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering. ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one)

Large accelerated filer ~ Accelerated filer ~
Non-accelerated filer * (Do not check if a smaller reporting company)  Smaller reporting company x
If applicable, place an X in the box to designate the appropriate rule provision relied upon in conducting this
transaction:
" Exchange Act Rule 13e-4(i) (Cross-Border Issuer Tender Offer)

" Exchange Act Rule 14d-1(d) (Cross-Border Third-Party Tender Offer)

CALCULATION OF REGISTRATION FEE

Proposed
Maximum Proposed
Offering Maximum
Amount to Price Aggregate Amount of
be Per Offering Registration
Title of Each Class of Securities to be Registered Registered Unit Price(1) Fee(5)

Series C Warrants to purchase Common Stock®®) 1,616,955

Capnia, Inc. Common Stock, $0.001 par value per

share, reserved for issuance pursuant to the exercise

of Series C Warrants to purchase Common Stock(®®) 1,616,955 $ 625 $ 10,105,968.75 $ 1,174.31

(1) Estimated solely for the purpose of calculating the registration fee.
(2) No fee required pursuant to Rule 457(g) under the Securities Act of 1933, as amended. The Series B warrants will
not be listed.
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(3) Pursuant to Rule 416 under the Securities Act of 1933, as amended, the securities being registered hereunder
include such indeterminate number of additional shares of common stock as may be issued after the date hereof as
a result of stock splits, stock dividends, anti-dilution provisions or similar transactions.

(4) We have calculated the proposed maximum aggregate offering price of the common stock underlying the warrants
by assuming that such warrants are exercisable to purchase common stock at a price per share equal to $6.25.

(5) Registrant previously paid $1,329.42 in connection with previous filings of this registration statement.

The Registrants hereby amend this Registration Statement on such date or dates as may be necessary to delay
its effective date until the registrants shall file a further amendment which specifically states that this
Registration Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of
1933 or until the Registration Statement shall become effective on such date as the Commission acting pursuant
to said Section 8(a) may determine.
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The information in this prospectus may change. We may not complete the exchange offer and issue these
securities until the registration statement filed with the Securities and Exchange Commission is effective. This
prospectus is not an offer to sell these securities and it is not soliciting an offer to buy these securities in any
state where the offer is not permitted.

Prospectus
Subject to Completion, dated , 2015
Offer To Exchange ( Exchange Offer )
Series C Warrants to purchase shares of Common Stock
for
the Cash Exercise of Series B Warrants to purchase shares of Common Stock
of
Capnia, Inc.
THE EXCHANGE OFFER WILL EXPIRE AT 5:00 PM

NEW YORK CITY TIME, ON , 2015, UNLESS EXTENDED (SUCH DATE AND TIME, AS THE
SAME MAY BE EXTENDED, THE EXPIRATION DATE )

We are offering to issue Series C Warrants (to purchase our Common Stock) in exchange for the valid tender and,
upon acceptance, subsequent cash exercise of our Series B Warrants to purchase shares of our Common Stock. In
order to participate in this Exchange Offer, a holder of Series B Warrants will cause the brokerage firm that is the
depository for their Series B Warrants to electronically transfer their unexercised Series B Warrant holdings that they
wish to exchange to the Exchange Agent (as defined below), where such Series B Warrants will be held by the
Exchange Agent until accepted for exercise and exchange for Series C Warrants at the end of the Exchange Offer
period. See Description of Warrants Included in the Exchange Offer and General Terms of the Exchange Offer.

In exchange for the tender and, upon acceptance, subsequent cash exercise of the Series B Warrants, a holder of the
Series B Warrants will receive the number of shares of Common Stock underlying such tendered Series B Warrants
and a Series C Warrant. Each Series C Warrant will: (i) be exercisable at $6.25 per share; (ii) be exercisable for the
number of shares of Common Stock underlying the Series B Warrants that are tendered, and upon acceptance,
subsequently cash exercised by such holders; (iii) be immediately exercisable upon issuance and until March 4, 2020;
and (iv) not include the cashless exercise feature that is contained in the Series B Warrants, which results in an
increasing number of shares of Common Stock issuable without consideration as the price of the Common Stock
decreases.

We are making this offer upon the terms and subject to the conditions described in this prospectus and in the related
Letter of Transmittal which together, as they may be amended from time to time, constitute the Exchange Offer.
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Our Common Stock is currently listed on the NASDAQ Capital Market under the symbol CAPN.
Neither the Securities and Exchange Commission, or SEC, nor any state securities commission has approved or
disapproved of these securities or determined if this prospectus is truthful or complete. Any representation to the

contrary is a criminal offense.

This prospectus is dated , 2015.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus and the documents incorporated by reference herein, contain forward-looking statements regarding

management s expectations, beliefs, strategies, goals, outlook and other non-historical matters. In some cases you can

identify these statements by forward-looking words, such as believe, may, will, estimate, continue, anticipate,
could, would, ©project, plan, potential, seek, expect, goal, or the negative or plural of these words or sim

expressions. These forward-looking statements include, but are not limited to, statements concerning the following:

our expected uses of the net proceeds to us from the Exchange Offer;

our ability to successfully build a sales force and commercial infrastructure for CoSense®

the timing and the success of approvals of any of our planned Nasal CO, products pursuant to our clinical
and regulatory efforts;

whether the results of the trials will be sufficient to support domestic or global regulatory approvals for
any of our planned Nasal CO, products;

our ability to maintain regulatory approval of CoSense or to obtain and maintain regulatory approval of
our planned products;

our expectation that our existing capital resources and the net proceeds from the Exchange Offer will be
sufficient to enable us to successfully meet the capital requirements for all of our current and future
products;

the benefits of the use of CoSense or any of our planned Nasal CO, products;

the projected dollar amounts of future sales of established and novel diagnostics for neonatal hemolysis;

our ability to successfully commercialize any planned products;

the rate and degree of market acceptance of CoSense or any of our planned Nasal CO, products;

our expectations regarding government and third-party payor coverage and reimbursement;
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our ability to manufacture CoSense instruments and consumables in conformity with the FDA s
requirements and to scale up manufacturing of CoSense instruments and consumables to commercial
scale;

our ability to compete with companies that may enter the market with products that compete with
CoSense;

our reliance on third parties to conduct clinical studies;

our reliance on third-party contract manufacturers to manufacture and supply our planned products for
us;

our reliance on our collaboration partners performance over which we do not have control;

our ability to retain and recruit key personnel, including development of a sales and marketing function;

il

Table of Contents



Edgar Filing: Capnia, Inc. - Form S-4/A

Table of Conten

our ability to obtain and maintain intellectual property protection for CoSense or any of our planned
Nasal CO, products;

our estimates of our expenses, ongoing losses, future revenue, capital requirements and our needs for or
ability to obtain additional financing;

our expectations regarding the time during which we will be an emerging growth company under the
Jumpstart Our Business Startups Act;

our ability to identify, develop, acquire and in-license new products and planned products;

our ability to successfully establish and successfully maintain appropriate collaborations and derive
significant revenue from those collaborations;

our financial performance; and

developments and projections relating to our competitors or our industry.
These forward-looking statements are subject to a number of risks, uncertainties and assumptions, including those
described in Risk Factors herein. Moreover, we operate in a very competitive and rapidly changing environment. New
risks emerge from time to time. It is not possible for our management to predict all risks, nor can we assess the impact
of all factors on our business or the extent to which any factor, or combination of factors, may cause actual results to
differ materially from those contained in any forward-looking statements we may make. In light of these risks,
uncertainties and assumptions, the forward-looking events and circumstances discussed in this prospectus may not
occur and actual results could differ materially and adversely from those anticipated or implied in the forward-looking
statements.

You should not rely upon forward-looking statements as predictions of future events. Although we believe that the
expectations reflected in the forward-looking statements are reasonable, we cannot guarantee that the future results,
levels of activity, performance or events and circumstances reflected in the forward-looking statements will be
achieved or occur. We undertake no obligation to update publicly any forward-looking statements for any reason after
the date of this prospectus to conform these statements to actual results or to changes in our expectations.

You should read this prospectus and the documents that we reference in this prospectus and have filed with the SEC
as exhibits to the registration statement of which this prospectus is a part with the understanding that our actual future
results, levels of activity, performance and events and circumstances may be materially different from what we expect.

1ii
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IMPORTANT INFORMATION

Series B Warrants tendered pursuant to the Exchange Offer may be withdrawn: (i) at any time during the period the
Exchange Offer remains open, which is through until the Expiration Date; or (ii) if not yet accepted for payment, after
the expiration of forty business days from the commencement of the Exchange Offer.

Series B Warrants tendered, along with the aggregate cash exercise price and executed, completed and dated Letters of
Transmittal and any other required documents, should be directed to American Stock Transfer & Trust Company

LLC, or, its subsidiary, D.F. King & Co., Inc., who are, together, acting as the Information and Exchange Agent for
the Exchange Offer (the Exchange Agent ). Any requests for assistance in connection with the Exchange Offer or for
additional copies of this prospectus or related materials should be directed to the Exchange Agent. Contact

information for the Exchange Agent is set forth under Exchange Agent. We and our board of directors and the
Exchange Agent have not made any recommendation as to whether or not holders should tender their Series B
Warrants pursuant to the Exchange Offer.

Subject to the terms and conditions set forth in the Exchange Offer, the consideration to which an tendering holder of
the Series B Warrants is entitled pursuant to the Exchange Offer will be paid on the settlement date, which is the date
promptly following the applicable expiration date of the Exchange Offer, subject to satisfaction or waiver (to the
extent permitted) of all conditions precedent to the Exchange Offer.

Notwithstanding any other provision of the Exchange Offer, our obligation to issue Common Stock and a Series C
Warrant for any Series B Warrant validly tendered and not validly withdrawn pursuant to the Exchange Offer is
subject to, and conditioned upon, the satisfaction or waiver of the conditions described herein.

Subject to applicable securities laws and the terms of the Exchange Offer, we reserve the right:

to waive any and all conditions to the Exchange Offer that may be waived by us;

to extend the Exchange Offer;

to terminate the Exchange Offer; or

to otherwise amend the Exchange Offer in any respect in compliance with applicable securities laws and
stock exchange rules.
If the Exchange Offer is withdrawn or otherwise not completed, the consideration (the issuance of Common Stock and
Series C Warrants) will not be made to holders of Series B Warrants who have validly tendered their Series B
Warrants pursuant to the terms of the Exchange Offer, and the Series B Warrants tendered pursuant to the terms of the
Exchange Offer will be promptly returned to the tendering holders.

Only registered holders of Series B Warrants are entitled to tender their Series B Warrants in the Exchange Offer.
Beneficial owners of Series B Warrants that are held of record by a broker, bank or other nominee or custodian must
instruct such nominee or custodian to tender their Series B Warrants for cash and exchange in the Exchange Offer on
the beneficial owner s behalf. A letter of instructions is included in the materials provided along with this prospectus,
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which may be used by a beneficial owner in this process to affect the tender of Series B Warrants for tender pursuant
to the terms of the Exchange Offer. Tendering holders of the Series B Warrants will not be obligated to pay brokerage
fees or commissions to the Exchange Agent or us. If a broker, bank or other nominee or custodian tenders Series B
Warrants for tender on behalf of an tendering holder, such broker, bank or other nominee or custodian may charge a
fee for doing so. Tendering holders who own Series B Warrants through a broker, bank or other nominee or custodian
should consult their broker, bank or other nominee or custodian to determine whether any charges will apply.

v
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MARKET AND INDUSTRY DATA

In this prospectus, we rely on and refer to information and statistics regarding our industry. Where possible, we
obtained this information and these statistics from third party sources, such as independent industry publications,
government publications or reports by market research firms, including company research, trade interviews, and
public filings with the SEC. Additionally, we have supplemented third party information where necessary with
management estimates based on our review of internal surveys, information from our customers and vendors, trade
and business organizations and other contacts in markets in which we operate, and our management s knowledge and
experience. However, these estimates are subject to change and are uncertain due to limits on the availability and
reliability of primary sources of information and the voluntary nature of the data gathering process. As a result, you
should be aware that industry data included in this prospectus, and estimates and beliefs based on that data, may not
be reliable.
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QUESTIONS AND ANSWERS ABOUT THE EXCHANGE OFFER

The following are some questions and answers regarding the Exchange Offer. It does not contain all of the

information that may be important to you. You should carefully read this prospectus to fully understand the terms of

the Exchange Offer, as well as the other considerations that are important to you in making your investment decision.

You should pay special attention to the information provided under the captions entitled Risk Factors and Cautionary
Note Regarding Forward-Looking Statements.

Who is making the Exchange Offer?

Capnia, Inc., a Delaware corporation and the issuer of the Series B Warrants, is making the Exchange Offer. The
mailing address of our principal executive offices is 3 Twin Dolphin Drive, Suite 160, Redwood City, CA 94065. Our
telephone number at these offices is (650) 213-8444. Our Common Stock is currently listed on the NASDAQ Capital
Market under the symbol CAPN. See General Terms of the Exchange Offer.

Why are we making the Exchange Offer?

We are making the Exchange Offer in order to (i) receive cash proceeds from the exercise of the tendered Series B
Warrants, which exercise will occur upon the acceptance of such tender pursuant to the terms of the Exchange Offer,
and (ii) reduce the number of outstanding Series B Warrants that contain a cashless exercise feature that would result
in an increasing number of shares of Common Stock issuable without consideration as the price of our Common Stock
decreases. We believe that reducing the number of Series B Warrants outstanding is appropriate and will promote our
long-term financial viability. See General Terms of the Exchange Offer.

On March 5, 2015, we entered into, and subsequently consummated, a private transaction pursuant to a Warrant
Exercise Agreement (the Warrant Exercise Agreement ) with certain holders of our Series B Warrants (the Private
Transaction ). The Series B Warrants were originally issued in connection with our IPO on November 18, 2014, and
were exercisable for up to an aggregate of 2,449,605 shares of our Common Stock at an exercise price of $6.50 per
share prior to their expiration on February 12, 2016. Pursuant to the Warrant Exercise Agreement, participating
holders of Series B Warrants and we agreed that such Series B Warrant holders would cash exercise their Series B
warrants in full and we would issue to the holders Series C Warrants at an exercise price of $6.25 per share to
purchase up to an aggregate of 589,510 shares of Common Stock, which represented the aggregate number of shares
of Common Stock underlying the Series B Warrants to be cash exercised pursuant to the Warrant Exercise
Agreement. We received gross proceeds of approximately $3.8 million from the cash exercises of the Series B
Warrants in connection with the Private Transaction. In consideration for the cash exercise of the Series B Warrants in
connection with the Private Transaction and pursuant to the terms of the Warrant Exercise Agreement, we issued the
Series C Warrants to such holders of the Series B Warrants.

The Company is now permitting all holders of Series B Warrants to tender their Series B Warrants and receive (i) the
underlying shares of Common Stock issuable on the exercise of such Series B Warrants, which exercise will occur
upon the acceptance of such tender pursuant to the terms of Exchange Offer, and (ii) the Series C Warrants. See

General Terms of the Exchange Offer and Description of Warrants Included in the Exchange Offer Series C Warrants.
When does the Exchange Offer expire?
The Exchange Offer will expire on the Expiration Date at 5:00 p.m., New York City time, on , 2015

unless the Exchange Offer is extended at our sole discretion. See General Terms of the Exchange Offer.
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Can the Exchange Offer be extended?

Yes, we can extend the Exchange Offer. See General Terms of the Exchange Offer Extension, Termination or
Amendment.

vi
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What securities are subject to the Exchange Offer?

We are offering to issue Series C Warrants to the holders of outstanding Series B Warrants who tender such Series B
Warrants on or prior to the Expiration Date, upon the terms and subject to the conditions described in this prospectus
and as permitted under the terms of the Exchange Offer. Our acceptance of the Series B Warrants for exchange
pursuant to the Warrant Exercise Agreement and the closing of the Exchange Offer is subject to the conditions
described under General Terms of the Exchange Offer Conditions of the Exchange Offer.

The Series B Warrants were originally issued in connection with our initial public offering, or IPO, on November 18,
2014 and were exercisable for an aggregate of 2,449,605 shares of Common Stock, at an exercise price of $6.50 per
share, with a term that expires on February 12, 2016. The Series B Warrants contain a cashless exercise feature that
would result in an increasing number of shares of Common Stock issuable without consideration as the price of our
Common Stock decreases. In connection with the Private Transaction and the separate cash exercise of certain of the
Series B Warrants, we entered into a Warrant Exercise Agreement with certain holders of the Series B Warrants
whereby we agreed to issue new Series C Warrants to these holders of Series B Warrants who chose to cash exercise
their Series B Warrants. In consideration for the cash exercise of the Series B Warrants, and pursuant to the terms of
the Warrant Exercise Agreement, the Company issued the Series C Warrants to such exercising holders of Series B
Warrants. Each Series C Warrant issued in the Private Transaction and the Exchange Offer will: (i) be exercisable at
$6.25 per share; (ii) be exercisable for the number of shares of Common Stock underlying the Series B Warrants that
are cash exercised by such holders pursuant to the Warrant Exercise Agreement; (iii) be immediately exercisable upon
issuance and until March 4, 2020; and (iv) not include the cashless exercise feature that is contained in the Series B
Warrants, which feature results in an increasing number of shares of Common Stock issuable without consideration as
the price of our Common Stock decreases.

The Series C Warrants in this Exchange Offer and the sale of the underlying shares of Common Stock will be
registered pursuant to this registration statement at the time the Series C Warrants are issued.

The terms of the Series B Warrants as currently in effect are the same as the terms in effect at the time the Series B
Warrants were originally issued as part of our IPO, and holders are referred to the form of Series B Warrant
Agreement, filed with the Securities Exchange and Commission on November 12, 2014 as Exhibit 4.17 to our Form
S-1/A Registration Statement, for a complete description of the terms governing the Series B Warrants.

What will I receive in the Exchange Offer?

If you validly tender your Series B Warrants pursuant to the Exchange Offer, then, subject to the terms and conditions
of the Exchange Offer, you will receive, in addition to the underlying shares of Common Stock issuable on the
exercise of such Series B Warrants, which exercise will occur upon the acceptance of the tendered Series B Warrants,
Series C Warrants which: (i) are exercisable at $6.25 per share; (ii) are exercisable for the number of shares of
Common Stock underlying the Series B Warrants that were tendered by such holders; (iii) are immediately exercisable
upon issuance and until March 4, 2020, and (iv) do not include the cashless exercise feature that was contained in the
Series B Warrant that results in an increasing number of shares of Common Stock issuable without consideration as
the price of our Common Stock decreases. See Description of Warrants Included in the Exchange Offer Series C
Warrants. The Exchange Offer is subject to the conditions described under General Terms of the Exchange Offer
Conditions of the Exchange Offer.

When are the new Series C Warrants exercisable into shares of Common Stock of the Company?
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The Series C Warrants will be immediately exercisable into shares of Common Stock at an exercise price of $6.25 per
share. To the extent that any such holders of Series B Warrants do not choose to participate in the Exchange Offer,
their Series B Warrants will remain outstanding, unmodified and unexercised, subject to their current terms.

See Description of Warrants Included in the Exchange Offer and General Terms of the Exchange Offer.

vii
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What percentage of the ownership of the Issuer will holders of Series B Warrants beneficially hold if the
Exchange Offer is completed?

Assuming all Series B Warrants originally issued in connection with our IPO (including the Series B Warrants that
were previously cash exercised pursuant to the Private Transaction for 589,510 shares of Common Stock on or about
March 5, 2015, but excluding (i) Series B Warrants to purchase an aggregate of 29,097 shares of Common Stock that
were exercised subsequent to the Private Transaction but prior to commencement of the Exchange Offer (ii) Series B
Warrants to purchase an aggregate of 84,281 shares of Common Stock that were cashless exercised, and (iii) Series B
Warrants to purchase 468 shares of Common Stock that were contributed back to the Company) are tendered as of
June 1, 2015, then such holders of the Series B Warrants shall have purchased an aggregate of 2,206,465 shares of the
Common Stock, at an exercise price of $6.50 per share, and shall receive new Series C Warrants to purchase up to an
aggregate of 2,206,465 shares of Common Stock based on the Series B Warrants outstanding prior to June 1, 2015, at
an exercise price of $6.25 per share.

The total of 4,526,308 shares of Common Stock, consisting of:

(1) 589,510 shares of Common Stock issued on March 5, 2015 in the Private Transaction upon the exercise of Series B
Warrants to purchase 589,510 shares of Common Stock;

(i1) 589,510 shares of Common Stock issuable upon the exercise of Series C Warrants to purchase 589,510 shares of
Common Stock that were issued on March 5, 2015 in the Private Transaction;

(ii1) 29,097 shares of Common Stock issued upon the exercise of Series B Warrants subsequent to the Private
Transaction but prior to commencement of the Exchange Offer;

(iv) 1,616,955 shares of Common Stock issuable upon the exercise of outstanding Series B Warrants eligible for
tender under the Exchange Offer;

(v) 1,616,955 shares of Common Stock issuable upon the exercise of Series C Warrants to purchase 1,616,955 shares
of Common Stock to be issued in the Exchange Offer (assuming that all holders of eligible Series B Warrants tender
their Series B Warrants in full in the Exchange Offer); and

(vi) 84,281 shares of Common Stock issued upon the cashless exercise of 213,575 Series B Warrants exercised prior
to June 1, 2015;

would represent, in the aggregate, approximately 49.6% of our outstanding Common Stock immediately following the
Exchange Offer, based on an aggregate of 9,128,439 shares of Common Stock immediately outstanding following the

consummation of the Exchange Offer, consisting of:

(i) 7,448,389 shares of our Common Stock outstanding as of March 31, 2015, as reported on our Quarterly Report on
Form 10-Q for the period ended March 31, 2015, filed with the SEC on May 4, 2015;

(1) 1,616,955 shares of Common Stock issuable upon the exercise of outstanding Series B Warrants eligible for tender
under the Exchange Offer based on the Series B Warrants outstanding prior to May 1, 2015; and

(ii1) 63,095 shares of Common Stock issued upon the cashless exercise of 161,320 Series B Warrants exercised after
March 31, 2015 but prior to June 1, 2015.
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What is the aggregate number of shares of Common Stock underlying the Series C Warrants that the holders
of Series B Warrants will receive pursuant to the Exchange Offer?

Assuming all Series B Warrants originally issued in connection with our IPO (but excluding (i) the Series B Warrants
that were previously cash exercised pursuant to the Private Transaction for 589,510 shares of

viii
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Common Stock on or about March 5, 2015 (ii) Series B Warrants to purchase an aggregate of 29,097 shares of
Common Stock that were exercised prior to commencement of the Exchange Offer (iii) Series B Warrants to purchase
468 shares of Common Stock that were contributed back to the Company, and (iv) Series B Warrants to purchase an
aggregate of 84,281 shares of Common Stock that were cashless exercised) are tendered and accepted in full pursuant
to the Exchange Offer, then such holders of the Series B Warrants shall have been issued Series C Warrants to
purchase an aggregate of 1,616,955 shares of Common Stock.

Who may participate in the Exchange Offer?

All registered holders of outstanding Series B Warrants as of the date of the commencement of the Exchange Offer
may participate in the Exchange Offer.

Are there any conditions to the Exchange Offer?

Yes. The Exchange Offer is conditioned on the closing conditions described under General Terms of the Exchange
Offer Conditions of the Exchange Offer. We will not be required, but we reserve the right, to accept any tender of a
Series B Warrant for cash exercise and exchange pursuant to the Exchange Offer (or, alternatively, we may terminate
the Exchange Offer) if any of the conditions of the Exchange Offer as described under General Terms of the Exchange
Offer Conditions of the Exchange Offer remain unsatisfied. Among the conditions precedent to the consummation of
the Exchange Offer is that all conditions precedent to the closing of the Exchange Offer shall have been satisfied or
waived by the holders in accordance with the terms of this prospectus and the Letters of Transmittal.

What rights will I lose if I tender my Series B Warrants in the Exchange Offer and receive the new Series C
Warrants?

If you validly tender your Series B Warrants pursuant to the Exchange Offer, then, upon the acceptance of such tender
and subject to the terms and conditions of the Exchange Offer, you will receive the shares of Common Stock
underlying the Series B Warrants and also new Series C Warrants. The features of the Series C Warrant that differ
from the features of the Series B Warrant are as follows: (i) the Series C Warrants are exercisable at $6.25 per share,
whereas the Series B Warrants are exercisable at $6.50 per share; (ii) the Series C Warrants are immediately
exercisable upon issuance and until March 4, 2020, whereas the Series B Warrants are exercisable upon issuance and
until February 12, 2016, and (iii) the Series C Warrants do not include the cashless exercise feature that was contained
in the Series B Warrant that results in an increasing number of shares of Common Stock issuable without
consideration as the price of our Common Stock decreases. See Description of Warrants Included in the Exchange
Offer. The Exchange Offer is subject to the conditions described under General Terms of the Exchange Offer
Conditions of the Exchange Offer.

How can I determine the market value of the Series B Warrants?

The Series B Warrants are not listed on any securities exchange. To the extent that the Series B Warrants have traded,
prices of the Series B Warrants have fluctuated depending, among other things, upon trading volume, the balance
between buy and sell orders, prevailing interest rates, our operating results and financial conditions, our business
prospects and the market for similar securities.

Will the new securities be freely tradable?

The shares of Common Stock issued upon cash exercise of the Series B Warrants and the shares of Common Stock
underlying the Series C Warrants received in the Exchange Offer will be freely tradable in the United States, unless
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you are an affiliate of the Company, as that term is defined in the Securities Act. The Company s Common Stock is
listed on the NASDAQ Capital Market under the symbol CAPN. Our Common Stock may be delisted if we fail to
maintain market capitalization thresholds or if our stock fails to maintain a minimum trading price of $1.00 per share
over a consecutive 30-day trading period. We do not intend to list the

X
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Series C Warrants on the NASDAQ Capital Market or any national or regional securities exchange, and therefore no
trading market for the Series C Warrants will exist upon consummation of the Exchange Offer, and none is likely to
develop. However, the Series C Warrants and the sale of the underlying shares of Common Stock will be registered

pursuant to this registration statement at the time the Series C Warrants are issued.

What risks should I consider in deciding whether or not to tender my Series B Warrants in the Exchange
Offer?

In deciding whether to participate in the Exchange Offer, you should carefully consider the discussion of the risks and
uncertainties relating to the Exchange Offer, our Company and our industry described in the section entitled Risk
Factors, beginning on page 17 of this prospectus.

What happens if I do not participate in the Exchange Offer?

If you currently hold Series B Warrants and do not tender them pursuant to the Exchange Offer, then, following the
expiration of the Exchange Offer, your Series B Warrants will continue to be outstanding according to their terms
unmodified. The terms of the Series B Warrants as currently in effect are the same as the terms in effect at the time the
Series B Warrants were originally issued in our IPO, and holders are referred to the form of Series B Warrant
Agreement, filed with the Securities Exchange and Commission on November 12, 2014 as Exhibit 4.17 to our Form
S-1/A Registration Statement, for a complete description of the terms governing the Series B Warrants.

How do I participate in the Exchange Offer?

To tender your Series B Warrants pursuant to the terms of the Exchange Offer, you must deliver to the Exchange
Agent, on or prior to the Expiration Date, the aggregate cash exercise price for such Series B Warrants being tendered
pursuant to the specified wire instructions and the executed, completed and dated Letter of Transmittal and other
required documents. The Expiration Date is no later than 5:00 p.m., New York City time, , unless
extended as described in this prospectus. See General Terms of the Exchange Offer Extension, Termination or
Amendment.

A holder of Series B Warrants who desires to tender their Series B Warrants pursuant to the Exchange Offer and is a
DTC participant should transfer their Series B Warrants electronically through DTC s automatic tender offer program,
subject to the terms and procedures of that system. See General Terms of the Exchange Offer Transfer of Series B
Warrants Through DTC s Automated Tender Offer Program.

HOLDERS THAT TRANSFER THROUGH DTC NEED NOT SUBMIT A PHYSICAL LETTER OF
TRANSMITTAL TO THE EXCHANGE AGENT IF SUCH HOLDERS COMPLY WITH THE TRANSMITTAL
PROCEDURES OF DTC.

A holder whose Series B Warrants are held by a broker, dealer, commercial bank, trust company or other nominee
must contact that nominee if that holder desires to tender its Series B Warrants and instruct that nominee to tender the
Series B Warrants on the holder s behalf.

May I withdraw my tender of the Series B Warrants?

Yes. You can withdraw the tender of your Series B Warrants in connection with the Exchange Offer (i) at any time

during the period the Exchange Offer remains open or (ii) if not yet accepted for payment, after the expiration of forty
business days from the commencement of the Exchange Offer. See General Terms of the Exchange Offer Withdrawal
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What happens if the tender of my Series B Warrants is not accepted in the Exchange Offer?

If we decide for any valid reason not to accept the tender of your Series B Warrants in connection with the Exchange
Offer, your Series B Warrants will not be deemed to be exercised pursuant to the Exchange Offer and your Series B
Warrants will remain outstanding, unmodified and unexercised, subject to their current terms. The terms of the Series
B Warrants as currently in effect are the same as the terms in effect at the time the Series B Warrants were originally
issued in our IPO, and holders are referred to the form of Series B Warrant Agreement, filed with the SEC on
November 12, 2014 as Exhibit 4.17 to our Form S-1/A Registration Statement, for a complete description of the terms
governing the Series B Warrants. See General Terms of the Exchange Offer Withdrawal of Tender.

Do I need to do anything if I do not wish to tender my Series B Warrants and not receive a new Series C
Warrant?

No. If you do not properly tender your Series B Warrants in connection with the Exchange Offer on or prior to the
Expiration Date, then your Series B Warrants will remain outstanding, unmodified and unexercised, subject to their
current terms. The terms of the Series B Warrants as currently in effect are the same as the terms in effect at the time
the Series B Warrants were originally issued in our IPO.

If I choose to tender my Series B Warrants in the Exchange Offer, do I have to tender all of my Series B
Warrants in full?

No. You may tender all of your Series B Warrants in their entirety, a portion of your Series B Warrants, or none of
your Series B Warrants in connection with the Exchange Offer. See General Terms of the Exchange Offer.

How will I be taxed under United States federal income tax laws upon the cash exercise of my Series B
Warrants and the issuance of my new Series C Warrants if I am a United States holder of Series B Warrants?

We have not obtained and do not intend to obtain a ruling from the Internal Revenue Service ( IRS ) regarding the U.S.

federal income tax consequences of your participation in the Exchange Offer. You should consult with your own tax

advisor with regard to the possibility of any federal, state, local or other tax consequences of this Exchange Offer. See
Certain United States Federal Income Tax Considerations .

Has the Board of Directors adopted a position on the Exchange Offer?

Our board of directors, which we refer to as the Board of Directors or the Board, has approved the Exchange Offer.
However, our directors do not make any recommendation as to whether you should tender your Series B Warrants and
receive Series C Warrants pursuant to the Exchange Offer. You should consult your own financial, tax, legal and other
advisors and must make your own decision as to whether to tender your Series B Warrants and receive Common

Stock and Series C Warrants.

Who will pay the fees and expenses associated with the Exchange Offer?

We will bear all of our fees and expenses incurred in connection with consummating the Exchange Offer.

See General Terms of the Exchange Offer. No brokerage commissions are payable by the holders to the Exchange
Agent or us. If your Series B Warrants or underlying shares of Common Stock issuable upon exercise of the Series B
Warrants are held or will be held through a broker or other nominee on your behalf, your broker or other nominee may

charge you a commission for doing so. You should consult with your broker or other nominee to determine whether
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Do other holders of Series B Warrants support the Exchange Offer?

Yes. Pursuant to the Private Transaction, we have previously entered into a separately negotiated Warrant Exercise
Agreement with certain holders of the Series B Warrants who, in the aggregate, hold 589,510 shares of Common
Stock issued upon the cash exercise of Series B Warrants that occurred on or about March 5, 2015. These shares
represent approximately 24.07% of the 2,449,605 shares of the Common Stock underlying Series B Warrants that
were issued in our IPO and were outstanding immediately prior to the closing of the Private Transaction (as further
described in the prospectus summary below), at an exercise price of $6.50 per share. See The Prior Private
Transaction.

The total of 4,526,308 shares of Common Stock, consisting of:

(1) 589,510 shares of Common Stock issued on March 5, 2015 in the Private Transaction upon the issuance of exercise
of Series B Warrants to purchase 589,510 shares of Common Stock;

(i1) 589,510 shares of Common Stock issuable upon the exercise of Series C Warrants to purchase 589,510 shares of
Common Stock that were issued on March 5, 2015 in the Private Transaction;

(ii1) 29,097 shares of Common Stock issued upon the exercise of Series B Warrants subsequent to the Private
Transaction but prior to commencement of the Exchange Offer;

(iv) 1,616,955 shares of Common Stock issuable upon the exercise of outstanding Series B Warrants eligible for
tender based on the Series B Warrants outstanding prior to June 1, 2015;

(v) 1,616,955 shares of Common Stock issuable upon the exercise of Series C Warrants to purchase 1,616,955 shares
of Common Stock to be issued in the Exchange Offer (assuming that all holders of eligible Series B Warrants tender

their Series B Warrants in full in the Exchange Offer); and

(vi) 84,281 shares of Common Stock issued upon the cashless exercise of 213,575 Series B Warrants exercised prior
to June 1, 2015.

would represent, in the aggregate, approximately 49.6% of our outstanding Common Stock immediately following the
Exchange Offer, based on an aggregate of 9,128,439 shares of Common Stock immediately outstanding following the

consummation of the Exchange Offer, consisting of:

(i) 7,448,389 shares of our Common Stock outstanding as of March 31, 2015, as reported on our Quarterly Report on
Form 10-Q for the three months ended March 31, 2015, filed with the SEC on May 4, 2015;

(1) 1,616,955 shares of Common Stock issuable upon the exercise of outstanding Series B Warrants eligible for tender
based on the Series B Warrants outstanding prior to June 1, 2015; and

(ii1) 63,095 shares of Common Stock issued upon the cashless exercise of 161,320 Series B Warrants exercised after
March 31, 2015, but prior to June 1, 2015.

Who can answer questions concerning the Exchange Offer?

Requests for assistance in connection with the tender of your Series B Warrants pursuant to the Exchange Offer may
be directed to the Exchange Agent for the Exchange Offer, American Stock Transfer & Trust Company, LLC P.O.
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Box 2042, New York, New York 10272-2042, Attention: Reorganization Department; phone: 877-248-6417 or
718-921-8317.
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PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus and does not contain all of the
information that you should consider in making your investment decision. Before deciding to invest in our securities,
you should read this entire prospectus carefully, including the sections of this prospectus entitled Risk Factors and

Management s Discussion and Analysis of Financial Condition and Results of Operations and our financial
statements and related notes contained elsewhere in this prospectus. Unless the context otherwise requires, references
in this prospectus to the company, Capnia, we, us and our referto Capnia, Inc.

Company Overview

We develop novel products based on our proprietary technology for precision metering of gas flow. Our first product,
CoSense®, aids in the diagnosis of hemolysis, a condition in which red blood cells degrade rapidly. When present in
neonates with jaundice, hemolysis is a dangerous condition which can lead to long-term developmental disability.
CoSense has 510(k) clearance for sale in the U.S., with a specific Indication for Use related to hemolysis issued, and
has received CE Mark certification for sale in the European Union, or E.U. CoSense is commercially available in the
U.S., with our first commercial sales occurring in February 2015. CoSense combines a portable detection device with
a single-use disposable sampling set to measure carbon monoxide, or CO, in the portion of the exhaled breath that
originates from the deepest portion of the lung, which is referred to as the end-tidal component of the breath.

Our therapeutic technology involves the use of precisely metered nasal carbon dioxide for the potential treatment of
various diseases. Several randomized placebo-controlled trials have shown its efficacy in the symptomatic treatment
of allergic rhinitis, or AR and we continue to evaluate our options to further develop this product. In addition, we have
recently announced new initiatives for the development of this technology for the treatment of trigeminally mediated
pain disorders, such as cluster headache and trigeminal neuralgia, or TN. We have also applied for orphan drug
designation for TN the latter indication in the U.S.

We continue to focus our research and development efforts on additional diagnostic products based on our Sensalyze
Technology Platform, a portfolio of proprietary methods and devices which enables CoSense and can be applied to
detect a variety of analytes in exhaled breath.

CoSense

Approximately 143 million babies are born annually worldwide, with approximately 9.2 million of these born in the
U.S. and E.U. Over 60% of neonates present with jaundice at some point in the first five days of life. We believe
CoSense has the potential to become a part of routine pre-discharge screening, by aiding in the differential diagnosis
of hemolysis in infants that present with, or are at risk of developing, jaundice. Red blood cell breakdown is a normal
phenomenon, but in certain situations the breakdown is accelerated or is excessive and is referred to as hemolysis. The
most common cause of hospital readmission during the neonatal phase is jaundice, and we expect that CoSense will
help reduce such readmissions. Many causes of jaundice do not represent a significant health threat. However, when
severe jaundice occurs in the presence of hemolysis, rapid diagnosis and treatment may be necessary for infants to
avoid life-long neurological impairment or other disability. Also, unnecessary treatment increases hospital expenses,
is stressful for both infant and parents and may increase morbidity. There is an unmet need, therefore, for more
accurate diagnostics for hemolysis, particularly if they are non-invasive, rapid, and easy to use.

CoSense detects hemolysis by measuring CO in the end-tidal component of the breath, and the measurement

performed with CoSense is referred to as end-tidal carbon monoxide, or ETCO. The American Academy of Pediatrics,
or AAP, guidelines, published in the journal Pediatrics in 2004, recommend ETCO measurement be performed to
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assess the presence of hemolysis in neonates requiring phototherapy, neonates unresponsive to phototherapy or
readmitted for phototherapy and neonates with bilirubin levels approaching
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transfusion levels. These guidelines also note that ETCO is the only test that provides a direct measurement of
bilirubin production because CO is a direct chemical byproduct of hemolysis. Therefore, ETCO provides a direct
indication of the rate of bilirubin production from hemolysis. Measurement of serum bilirubin, whether performed via
a transcutaneous bilirubinometer or via a conventional needle-stick assay, is only indicative of the bilirubin level at a
point in time. It does not capture the rate of bilirubin production or the presence/absence of hemolysis, leaving the
physician uncertain as to the patient s level of risk.

Today, CoSense is the only device commercially available for accurately measuring the ETCO levels associated with
the rate of hemolysis in clinical practice in neonates. As a result, we believe that CoSense is the only device on the
market that enables physicians to practice in accordance with the AAP guidelines when evaluating jaundiced neonates
for potential treatment of hemolysis. Physicians are free to practice in accordance with their own judgment; however,
we believe that the current AAP guidelines will be a significant factor in the adoption of CoSense.

Commercialization

Commercial activities for CoSense have been initiated and we announced the first commercial sales in early 2015.
While our launch efforts will continue to focus on establishing an installed base of devices and building physician
support for the device, we expect sales of the disposable sampling set to be the largest component of our revenue over
time.

We have begun to hire our own sales force to market CoSense to hospitals and other medical institutions in the U.S.
We also intend to use our research and development expertise to develop additional products based on our Sensalyze
Technology Platform that can also be sold by our sales force. Our current development pipeline includes proposed
devices for diagnosing asthma in children, assessing blood carbon dioxide, or CO,, concentration in neonates and
malabsorption in infants with colic.

Sensalyze Technology Platform Research and Development of Additional Diagnostic Products

Our primary focus is currently on the commercialization of CoSense. Once the CoSense business is generating
adequate revenue, we intend to utilize our research and development expertise to develop additional devices that
leverage the capabilities of our Sensalyze Technology Platform. We expect to introduce additional products over time

and intend to develop additional diagnostic tests for analytes that might be found in the exhaled breath. These include
the following diagnostic opportunities:

Nitric oxide or NO, for assessment and management of asthma in infants and young children;

End-tidal CO, for neonates;

Hydrogen breath testing for infants with colic;

Carbon monoxide levels for hemolysis, CO poisoning;
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Acetone, nitrites for diabetes;

Volatile Organic Compounds (VOC) for cancer, heart failure and multiple sclerosis; and

Alkanes, transplant rejection.
We may also license elements of our Sensalyze Technology Platform to other companies that have complementary
development or commercial capabilities.
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Nasal CO, Technology

Our therapeutic technology consists of the use of nasal, non-inhaled CO, for the treatment of the symptoms of allergy,
as well as pain associated with migraine, cluster headache and TN. Serenz, our allergy therapeutic product candidate,
is a treatment for symptoms related to AR, which, when triggered by seasonal allergens, is commonly known as hay
fever or seasonal allergies. Several Phase 2 clinical trials have been completed in which Serenz showed statistically
significant improvements in total nasal symptom scores, or TNSS, in symptomatic patients when compared to
controls. AR is typically an episodic disorder with intermittent symptoms. However, there is no treatment currently
available that provides truly rapid relief of symptoms, other than topical decongestants, which can have significant
side effects. The more optimal therapeutic for an episodic disorder is one that will treat symptoms when they occur,
and can therefore be taken only as needed. We believe that Serenz has an ideal profile for an as-needed therapeutic for
AR and may provide advantages over regularly dosed, slow to act currently marketed products.

We intend to determine the regulatory approval pathway with the U.S. Food and Drug Administration, or FDA, for
Serenz and subsequently to seek partnership or distributorship arrangements for commercialization globally.

We have entered into a collaboration agreement with Clinvest, a research organization dedicated to the advancement
of medicine and health through clinical research, in order to develop a therapeutic product for the treatment of cluster
headaches. Cluster headaches are characterized by recurring bouts of excruciating pain in one side of the head.

We have submitted an application to the FDA, requesting orphan drug designation for our nasal, non-inhaled CO,
technology for the treatment of TN. TN is a clinical condition characterized by debilitating pain in regions of the face
innervated by one or more divisions of the trigeminal nerve. In March of 2015, we received a response from the FDA.
We have responded to the FDA and will continue the orphan drug designation process for TN.

Cluster Headache

Cluster headaches affect approximately 0.2% of the population, and are characterized by recurring bouts of
excruciating pain in one side of the head. In episodic cluster headaches, episodes of pain typically last from 15
minutes to three hours and can occur several times a day over several months before remitting. The same pattern often
recurs multiple times over a patient s lifetime. Approximately 10 to 15% of cluster patients have chronic cluster
headaches, which are characterized by continuing pain with no remission. The pain of cluster headache may be
significantly greater than other conditions, such as severe migraine.

In January 2015, we executed a memorandum of understanding with Clinvest, a division of Banyan Group, Inc., to
conduct an investigator-sponsored clinical trial evaluating our nasal, non-inhaled CO, on up to 25 patients with
episodic cluster headaches.

Trigeminal Neuralgia

TN is a clinical condition characterized by debilitating pain in regions innervated by one or more divisions of the
trigeminal nerve. The pain is typically described as intense, sharp and stabbing, and is often described as one of the
most painful conditions known to humans. It may develop without apparent cause or be a result of another diagnosed
disorder. Peripheral TN is caused by a variety of diseases, including multiple sclerosis and herpes zoster.

The International Headache Society describes TN as a disorder characterized by recurrent unilateral brief electric
shock-like pains, abrupt in onset and termination, limited to the distribution of one or more divisions of the trigeminal

nerve and triggered by innocuous stimuli. There may be persistent background facial pain of moderate intensity.
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Based on the J. Penman 1968 publication in the Handbook of Clinical Neurology, we currently estimate that
approximately 100,000 people are afflicted with TN in the U.S.
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In December 2014, we submitted an application to the FDA requesting orphan drug designation for our nasal,
non-inhaled CO, technology for the treatment of TN. In March of 2015, we received a response from the FDA. We
have responded to the FDA and will continue the orphan drug designation process for TN.

Allergic Rhinitis

Allergic rhinitis, which is commonly and colloquially referred to as allergies, is characterized by symptoms that are
often episodic and include nasal congestion, itching, sneezing and runny nose. It is one of the most common ailments
in the western world and is growing rapidly, making AR one of the largest potential pharmaceutical markets. There
are approximately 39 million sufferers in the U.S. and 48 million in France, Germany, Italy, Spain and the United
Kingdom, and an additional 36 million in Japan, according to research firm GlobalData. Prevalence of AR is growing
rapidly in the developed world. The most common AR drug therapies include antihistamines and intranasal steroids.
Leukotriene inhibitors and other drugs are also currently prescribed to AR patients. Several of these drugs have
generated sales in excess of $1 billion per year as branded products. However, these products have significant
limitations and AR sufferers remain dissatisfied with the available treatments. Thus, there is a need for a more
effective treatment with a faster onset of action and improved safety profile.

AR is a cause of significant morbidity in spite of available treatments. According to the Allergies In America Survey
conducted in 2006, most AR sufferers reported themselves to be less than very satisfied with the products they were
taking for allergy relief. Fifty-two percent reported they had suffered from impaired work performance or missed
work due to their AR symptoms even though 69% had used medication at some point in the prior four weeks. Current
treatments provide incomplete relief from symptoms and have significant side effects such as drowsiness.

Serenz is based upon the observation that non-inhaled CO, delivered at a low-flow rate into the nasal cavity, alleviates
the symptoms of AR. Serenz is a convenient, hand-held device that delivers low-flow CO, to the nasal mucosa. It
contains a pressurized canister of gas, with approximately enough gas to dose as-needed for one to two weeks. The
device is disposable and engineered for ease of use. Our proprietary technology ensures very precise control of aspects
such as flow rate and volume, which we believe are both critical to achieve the desired clinical performance.

In our clinical trials to date, Serenz has shown a large effect size, an onset of effect within 30 minutes and has been
well tolerated. We believe that such a therapeutic index positions Serenz well to be a potential first-line treatment for
any AR sufferer. Serenz can be taken as a stand-alone treatment or as an adjunct to other medications, and can be used
on an as-needed basis.

One Serenz device contains enough gas for approximately 22 doses, which we believe will treat AR for an average of
one to two weeks, depending on frequency of use. We have not determined pricing for Serenz, but expect to price it at
a premium to existing therapies for AR due to the benefits we believe the product provides to patients over such

therapies.

Based on clinical trials to date, we believe Serenz exhibits the ideal characteristics of an AR therapeutic, including:

Rapid relief Locally active

Relief from all nasal symptoms Non-sedating
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Mild side effect profile

No known long-lasting side effects
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Risks Associated With Our Business

Our business is subject to numerous risks and uncertainties related to the development and commercialization of
CoSense, our reliance on third parties for manufacturing, our financial condition and need for additional capital, the
operation of our business, our intellectual property, government regulation and the Exchange Offer and ownership of
our securities. These risks include those highlighted in the section entitled Risk Factors immediately following this
prospectus summary, including the following:

We have a limited operating history and have incurred significant losses since our inception, and we
anticipate that we will continue to incur substantial losses for the foreseeable future. As of March 31,
2015, we had an accumulated deficit of $82 million. We have only one product approved for sale, which,
with our limited operating history, makes it difficult to evaluate our business and assess our future
viability.

CoSense, or any of our planned products, may fail to achieve the degree of market acceptance by
physicians, patients, caregivers, healthcare payors, and others in the medical community necessary for
commercial success.

We have not commercialized any product prior to CoSense, and the challenges involved in establishing a
new sales operation may expose us to a higher than usual level of risk with respect to commercializing
CoSense.

While we have obtained approval to market CoSense in the U.S. and the E.U., our other product
candidates, including our AR treatment product candidate, Serenz, are not currently approved for sale in
the U.S. or the E.U. We may be required to conduct additional clinical trials prior to obtaining approval
for Serenz or for other future products. We may not obtain such approvals for sale on a predictable
timeframe, or at all.

Neither CoSense, nor its associated consumables, have ever been manufactured on a commercial scale,
and there are risks associated with scaling up manufacturing to commercial scale. Our commercial
manufacturing partners may not be successful in achieving the levels of production volume, quality, or
manufacturing costs necessary to support commercial success of CoSense.

After the Exchange Offer, our executive officers, directors and principal stockholders will continue to
maintain the ability to control all matters submitted to stockholders for approval.

We may need additional funds to support our operations, and such funding may not be available to us on
acceptable terms, or at all, which would force us to delay, reduce, or suspend our research and
development programs and other operations or commercialization efforts. Raising additional capital may
subject us to unfavorable terms, cause dilution to our existing stockholders, restrict our operations or
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require us to relinquish rights to our planned products and technologies.

Our business depends on our continuing to satisfy the FDA and any other applicable U.S. and
international regulatory requirements with respect to medical diagnostics or therapeutics, including
requirements which may change or be created in the future.

We have obtained certain key intellectual property relating to CoSense from BioMedical Drug
Development, Inc., or BDDI, and any breach of our asset purchase agreement with BDDI would prevent
or otherwise materially adversely affect our ability to proceed with any development or potential
commercialization of CoSense.
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We need to obtain or maintain patents or other appropriate protection for the intellectual property utilized
in our current and planned product offerings, and we must avoid infringement of third-party intellectual
property.

Corporate information

We were incorporated in Delaware in August of 1999. Our principal executive offices are located at 3 Twin Dolphin
Drive, Suite 160, Redwood City, CA 94065, and our telephone number is (650) 213-8444. Our website address is
www.capnia.com. The information contained on our website is not incorporated by reference into this prospectus, and
you should not consider any information contained on, or that can be accessed through, our website as part of this
prospectus, or in deciding whether to purchase our securities.

We are an emerging growth company, as defined in the Jumpstart Our Business Startups Act of 2012. As such, we are
eligible for exemptions from various reporting requirements applicable to other public companies that are not

emerging growth companies, including, but not limited to, not being required to comply with the auditor attestation
requirements of Section 404 of the Sarbanes-Oxley Act of 2002 and reduced disclosure obligations regarding

executive compensation. We will remain an emerging growth company until the earlier of (1) the last day of the fiscal
year following the fifth anniversary of our IPO, (2) the last day of the fiscal year in which we have total annual gross
revenue of at least $1.0 billion, (3) the date on which we are deemed to be a large accelerated filer, which means the
market value of Common Stock that is held by non-affiliates exceeds $700.0 million as of the prior June 30th, and

(4) the date on which we have issued more than $1.0 billion in non-convertible debt securities during the prior

three-year period.

Capnia, CoSense, Serenz, Sensalyze, our logo and our other trade names, trademarks and service marks

appearing in this prospectus are our property. Other trade names, trademarks and service marks appearing in
this prospectus are the property of their respective holders.
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The Exchange Offer

We are making the Exchange Offer in order to (i) receive cash proceeds from the exercise of the tendered Series B
Warrants, which exercise will occur upon the acceptance of such tendered Series B Warrants pursuant to the terms of
the Exchange Offer, and (ii) reduce the number of outstanding Series B Warrants that contain a cashless exercise
feature that would result in an increasing number of shares of Common Stock issuable without consideration as the
price of the Common Stock decreases. We believe that reducing the number of Series B Warrants outstanding is
appropriate and will promote our long-term financial viability.

On March 5, 2015, pursuant to the Private Transaction, we privately entered into a separately negotiated Warrant
Exercise Agreement with certain holders of the Series B Warrants. Such holders cash exercised their Series B
Warrants for an aggregate of 589,510 shares of Common Stock underlying such Series B Warrants, which shares
represented 24.07% of the total number of shares of Common Stock underlying all Series B Warrants as of
immediately prior to March 5, 2015. In consideration for the cash exercise of the Series B Warrants, and pursuant to
the terms of the Warrant Exercise Agreement, we issued to such holders of the Series B Warrants the Common Stock
underlying such Series B Warrants and the Series C Warrants representing the right to purchase up to 589,510 shares
of Common Stock. Upon the cash exercise of such Series B Warrants, we received gross proceeds of approximately
$3.8 million.

We are now permitting all current holders of Series B Warrants to tender their Series B Warrants and, upon
acceptance of such tender and pursuant to the terms of the Exchange Offer, receive the underlying shares of Common
Stock and the Series C Warrants through this Exchange Offer. You should read the discussions under the headings

General Terms of the Exchange Offer, and Description of Warrants Included in the Exchange Offer Series C Warrants,
respectively, for more information about the Exchange Offer and Series C Warrants. After the Exchange Offer is
completed, you will no longer be entitled to tender your Series B Warrants in exchange for the issuance of new Series
C Warrants and the shares of Common Stock underlying the Series C Warrants.

The Exchange Offer Upon the terms and subject to the conditions described in
this prospectus and in the Letter of Transmittal, we are
offering to issue Series C Warrants, in addition to the
shares of Common Stock underlying the Series B
Warrants, to the holders of outstanding Series B Warrants
who tender such Series B Warrants on or prior to the
Expiration Date (defined below). All Series B Warrants
that are: (i) not tendered prior to the Expiration Date; or
(ii) tendered but withdrawn pursuant to the terms of the
Exchange Offer or, for any reason, not accepted by us, will
continue to be outstanding according to their terms
unmodified.

Price The cost to you for participating in the Exchange Offer is
the aggregate cash exercise price of your Series B
Warrants being tendered in connection therewith. No cash
will be paid to you for participating in the Exchange Offer.
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The Exchange Offer will expire on the Expiration Date,
which is at 5:00 p.m., New York City time, on ,
unless extended by us at our sole discretion.

In all cases, the issuance of shares of Common Stock
underlying the tendered Series B Warrants and the
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Series C Warrants pursuant to the Exchange Offer will be
made only after timely receipt by the Exchange Agent of:

the aggregate cash exercise price for such tendered
Series B Warrants in accordance with the wire
instructions specified in the Letter of Transmittal;

a Book Entry Confirmation (as defined below) with
respect to such tendered Series B Warrants;

the Letter of Transmittal (or a facsimile thereof)
properly completed and duly executed, or an Agent s
Message (as defined below) in lieu thereof; and

any required signature guarantees and other documents
required by the Letter of Transmittal.

In lieu of physically completing and signing the Letter of
Transmittal and delivering it to the Exchange Agent, DTC
participants may electronically transmit their acceptance of
the Exchange Offer through DTC s automated tender offer
program, for which the transaction will be eligible.

By signing or agreeing to be bound by the Letter of
Transmittal and other required documents, you will
represent to us that, among other things:

any Series C Warrants that you receive will be acquired
in the ordinary course of your business;

you have no arrangement or understanding with any
person to participate in the distribution of the Series C
Warrants;

you are not our affiliate, as defined in Rule 405 under
the Securities Act;
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if you are not a broker-dealer, you are not engaged in
and do not intend to engage in the distribution of the
Series C Warrants; and

if you are a broker-dealer, that you will receive Series C
Warrants for your own account in exchange for the
tender of Series B Warrants that were acquired as a
result of market-making activities or other trading
activities and that you will deliver a prospectus in
connection with any resale of such Series C Warrants.
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Procedures for Tendering Series B Warrants Held Through If you are a beneficial owner of Series B Warrants, but the

a Custodian

Withdrawal of Participation in the Exchange

Return of Tendered Series B Warrants and Cash Exercise
Price

Conditions to the Exchange Offer

Exchange Agent

United States Federal Income Tax Considerations
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holder of such Series B Warrants is a custodial entity such
as a bank, broker, dealer, trust company or other nominee,
and you seek to tender your Series B Warrants pursuant to
the Exchange Offer, you must provide appropriate
instructions to such holder of the Series B Warrants in
order to participate through DTC s automated tender offer
program with respect to such Series B Warrants.

Your right to tender any Series B Warrants pursuant to the
Exchange Offer will expire at the Expiration Date.

If we do not accept any Series B Warrants tendered in the
Exchange Offer for any reason described in the terms and
conditions of the Exchange Offer or if a greater number of
Series B Warrants are tendered than the holder of the
Series B Warrants desires to tender in the Exchange Offer
or if the Series B Warrants so tendered are withdrawn
pursuant to the terms of the Exchange Offer, we will return
such Series B Warrants and the cash exercise price
associated therewith without expense to the tendering
holder.

The Exchange Offer is subject to certain customary
conditions, which we may amend or waive. We have the
right, in our sole discretion, to terminate or withdraw the
Exchange Offer if any of the conditions described in this
prospectus are not satisfied or waived. The Exchange Offer
is not conditioned on any minimum number of Series B
Warrants being tendered.

See General Terms of the Exchange Offer Conditions to
the Exchange Offer.

American Stock Transfer & Trust Company, LLC is
serving as the Exchange Agent in connection with the
Exchange Offer. Deliveries should be addressed to:
American Stock Transfer & Trust Company, LLC, Attn:
Reorganization Department, P.O. Box 2042, New York,
New York 10272-2042.
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We recommend that you consult with your own tax advisor
with regard to the possibility of any federal, state, local or
other tax consequences of the Exchange Offer. See Certain
United States Federal Income Tax Considerations for a
discussion of the material U.S. Federal Income Tax
Consequences of participating in the Exchange Offer.
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Use of Proceeds

Terms of Series C Warrants:

Exercise Price

Number of Underlying Shares of Common Stock

Exercise Period

Registration and no Make Whole Cashless Exercise
Feature
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We intend to use the net proceeds from the Exchange Offer
as follows: (i) approximately zero to $6 million to fund
expansion of marketing and medical affairs activities
supporting CoSense, as well as in research, development,
and launch expenses related to additional product
candidates on the Sensalyze platform; (ii) approximately
zero to $4.3 million to fund research and development,
product development and clinical trials regarding our
Nasal CO, Technology; and (iii) the remaining funds, if
any, will be used to fund other general corporate purposes,
which may include the acquisition or licensing of other
products, businesses or technologies, although we have no
plans regarding any specific acquisition candidates at this
time.

See Use of Proceeds .

The Series C Warrants are exercisable at $6.25 per share of
Common Stock, subject to adjustment.

The Series C Warrants are exercisable for the number of
shares of Common Stock underlying the Series B Warrants
that you tendered.

The Series C Warrants are exercisable immediately upon
issuance and until March 4, 2020.

The Series C Warrants and the underlying shares of
Common Stock will be registered pursuant to this
registration statement at the time the Series C Warrants are
issued.

The Series C Warrants do not include the make whole
cashless exercise feature that is contained in the Series B
Warrants that results in an increasing number of shares of
Common Stock issuable without consideration as the price
of the Common Stock decreases.
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See Description of Warrants Included in the Exchange
Offer Series C Warrants.

See Risk Factors and other information included in this
prospectus for a discussion of factors you should consider
carefully before investing pursuant to the terms of this
prospectus.
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The Series C Warrants Issued in the Exchange

In exchange for Series B Warrants tendered pursuant to the terms of the Exchange Offer, the Company will issue the
underlying Common Stock issuable on the exercise of the Series B Warrants, which exercise shall occur upon the
acceptance of such tender, and each of the Series C Warrants in registered form under a warrant agreement (the Series
C Transfer Agent Agreement ) between itself and American Stock Transfer & Trust Company, LLC, as warrant agent
(the Warrant Agent ). The material provisions of the Series B Warrants and the Series C Warrants are set forth herein
but are only a summary and are qualified in their entirety by the provisions of, respectively, the Series B Warrant
Agreement, which was filed with the SEC on November 12, 2014 as Exhibit 4.17 to our Form S-1/A Registration
Statement, and the Series C Warrant Agreement, which has been filed as an exhibit to this registration statement, of
which this prospectus forms a part. Copies of these documents are also available to security holders of the Company
and prospective investors upon request.

Issuer Capnia, Inc., a Delaware corporation.
Securities offered Series C Warrants
Risk factors See Risk Factors and other information included in this

prospectus for a discussion of factors you should consider
carefully before investing pursuant to the terms of this
prospectus.
The Series C Warrants issued in the Exchange Offer entitle the registered holder to purchase one share of our
Common Stock at an exercise price equal to $6.25 per share, subject to adjustment as discussed below, at any time
commencing upon consummation of the Exchange Offer and terminating at 5:00 p.m., New York City time, on
March 4, 2020.

The Series C Warrants and the underlying shares of Common Stock will be registered pursuant to this registration
statement at the time the Series C Warrants are issued.

The Series C Warrants will not be listed on the NASDAQ Capital Market or any other securities exchange.
In addition, the Series C Warrants will not be exercisable to the extent that, after exercise, a holder of Series C
Warrants and/or its affiliates would beneficially own more than 4.99% of the Common Stock outstanding immediately

after giving effect to such exercise; provided, however, that if a holder of Series C Warrants and/or its affiliates
already own 4.99% immediately prior to the issuance of the Series C Warrant, then such limitation will not apply.

11
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SUMMARY FINANCIAL AND OTHER DATA

The following tables summarize our financial data and should be read together with the sections in this prospectus
entitled Unaudited Pro Forma Financial Information,  Selected Financial Data and Management s Discussion and
Analysis of Financial Condition and Results of Operations and our financial statements and related notes included
elsewhere in this prospectus.

We have derived the statement of operations data for the years ended December 31, 2013 and 2014 and the balance
sheet data as of December 31, 2013 and 2014 from our audited financial statements included elsewhere in this
prospectus. The statements of operations data for the three month periods ended March 31, 2015 and March 31, 2014
and the balance sheet data as of March 31, 2015, are derived from our unaudited financial statements included
elsewhere in this prospectus. Our historical results are not necessarily indicative of the results that should be expected
in the future.

(in thousands except share and per share data)

Year Ended Three Months Ended
December 31, March 31,
Statement of Operations Data: 2014 2013 2015 2014
(revised)
Revenue $ $ 3,000 22
Cost of revenue 18
Gross profit 4
Expenses
Research and development 2,242 2,380 878 372
Sales and marketing 253 260
General and administrative 2,665 1,467 1,292 312
Total expenses 5,160 3,847 2,430 684
Operating income (loss) (5,160) (847) (2,426) (684)
Interest and other income (expense)
Interest income 1 2
Interest expense (4,130) (2,860) (D) (388)
Change in value of warrants (6,174) 246
Inducement charge for Series C warrants (3,050)
Other expense, net (3,949) 2) (8)
Net loss $ (13,238) $ (3,707) (11,651) (834)
Weighted average common shares outstanding
Basic and diluted 1,270,033 535,648 6,965,483 535,685

Net loss per share
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Basic and diluted $ (1042 (6.92) (1.67) (1.56)
As of March 31, 2015
Actual Pro Forma
Balance Sheet Data:
Cash and cash equivalents $ 9,529 19,789(D
Working capital 8,964 19,223
Total assets 10,067 20,327
Accumulated deficit (81,989) (88,980)
Total stockholders equity (deficit) (11,303) 6,1473

The pro forma column reflects the following adjustments:

(1) Cash proceeds from the exercise of Series B Warrants at an exercise price of $6.50 to purchase 1,616,955 shares of
common stock to be issued in the Exchange Offer, with an estimated result of $10.3 million, all net of estimated
expenses of $250,000.

12
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(2) The value of 1,616,955 Series C Warrants to be issued as an inducement in the Exchange Offer based on the
Series B Warrants outstanding prior to June 1, 2015, using a Black-Scholes model resulting in an expense of
$7.0 million.

(3) The issuance of 1,616,955 shares of Common Stock upon the exercise of the Series B Warrants in the Exchange
Offer; the issuance of 63,095 shares of Common Stock upon the cashless exercise of 161,320 Series B Warrants
after March 31, 2015 and the derecognition of the Series B Warrant liability for 1,778,275 of Series B Warrants
based on the value, as of March 31, 2015, resulting in a reduction of the Series B Warrant liability and an increase
to Additional paid-in-capital of $14.2 million and the recognition of a liability of $7.0 million for 1,616,955
Series C Warrants using a Black-Scholes model assuming a stock price of $6.40. The Series C Warrants are treated
as a liability because the Company can be obligated to settle these warrants for cash at the option of the warrant
holder upon the occurrence of a Fundamental Transaction, as described in the Series C Warrant agreement.

In addition, in making the adjustments to arrive at the pro forma balance sheet we made the following assumptions:

1. In determining the Series C Warrant value under the Black-Scholes model, we used inputs, including the
Companies stock price, remaining term of 4.93 years, volatility of 86% and applicable discount rate of 1.4%.

2. The Series C Warrants are treated as an inducement to enter into the Exchange Offer. As such, the value of the
Series C Warrants, assuming a stock price of $6.40, would be treated as a current expense, and was therefore an
adjustment to Accumulated deficit in arriving at the pro forma balance sheet.

Background of the Exchange Offer

On November 18, 2014, in connection with our IPO, we issued Series B Warrants to purchase an aggregate of
2,449,605 shares of our Common Stock, at an exercise price of $6.50 per share and with an expiration date of
February 12, 2016. The Series B Warrants contain a cashless exercise feature that results in an increasing number of
shares of Common Stock issuable without consideration as the price of our Common Stock decreases. Such cashless
exercise feature became available commencing on the 121st day after the IPO, or March 12, 2015 through the period
ending on the 15 month anniversary of the date of the IPO, or February 12, 2016. A complete description of the terms
governing the Series B Warrants, are contained in the form of Series B Warrant Agreement, filed with the SEC on
November 12, 2014 as Exhibit 4.17 to our Form S-1/A Registration Statement. Also see Description of Warrant
Included in the Exchange Offer in this prospectus.

On February 23, 2015, our board of directors met to discuss, among other matters, the proposed amendment or
exchange of the Series B Warrants in order to revise or remove the cashless exercise feature contained therein. Our
board of directors then authorized an independent and disinterested special Board sub-committee, or the Disinterested
Committee, consisting of Steinar Engelsen, Stephen Kirnon, and William G. Harris, to review the transaction. Our
board of directors was made aware that Steinar Engelsen held a de minimis number of Series B Warrants, which he
subsequently contributed back to the capital of the company without consideration. As a result, none of the members
of the Disinterested Committee, or their affiliates, hold any Series B Warrants.

The Disinterested Committee met on February 25, 2015. Also present were Anish Bhatnagar and David O Toole, as
members of management, and Elton Satusky of Wilson Sonsini Goodrich & Rosati, our outside legal counsel.
Management and legal counsel reviewed a number of different proposed scenarios regarding the alternatives for the
Series B Warrants, whether through amendment or exchange of the Series B Warrants, including a discussion of the
business and commercial aspects and other advice that management had received from Maxim Group LLC, our lead
underwriter in our IPO. The Disinterested Committee asked specific questions on how the different proposed

Table of Contents 50



Edgar Filing: Capnia, Inc. - Form S-4/A

scenarios would affect the various stakeholders, including holders of Common Stock, holders of warrants, affiliates
and non-affiliates. The Disinterested Committee also inquired about the present circumstances of the company and
other market variables, including the status of the existing Series B Warrants based on our stock
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price and the fact that the Series B Warrants would become exercisable on a cashless basis on March 12, 2015. Legal
counsel advised the Disinterested Committee of their duties to act in the best interests of all stockholders in
contemplating the relative merits of amending or exchanging the Series B Warrants. The Disinterested Committee
discussed various factors, including: (i) the pricing pressure on our Common Stock as a result of the Series B
Warrants; (ii) the benefits of retiring or minimizing the effect of the cashless exercise feature of the Series B Warrants;
(iii) the terms of any proposed amendment to the Series B Warrants, noting that the terms were likely to continue to be
negotiated with the holders; and (iv) the retention of an advisor to manage the process. At the conclusion of the
meeting, the Disinterested Committee then instructed management to gather additional information relating to the
proposed amendment or exchange of the Series B Warrants.

The Disinterested Committee next met on March 2, 2015. Eric Cheng of Maxim Group LLC, Dr. Bhatnagar and

Mr. O Toole as members of management, and outside legal counsel were in attendance at this meeting. The
Disinterested Committee was informed of the current status of the proposed amendment or exchange to the Series B
Warrants and the steps necessary to implement the amendment or exchange of Series B Warrants. Mr. Cheng
discussed the benefits of amending or exchanging the Series B Warrants to the holders of Common Stock, including
the raising of capital at $6.50 per share if the Series B Warrants were exercised in connection with any proposed
amendment or extension, the removal of the dilutive cashless exercise feature of the Series B Warrants, and certain
other related matters. Mr. Cheng then reviewed the proposed timing and process for the proposed amendment or
exchange, and advised the Disinterested Committee on various pertinent matters. Mr. Satusky discussed the steps
following the closing of the private aspect of a proposed amendment or exchange of Series B Warrants. Mr. Satusky
next gave a presentation on the preliminary legal considerations relating to the proposed amendment or exchange of
Series B Warrants, including fiduciary duties, such as the duty of care and the duty of loyalty of the Disinterested
Committee, judicial review of board actions, and other considerations. Management was instructed to perform a
Black Scholes analysis of the relative values of the alternatives being offered to the holders of Series B Warrants based
on certain assumed models. The Disinterested Committee then discussed obtaining a fairness opinion in connection
with the proposed amendment or exchange of Series B Warrants and directed management to determine the cost and
timeline for a fairness opinion from its advisors. The Disinterested Committee informed management to call another
meeting of the Disinterested Committee once additional information was obtained, including knowing the stock price
on the date of the proposed implementation of the amendment or exchange of the Series B Warrants.

The Disinterested Committee next met on March 3, 2015. Dr. Bhatnagar and Mr. O Toole as members of management,
and outside legal counsel were in attendance at this meeting. Dr. Bhatnagar reviewed the current status of the proposal
to amend or exchange the Company s Series B Warrants with the Disinterested Committee. Mr. O Toole advised the
committee that he had obtained a Black Scholes analysis of the relative values of the alternatives being offered to the
holders of Series B Warrants based on certain assumed models. A detailed discussion regarding the various

alternatives followed and the Disinterested Committee confirmed with management that the final deal terms for the
proposed amendment or exchange of Series B Warrants were still not fully negotiated or finally determined. The
Disinterested Committee also reviewed a number of additional scenarios that were proposed at different terms and the
relative merits of such alternative scenarios were discussed.

The Disinterested Committee next met on March 4, 2015 at 1:00 p.m. Pacific time. Dr. Bhatnagar and Mr. O Toole as
members of management, and Mr. Satusky and Ignacio Salceda as outside legal counsel, were in attendance at this
meeting. At this meeting, Dr. Bhatnagar informed the Disinterested Committee of a new revised proposed structure
pursuant to which only one option would be made available to existing holders of the Series B Warrants, whereby any
existing holder of the Series B Warrants who exercised their Series B Warrant would receive a Series C Warrant in
addition to the Common Stock underlying the Series B Warrant, in return and any holder of the Series B Warrants
who did not elect to exercise the Series B Warrant would not receive any new consideration and retain their Series B
Warrant unmodified. Legal counsel presented the Disinterested
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Committee with a litigation risk overview and counseled the Disinterested Committee regarding the ongoing process
as being a key rubric to pursuing the proposed amendment or exchange of the Series B Warrants. As part of the
presentation to the Disinterested Committee, Legal counsel discussed fiduciary duties of the Disinterested Committee
in reviewing the proposed alternatives presented to the Disinterested Committee in connection with amending or
exchanging the Series B Warrants prior to approving such transaction. Legal counsel also advised the Disinterested
Committee on its duty of care in the decision-making process for reviewing and approving the transaction, and to
consider all reasonably available information, to consult with management and external advisors, to consider the
merits, risks and viable alternatives with respect to any transaction, and to fully consider and evaluate any proposed
transaction. Legal counsel further discussed the duty of loyalty owed to the stockholders and potential conflicts of
interest that may arise among members of the Disinterested Committee or our board of directors and the procedures
used in order to have such conflicts of interest addressed and resolved by disinterested or independent members of any
Disinterested Committee or member of our board of directors. Legal counsel discussed the Disinterested Committee s
duty of candor and the business judgment rule advising that the members that any proposed transaction may be
scrutinized in order to ensure that the entire transaction, including both the process of review and approval for the
transaction, as well as the ultimate deal terms of the transaction, were fair and complied with law. Mr. O Toole next
presented the terms of retaining Maxim Group LLC as financial advisor on this transaction. The Disinterested
Committee resolved to proceed with engaging Maxim Group LLC as a financial advisor based on the terms as
presented by management. The Disinterested Committee instructed management to pursue the one option structure
discussed at the meeting, subject to approval of the final deal terms.

Later on March 4, 2015, at 9:30 p.m. Pacific time, the Disinterested Committee, with Dr. Bhatnagar and Mr. O Toole
as members of management, in attendance at this meeting, met to discuss approving the proposed one option structure
for the exercise and exchange of the Series B Warrants. Dr. Bhatnagar reviewed the current status of the proposed
Series B Warrant exercise financing and exchange transaction, noting that final transaction documents, including the
press release, Warrant Exercise Agreement and the form of Series C Warrant, had been previously circulated to the
Disinterested Committee. The Disinterested Committee asked questions of management on the documents and
management answered such questions. Mr. O Toole updated the Disinterested Committee on the status of various
holders of Series B Warrants and their intended participation. It was noted that signature pages were not in hand from
all of the funds and as a result it was determined to adjourn the meeting and reconvene at 4:30 a.m. Pacific time on
March 5, 2015. At 4:30 a.m. Pacific time on March 5, 2015, the Disinterested Committee reconvened. Mr. O Toole
updated the Disinterested Committee on the participation of the holders of the Series B Warrants in the proposed
Series B Warrant exercise and financing transaction. Messrs. O Toole and Satusky reviewed the final transaction deal
terms and documents in detail with the Disinterested Committee, noting the Series C Warrant key terms of $6.25
exercise price and 5-year term. The Disinterested Committee discussed the interests of the company and its
stockholders and resolved to approve the final deal terms and transaction documents reviewed at the meeting.

On March 5, 2015, the final Warrant Exercise Agreement was signed by the holders of the Series B Warrants
participating in the Private Transaction, with signatures placed into escrow, pending wires in the amounts necessary to
exercise the Series B Warrants in accordance with the terms of the Warrant Exercise Agreement. The Private
Transaction closed on March 5, 2015, with Series B Warrants to purchase 589,510 shares of Common Stock being
exercised and exchanged for Series C Warrants, in addition to the shares of Common Stock underlying such Series B
Warrants, to purchase 589,510 shares of Common Stock.
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INTERESTS OF DIRECTORS IN THE EXCHANGE OFFER

Entities affiliated with both Edgar Engleman, a member of our board of directors affiliated with Vivo Ventures, and
Ernest Mario, our Chairman, each of whom are stockholders and major investors in our company, hold Series B
Warrants to purchase an aggregate of 1,240,750 shares of Common Stock. In light of the interests that certain directors
had in the Exchange Offer due to their affiliation with stockholders and major investors who hold Series B Warrants,
our board of directors formed a Disinterested Committee and delegated to them the responsibility to review and
evaluate the Exchange Offer. See  Background of the Exchange Offer . Each member of our board of directors was
made aware of any interests or potential interests related to the Exchange Offer and specifically (i) with respect to

Dr. Engleman, the ownership by Vivo Ventures and their affiliates of Series B Warrants to purchase 940,792 shares of
Common Stock, (ii) with respect to Dr. Mario, the ownership by Dr. Mario and his affiliates of Series B Warrants to
purchase 299,958 shares of Common Stock, and (iii) with respect to Steinar Engelsen, his ownership of Series B
Warrants to purchase 468 shares of Common Stock. In connection with his appointment to the Disinterested
Committee, on March 3, 2015, Mr. Engelsen contributed his Series B Warrants to purchase 468 shares of Common
Stock back to the company without consideration.

If Vivo Ventures and Dr. Mario, and any affiliated entities, tender all of their outstanding Series B Warrants in full,
then they will be issued Series C Warrants to purchase an aggregate of 1,240,750 shares of Common Stock. If,
following the Exchange Offer, and assuming that all holders of Series B Warrants, including our insiders, tendered all
their Series B Warrants in exchange for the shares of Common Stock underlying such Series B Warrants and the
corresponding issuance of Series C Warrants, then our insiders would hold approximately 51.20% of the outstanding
Series C Warrants and 51.20% of the outstanding shares of Common Stock, in either case excluding (i) 29,097 shares
of Common Stock issued upon the exercise of Series B Warrants subsequent to the Private Transaction but prior to
April 1, 2015, the date we filed our original registration statement on this Form S-4, and (ii) 468 shares of Common
Stock issuable upon the exercise of Series B Warrants contributed to the company, but including 589,510 shares of
Common Stock issued upon cash exercise of Series B Warrants as part of the Private Transaction and the
corresponding issuance of Series C Warrants to purchase 589,510 shares of Common Stock. Our insiders would
beneficially own 67.92% of our Common Stock, including 57.68% by Vivo Ventures and affiliated entities and
16.80% by Dr. Mario and affiliated entities. None of our directors were or are affiliated, either directly or indirectly,
with the parties who exercised their Series B Warrants and received Series C Warrants as part of the Private
Transaction that occurred on March 5, 2015.
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RISK FACTORS

Prospective participants in the Exchange Offer should carefully consider all of the information contained in this
prospectus, including the risks and uncertainties described below, which could materially affect our business, financial
condition or future results. The risks described below are not the only risks facing our company. Risks and
uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely
affect our business, financial condition and/or operating results.

Risks Related to the Exchange Offer

Your tender of Series B Warrants for the issuance of the underlying Common Stock and Series C Warrants will not
be accepted if you fail to follow the Exchange Offer procedures.

We will issue you Common Stock and Series C Warrants pursuant to the Exchange Offer only after a timely receipt of
your exercise notice and aggregate cash exercise price, a properly completed and duly executed Letter of Transmittal
and all other required documents. Therefore, if you want to tender your Series B Warrants in connection with the
Exchange Offer, please allow sufficient time to ensure timely processing. If we do not receive your cash exercise
notice and aggregate cash exercise price, Letter of Transmittal and other required documents as part of the tender of
your Series B Warrants by the Expiration Date, we will not accept your tender of Series B Warrants in exchange for
the issuance of the underlying Common Stock and Series C Warrants. We are generally under no duty to give
notification of defects or irregularities with respect to the tender of your Series B Warrants pursuant to the terms of the
Exchange Offer. If there are defects or irregularities with respect to your tender of Series B Warrants, we may not
accept your tender of Series B Warrants pursuant to the terms of the Exchange Offer.

If you do not properly tender your Series B Warrants in connection with the Exchange Offer, your original Series
B Warrants will continue to remain unexercised and be subject to the existing terms contained therein unmodified,
including transfer restrictions, and you may be unable to sell your outstanding Series B Warrants.

We have not registered the Series B Warrants and do not intend to do so following the Exchange Offer. Series B
Warrants that are not tendered in connection with the Exchange Offer will therefore continue to remain unexercised
and be subject to the existing transfer restrictions and may be transferred only in limited circumstances under
applicable securities laws. As a result, if you hold original Series B Warrants after the Exchange Offer, you may be
unable to sell your original Series B Warrants and the value of the original Series B Warrants may decline. We have
no obligation, and do not currently intend, to file an additional registration statement to cover the resale of the Series
B Warrants, although the shares of Common Stock underlying the Series B Warrants upon exercise thereof are subject
to an effective registration statement.

Due to the speculative nature of the Series C Warrants, there is no guarantee that the Series C Warrants will ever
be profitable for holders of Series C Warrants to exercise the Series C Warrants.

The Series C Warrants offered as part of the Exchange Offer do not confer any rights of Common Stock ownership on
their holders, such as voting rights or the right to receive dividends, but rather merely represent the right to acquire
shares of Common Stock at a fixed price for a limited period of time. Specifically, following issuance of the warrants,
Series C Warrant holders may exercise their right to acquire the underlying Common Stock and pay an exercise price
of $6.25 per share prior to the expiration of the approximately five-year term. In certain circumstances, the Series C
Warrants may be exercisable on a cashless basis. There can be no assurance that the market price of the Common
Stock will ever equal or exceed the exercise price of the Series C Warrants, and, consequently, whether it will ever be
profitable for holders of the Series C Warrants to exercise the Series C Warrants.
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We will incur significant costs in conducting the Exchange Olffer.
The Exchange Offer has also resulted, and will continue to result, in significant costs to us, including advisory and

professional fees paid in connection with evaluating our alternatives under the Series B Warrants and pursuing the
Exchange Offer and the issuance of the new Series C Warrants.
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We have not obtained a third party determination that the Exchange Offer is fair to holders of the Series B
Warrants.

We are not making a recommendation as to whether holders of the Series B Warrants should tender their Series B
Warrants in exchange for the issuance of underlying Common Stock and Series C Warrants. We have not retained and
do not intend to retain any unaffiliated representative to act solely on behalf of the holders of the Series B Warrants
for purposes of negotiating the Exchange Offer or preparing a report concerning the fairness of the Exchange Offer.
We cannot assure holders of the Series B Warrants that the value of the consideration received in the Exchange Offer
will in the future equal or exceed the value of the Series B Warrants tendered, and we do not take a position as to
whether you ought to participate in the Exchange Offer.

If holders of the Series B Warrants have claims against us resulting from their acquisition or ownership of the
Series B Warrants, they will give up those claims if they tender their Series B Warrants in the Exchange Olffer.

By tendering the Series B Warrants in the Exchange Offer, upon closing of the Exchange Offer, holders of the Series
B Warrants will be deemed to have released and waived any and all claims they, their successors and their assigns
have or may have had against us, our affiliates and their stockholders, and our directors, officers, employees,
attorneys, accountants, advisors, agents and representatives, in each case whether current or former, as well as the
directors, officers, employees, attorneys, accountants, advisors, agents and representatives of our affiliates and our
stockholders, arising from, related to, or in connection with their acquisition or ownership of the Series B Warrants,
unless those claims arise under federal or state securities laws.

Because it is not possible to estimate the likelihood of their success in pursuing any legal claims or the magnitude of
any recovery to which they ultimately might be entitled, it is possible that the consideration that the holders of Series
B Warrants receive in the Exchange Offer will have a value less than what they own today. Moreover, holders who do
not tender their Series B Warrants in the Exchange Offer will continue to have the right to prosecute their claims
against us.

There will be no public trading market for the Series C Warrants, and your ability to sell such Series C Warrants
will be limited.

There is no existing public market for the new Series C Warrants. No market for the new Series C Warrants may
develop, and any market that develops may not persist. We cannot assure you as to the liquidity of any market that
may develop for the new Series C Warrants, your ability to sell your new Series C Warrants or the price at which you
would be able to sell your new Series C Warrants.

We do not intend to apply for listing of the new Series C Warrants on any securities exchange or other market;
however, the Series C Warrants and the shares of Common Stock underlying the Series C Warrants received in the
Exchange Offer will be registered pursuant to this registration statement.

As a holder of the new Series C Warrants, you will not be entitled to any rights with respect to our Common Stock,
but you will be subject to all changes made with respect to our Common Stock.

If you hold any of our new Series C Warrants, you will not be entitled to any rights with respect to our Common Stock
(including, without limitation, voting rights and rights to receive any dividends or other distributions, if any, on our
Common Stock), but you will be subject to all changes affecting our Common Stock. You will have rights with
respect to our Common Stock only when we deliver shares of Common Stock to you upon exercise of your new Series
C Warrants. For example, if an amendment is proposed to our certificate of incorporation or bylaws requiring
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stockholder approval and the record date for determining the shareholders of record entitled to vote on the amendment
occurs prior to the delivery of Common Stock, if any, to you, you will not be entitled to vote on the amendment with
respect to the shares of Common Stock that are subject to such delivery, although you will nevertheless be subject to
any changes in the powers, preferences or special rights of our Common Stock.
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Income tax consequences of participation in this Exchange Olffer.

We have not obtained and do not intend to obtain a ruling from the Internal Revenue Service, or IRS, regarding the
U.S. federal income tax consequences of the Exchange Offer. You should consult with your own tax advisor with
regard to the possibility of any federal, state, local or other tax consequences of this Exchange Offer. See Certain
United States Federal Income Tax Considerations .

Risks related to our financial condition and capital requirements

We have a limited operating history and have incurred significant losses since our inception, and we anticipate that
we will continue to incur substantial losses for the foreseeable future. We have only one product approved for sale,
and have generated limited commercial sales to date, which, together with our limited operating history, makes it
difficult to evaluate our business and assess our future viability.

We are a developer of therapeutics and diagnostics with a limited operating history. Other than CoSense, which has
received 510(k) clearance from the FDA and CE Mark certification in the E.U., we have no other products currently
approved. Evaluating our performance, viability or future success will be more difficult than if we had a longer
operating history or approved products for sale on the market. We continue to incur significant research and
development and general and administrative expenses related to our operations. Investment in medical device product
development is highly speculative, because it entails substantial upfront capital expenditures and significant risk that
any potential planned product will fail to demonstrate adequate accuracy or clinical utility. We have incurred
significant operating losses in each year since our inception, and expect that we will not be profitable for an indefinite
period of time. As of March 31, 2015, we had an accumulated deficit of $82.0 million.

We expect that our future financial results will depend primarily on our success in launching, selling and supporting
CoSense and other products. This will require us to be successful in a range of activities, including manufacturing,
marketing and selling CoSense. We are only in the preliminary stages of some of these activities. We may not succeed
in these activities and may never generate revenue that is sufficient to be profitable in the future. Even if we are
profitable, we may not be able to sustain or increase profitability on a quarterly or annual basis. Our failure to achieve
sustained profitability would depress the value of our company and could impair our ability to raise capital, expand
our business, diversify our planned products, market our current and planned products, or continue our operations.

We currently have generated limited product revenue and may never become profitable.

To date, we have not generated significant revenues from commercial product sales, and have not generated sufficient
revenues from licensing activities to achieve profitability. Our ability to generate significant revenue from product
sales and achieve profitability will depend upon our ability, alone or with any future collaborators, to successfully
commercialize products, including CoSense, Serenz, or any planned products that we may develop, in-license or
acquire in the future. Our ability to generate revenue from product sales from planned products also depends on a
number of additional factors, including our ability to:

develop a commercial organization capable of sales, marketing and distribution of any products for
which we obtain marketing approval in markets where we intend to commercialize independently;

achieve market acceptance of CoSense and our other future products, if any;
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set a commercially viable price for CoSense and our other future products, if any;

establish and maintain supply and manufacturing relationships with reliable third parties, and ensure
adequate and legally compliant manufacturing to maintain that supply;

obtain coverage and adequate reimbursement from third-party payors, including government and private
payors;
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find suitable distribution partners for CoSense or, if approved, Serenz to help us market, sell and
distribute our approved products in other markets;

demonstrate the safety and efficacy of Serenz to the satisfaction of FDA and obtain regulatory approval
for Serenz and planned products, if any, for which there is a commercial market;

complete and submit applications to, and obtain regulatory approval from, foreign regulatory authorities;

complete development activities, including any potential Phase 3 clinical trials of Serenz, successfully
and on a timely basis;

establish, maintain and protect our intellectual property rights and avoid third-party patent interference or
patent infringement claims; and

attract, hire and retain qualified personnel.
In addition, because of the numerous risks and uncertainties associated with product development, including that
Serenz or any planned products may not advance through development or achieve the endpoints of applicable clinical
trials, we are unable to predict the timing or amount of increased expenses, or when or if we will be able to achieve or
maintain profitability. In addition, our expenses could increase beyond expectations if we decide, or are required by
the FDA or foreign regulatory authorities, to perform studies or clinical trials in addition to those that we currently
anticipate. Even if we are able to complete the development and regulatory process for Serenz or any planned
products, we anticipate incurring significant costs associated with commercializing these products.

Even if we are able to generate significant revenue from the sale of CoSense, Serenz or any planned products that may
be approved, we may not become profitable and may need to obtain additional funding to continue operations. If we
fail to become profitable or are unable to sustain profitability on a continuing basis, then we may be unable to
continue our operations at planned levels and be forced to reduce or shut down our operations.

Our operating results may fluctuate significantly, which makes our future operating results difficult to predict and
could cause our operating results to fall below expectations or below our guidance.

Our quarterly and annual operating results may fluctuate significantly in the future, which makes it difficult for us to
predict our future operating results. From time to time, we may enter into collaboration agreements with other
companies that include development funding and significant upfront and milestone payments or royalties, which may
become an important source of our revenue. Accordingly, our revenue may depend on development funding and the
achievement of development and clinical milestones under any potential future collaboration and license agreements
and sales of our products, if approved. These upfront and milestone payments may vary significantly from period to
period, and any such variance could cause a significant fluctuation in our operating results from one period to the next.
In addition, we measure compensation cost for stock-based awards made to employees at the grant date of the award,
based on the fair value of the award as determined by our board of directors, and recognize the cost as an expense over
the employee s requisite service period. As the variables that we use as a basis for valuing these awards change over
time, including our underlying stock price and stock price volatility, the magnitude of the expense that we must
recognize may vary significantly. Furthermore, our operating results may fluctuate due to a variety of other factors,
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many of which are outside of our control and may be difficult to predict, including the following:

the cost and risk of initiating sales and marketing activities, including substantial hiring of sales and
marketing personnel;

the timing and cost of, and level of investment in, research and development activities relating to our
planned products, which will change from time to time;
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our ability to enroll patients in clinical trials and the timing of enrollment;

the cost of manufacturing CoSense and any planned products, which may vary depending on FDA
guidelines and requirements, the quantity of production and the terms of our agreements with
manufacturers;

expenditures that we will or may incur to acquire or develop additional planned products and
technologies;

the design, timing and outcomes of clinical studies for Serenz and any planned products or competing
planned products;

changes in the competitive landscape of our industry, including consolidation among our competitors or
potential partners;

any delays in regulatory review or approval of Serenz or any of our planned products;

the level of demand for CoSense, and for Serenz and any planned products, should they receive approval,
which may fluctuate significantly and be difficult to predict;

the risk/benefit profile, cost and reimbursement policies with respect to our future products, if approved,
and existing and potential future drugs that compete with our planned products;

competition from existing and potential future offerings that compete with CoSense, Serenz or any of our
planned products;

our ability to commercialize CoSense or any planned product inside and outside of the U.S., either
independently or working with third parties;

our ability to establish and maintain collaborations, licensing or other arrangements;

our ability to adequately support future growth;

potential unforeseen business disruptions that increase our costs or expenses;
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future accounting pronouncements or changes in our accounting policies; and

the changing and volatile global economic environment.
The cumulative effects of these factors could result in large fluctuations and unpredictability in our quarterly and
annual operating results. As a result, comparing our operating results on a period-to-period basis may not be
meaningful. Investors should not rely on our past results as an indication of our future performance. This variability
and unpredictability could also result in our failing to meet the expectations of industry or financial analysts or
investors for any period. If our revenue or operating results fall below the expectations of analysts or investors or
below any forecasts we may provide to the market, or if the forecasts we provide to the market are below the
expectations of analysts or investors, the price of our Common Stock could decline substantially. Such a stock price
decline could occur even when we have met any previously publicly stated revenue or earnings guidance we may
provide.

We may need additional funds to support our operations, and such funding may not be available to us on
acceptable terms, or at all, which would force us to delay, reduce or suspend our research and development
programs and other operations or commercialization efforts. Raising additional capital may subject us to
unfavorable terms, cause dilution to our existing stockholders, restrict our operations, or require us to relinquish
rights to our planned products and technologies.
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The commercialization of CoSense, as well as the completion of the development and the potential commercialization
of planned products, will require substantial funds. As of March 31, 2015, we had approximately $9.5 million in cash
and cash equivalents. Our future financing requirements will depend on many factors, some of which are beyond our
control, including the following:

the cost of activities and added personnel associated with the commercialization of CoSense, including
marketing, manufacturing, and distribution;

the cost of preparing to manufacture CoSense instruments and consumables on a larger scale;

the degree and rate of market acceptance of CoSense, and the revenue that we are able to collect from
sales of CoSense as a result;

our ability to set a commercially attractive price for CoSense devices and consumables, and our
customers perception of the value relative to the prices we set;

our ability to clarify the regulatory path in the U.S. for Serenz, and the potential requirement for
additional pivotal clinical studies;

the timing of, and costs involved in, seeking and obtaining approvals from the FDA and other regulatory
authorities for Serenz and other planned products;

our ability to obtain a partner for Serenz on attractive economic terms, or engage in commercial sales of
Serenz on our own or through distributors;

the costs of filing, prosecuting, defending and enforcing any patent claims and other intellectual property
rights and/or the loss of those rights;

our ability to enter into distribution, collaboration, licensing, commercialization or other arrangements
and the terms and timing of such arrangements;

the emergence of competing technologies or other adverse market developments;

the costs of attracting, hiring and retaining qualified personnel;
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unforeseen developments during our clinical trials;

unforeseen changes in healthcare reimbursement for any of our approved products;

our ability to maintain commercial scale manufacturing capacity and capability with a commercially
acceptable cost structure;

unanticipated financial resources needed to respond to technological changes and increased competition;

enactment of new legislation or administrative regulations;

the application to our business of new regulatory interpretations;

claims that might be brought in excess of our insurance coverage;

the failure to comply with regulatory guidelines; and

the uncertainty in industry demand.
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We do not have any material committed external source of funds or other support for our commercialization and
development efforts. Until we can generate a sufficient amount of product revenue to finance our cash requirements,
which we may never do, we expect to finance future cash needs through a combination of public or private equity
offerings, debt financings, collaborations, strategic alliances, licensing arrangements and other marketing and
distribution arrangements. Additional financing may not be available to us when we need it or it may not be available
on favorable terms. If we raise additional capital through marketing and distribution arrangements or other
collaborations, strategic alliances or licensing arrangements with third parties, we may have to relinquish certain
valuable rights to Serenz, CoSense, or potential planned products, technologies, future revenue streams or research
programs, or grant licenses on terms that may not be favorable to us. If we raise additional capital through public or
private equity offerings, the ownership interest of our existing stockholders will be diluted, and the terms of these
securities may include liquidation or other preferences that adversely affect our stockholders rights. If we raise
additional capital through debt financing, we may be subject to covenants limiting or restricting our ability to take
specific actions, such as incurring additional debt, making capital expenditures or declaring dividends. If we are
unable to obtain adequate financing when needed, we may have to delay, reduce the scope of, or suspend one or more
of our clinical studies or research and development programs or our commercialization efforts.

Risks related to the development and commercialization of our products

Our success depends heavily on the successful commercialization of our CoSense device to aid in diagnosis of
neonatal hemolysis. If we are unable to sell sufficient numbers of our CoSense instruments and disposables, our
revenues may be insufficient to achieve profitability.

CoSense is our sole product approved for sale. As a result, we will derive substantially all of our revenues from sales
of CoSense devices and consumables for the foreseeable future. If we cannot generate sufficient revenues from sales,
we may be unable to finance our continuing operations.

We have not commercialized any product in the past, and may not be successful in commercializing CoSense.

We have no history of successful product launches. Our efforts to launch CoSense into the neonatology marketplace
are subject to a variety of risks, any of which may prevent or limit sales of the CoSense instruments and consumables.
Furthermore, commercialization of products into the medical marketplace is subject to a variety of regulations
regarding the manner in which potential customers may be engaged, the manner in which products may be lawfully
advertised, and the claims that can be made for the benefits of the product, among other things. Our lack of experience
with product launches may expose us to a higher than usual level of risk of non-compliance with these regulations,
with consequences that may include fines or the removal of CoSense from the marketplace by regulatory authorities.

If we are unable to execute our sales and marketing strategy for CoSense, and are unable to gain acceptance in the
market, we may be unable to generate sufficient revenue to sustain our business.

Although we believe that CoSense and our planned products represent promising commercial opportunities, our
products may never gain significant acceptance in the marketplace and therefore may never generate substantial
revenue or profits for us. We will need to establish a market for CoSense and build that market through physician
education, awareness programs, and other marketing efforts. Gaining acceptance in medical communities depends on
a variety of factors, including clinical data published or reported in reputable contexts, and word-of-mouth between
physicians. The process of publication in leading medical journals is subject to a peer review process and peer
reviewers may not consider the results of our studies sufficiently novel or worthy of publication. Failure to have our
studies published in peer-reviewed journals may limit the adoption of our current test and our planned tests.
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Our ability to successfully market CoSense and our planned products will depend on numerous factors, including:

the outcomes of clinical utility studies of such diagnostics in collaboration with key thought leaders to
demonstrate our products value in informing important medical decisions such as treatment selection;

the success of the sales force which we have only begun to hire;

whether healthcare providers believe such tests provide clinical utility;

whether the medical community accepts that such tests are sufficiently sensitive and specific to be
meaningful in patient care and treatment decisions; and

whether hospital administrators, health insurers, government health programs and other payors will cover
and pay for such tests and, if so, whether they will adequately reimburse us.
Failure to achieve widespread market acceptance of CoSense and our planned products would materially harm our
business, financial condition and results of operations.

If physicians decide not to order CoSense in significant numbers, we may be unable to generate sufficient revenue
to sustain our business.

To generate demand for CoSense and our other planned products, we will need to educate neonatologists,
pediatricians, and other health care professionals on the clinical utility, benefits and value of the tests we provide
through published papers, presentations at scientific conferences, educational programs and one-on-one education
sessions by members of our sales force. In addition, we will need support of hospital administrators that the clinical
and economic utility of CoSense justifies payment for the device and consumables at adequate pricing levels. We need
to hire additional commercial, scientific, technical and other personnel to support this process.

In addition, although treatment guidelines recommend end-tidal carbon monoxide, or ETCO testing, physicians are
free to practice in accordance with their own judgment, and may not adopt ETCO testing to the extent recommended
by the guidelines, or at all. AAP guidelines recommend ETCO measurement be performed to assess the presence of
hemolysis in neonates requiring phototherapy, neonates unresponsive to phototherapy or readmitted for phototherapy,
and neonates with bilirubin levels approaching exchange transfusion levels. Furthermore, AAP guidelines are updated
approximately every ten years, and the current guidelines were published in 2004, so the guidelines may change in the
near term.

If we cannot convince medical practitioners to order and pay for our current test and our planned tests, and if we
cannot convince institutions to pay for our current test and our planned tests, we will likely be unable to create
demand in sufficient volume for us to achieve sustained profitability.

If CoSense, or our other planned products, do not continue to perform as expected, our operating results,

reputation and business will suffer.
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Our success depends on the market s confidence that CoSense and our other planned products can provide reliable,
high-quality diagnostic results. We believe that our customers are likely to be particularly sensitive to test defects and
errors, and prior products made by other companies for the same diagnostic purpose have failed in the marketplace, in
part as a result of poor diagnostic accuracy. As a result, the failure of CoSense or our planned products to perform as
expected would significantly impair our reputation and the clinical usefulness of such tests. Reduced sales might
result, and we may also be subject to legal claims arising from any defects or errors.
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If our sole final-assembly manufacturing facility becomes damaged or inoperable, or we are required to vacate the
facility, our ability to sell CoSense and to and pursue our research and development efforts may be jeopardized.

We currently manufacture CoSense instruments and consumables. These are comprised of components sourced from a
variety of contract manufacturers, with final assembly and calibration completed at our facility in Redwood City,
California. We do not have any backup final-assembly facilities. We depend on contract manufacturers for our
CoSense components, and for some of these we rely on a sole supplier. The San Francisco Bay area has experienced
serious fires and power outages in the past, and is considered to lie in an area with significantly above-average
earthquake risk. Our facilities and equipment, or those of our sole-source suppliers, could be harmed or rendered
inoperable by natural or man-made disasters, including fire, earthquake, flooding and power outages. Any of these
may render it difficult or impossible for us to manufacture products for some period of time. If our facility is
inoperable for even a short period of time, the inability to manufacture our current products, and the interruption in
research and development of our planned products, may result in the loss of customers or harm to our reputation or
relationships with scientific or clinical collaborators; we may be unable to regain those customers or repair our
reputation in the future. Furthermore, our facilities and the equipment we use to perform our research and
development work could be costly and time-consuming to repair or replace.

If we cannot compete successfully with other diagnostic modalities, we may be unable to increase or sustain our
revenues or achieve and sustain profitability.

Our principal competition comes from mainstream diagnostic methods, used by physicians for many years, which
focus on invasive blood tests such as the Coombs test, blood counts and serum bilirubin. In addition, transcutaneous
monitors of bilirubin also create a competitive threat. It may be difficult to change the methods or behavior of
neonatologists and pediatricians to incorporate CoSense in their practices in conjunction with or instead of blood tests.

In addition, several larger companies have extensive sales presence in the neonatology area and could potentially
develop non-invasive diagnostic tests that compete with CoSense or our planned products. These include General
Electric Healthcare, Philips, Draeger, Covidien, Masimo, Natus Medical, and CAS Medical. Some of our present and
potential competitors have widespread brand recognition and substantially greater financial and technical resources
and development, production and marketing capabilities than we do. Others may develop lower-priced tests that
payors and physicians could view as functionally equivalent to our current or planned tests, which could force us to
lower the list price of our tests. This would impact our operating margins and our ability to achieve and maintain
profitability. If we cannot compete successfully against current or future competitors, we may be unable to increase or
create market acceptance and sales of our current or planned tests, which could prevent us from increasing or
sustaining our revenues or achieving