Edgar Filing: DERMA SCIENCES, INC. - Form 424B4

DERMA SCIENCES, INC.
Form 424B4
February 18, 2010
Filed Pursuant to Rule 424(b)(4)
Registration No. 333-163127
Registration No. 333-164942

Derma Sciences, Inc.

972,000 Shares of Common Stock
Warrants to Purchase 324,000 Shares of Common
Stock

This is a firm commitment public offering. We are offering for sale 972,000 shares of our common stock and warrants
to purchase up to an aggregate of 324,000 shares of our common stock. Each purchaser of a share of our common
stock in this offering will receive a warrant exercisable for one-third of a share of our common stock. In this offering,
we will sell each share of our common stock and warrant to purchase one-third of a share of common stock for $5.00.
The warrants will have a per share exercise price equal to $5.50. The warrants are exercisable immediately,
non-callable, and will expire five years from the date of this prospectus. For a more detailed description of our
common stock and warrants, see Description of Securities on page 31 of this prospectus.

The public offering price of the shares of common stock offered by this prospectus was determined by negotiation
between us and the underwriter based upon market conditions and other factors on the day we priced the securities
covered by this prospectus. The trading price of our common stock is subject to change as a result of market
conditions and other factors and we cannot assure you that the shares sold under this prospectus can be resold at or
above the offering price or that the shares issuable upon exercise of the warrants can be resold at or above the exercise
price of the warrants.

Our common stock currently trades on the NASDAQ Capital Market under the symbol DSCI. On February 16, 2010,
our common stock closed at $5.21. The warrants are not currently listed or quoted and we do not expect to seek a
listing for them or expected them to be quoted on any market.

Investing in our securities involves certain risks. See Risk Factors beginning on page 4 of this prospectus for a

discussion of information that should be considered in connection with an investment in our securities. Neither

the Securities and Exchange Commission 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.

Per Share() Total

Public offering price $5.00 $4.860,000
Underwriting discounts and commissions(?) $0.325 $315,900
Proceeds, before expenses, to us® $4.675 $4,544.100

972,000 Shares of Common StockWarrants to Purchase 324,000 Shares of Common Stock 1
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Does not include shares of common stock underlying warrants. For every share of common stock purchased,

investors will receive a warrant to purchase one-third of a share of common stock.

Does not include a non-accountable expense allowance equal to 0.5% of the gross proceeds of this offering payable

to Rodman & Renshaw, LLC, the representative of the underwriters.

(3)We estimate that the total expenses of this offering, exclusive of the underwriters discount and non-accountable

expense allowance, will be approximately $529,800.

We have granted a 45-day option to the underwriter to purchase additional shares of common stock up to an additional
145,800 shares and warrants to purchase up to 48,600 shares to be offered by us solely to cover over-allotments, if
any. The shares and warrants issuable upon exercise of the underwriter option are identical to those offered by this

prospectus and have been registered under the registration statement of which this prospectus forms a part.

ey
2)

In connection with this offering, we have agreed to issue to the underwriter a warrant to purchase up to 29,160 shares
of common stock constituting the common stock component of the securities sold pursuant to the offering (excluding
the over-allotment) at $6.25 per share, commencing one year from the effective date of the registration statement of
which this prospectus is a part and expiring four years thereafter.

The underwriter expects to deliver the shares and warrants to purchasers in the offering on or about February 22,
2010.

Rodman & Renshaw, LLC

The date of this prospectus is February 16, 2010.

Rodman & Renshaw, LLC 2
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We have not authorized anyone to provide you with information different from that contained or incorporated
by reference to this prospectus. Under no circumstances should the delivery to you of this prospectus or any
sale made pursuant to this prospectus create any implication that the information contained in this prospectus
is correct as of any time after the date of this prospectus. To the extent that any facts or events arising after the
date of this prospectus, individually or in the aggregate, represent a fundamental change in the information
presented in this prospectus, this prospectus will be updated to the extent required by law.
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We own or license the following trademarks: DERMA SCIENCES®, DERMAGRAN®, AMERICAN WHITE
CROSS®, DUMEX®, MEDIHONEY®, ALGICELL®, XTRASORB™, TCC-EZ™, and BIOGUARD™,
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PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus. It does not contain all of the information

that you should consider before investing in our securities. You should read the entire prospectus carefully, including

the section entitled Risk Factors and our consolidated financial statements and the related notes. The words we ,
us and our referto Derma Sciences, Inc. unless the content indicates otherwise.

Our Company

We are a specialty medical device/pharmaceutical company with a primary focus on wound care. We engage in the
manufacture, marketing and sale of three proprietary dermatological related product lines: (1) wound care, (2) wound
closure and specialty securement devices, and (3) skin care. In addition, we have leveraged our expanding
manufacturing capabilities by building a growing private label/original equipment manufacture ( OEM ) business. Our
customers consist of various health care agencies and institutions such as wound care centers, long-term care facilities,
hospitals, home healthcare agencies, physicians offices and closed door pharmacies. We also sell our products through
retail channels such as retail pharmacies, other retail outlets and first-aid kit manufacturers. While we have our own
direct selling organization, our products are principally sold through medical products supply distributors. We
currently sell our products in the United States, Canada and select international markets. Our principal distribution
facilities are located in St. Louis, Missouri, Houston, Texas and Toronto, Canada. Our principal manufacturing facility
is located in Toronto, Canada. We, through our subsidiary Derma Sciences Canada, also lease a light manufacturing
facility in Nantong, China producing labor intensive wound care products.

Derma Sciences, Inc. was organized and incorporated in 1984. In 1994, we completed our initial public offering and
our common stock has been publicly held since that time. Derma Sciences, Inc. and our subsidiaries Sunshine
Products, Inc., Derma Sciences Canada Inc. and Derma First Aid Products, Inc. are referred to collectively in this
prospectus as we or us . Our executive offices are located at 214 Carnegie Center, Suite 300, Princeton, New Jersey
and our telephone number is (609) 514-4744.

Our Website

Our internet address is http://www.dermasciences.com. Our annual report on Form 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K and amendments to reports filed pursuant to Sections 13(a) and 15(d) of the
Securities Exchange Act of 1934, as amended, are made available free of charge on our website as soon as practicable
after these documents are filed with, or furnished to, the Securities and Exchange Commission (  SEC ). Information
contained on our website, however, is not part of this prospectus.

PROSPECTUS SUMMARY 4
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The Offering

Securities we are offering pursuant to this prospectus supplement
972,000 shares of common stock. Each purchaser of a share of common stock will also receive a warrant to purchase
one-third of a share of common stock, or 324,000 shares in the aggregate. The shares of common stock and the
warrants will be issued separately, but can only be purchased together in this offering.

Purchase Price
In this offering, we will sell each share of common stock and warrant to purchase one-third of a share of common
stock for $5.00.

Description of warrants
The warrants will have a per share exercise price equal to $5.50. The warrants are exercisable immediately,
non-callable, and expire five years from the date of issuance. See Description of Warrants.

Common stock to be outstanding after this offering
6,011,468 shares (6,335,468, if the warrants are exercised in full). If the underwriter's over-allotment option is
exercised in full, the total number of shares of common stock outstanding immediately after this offering would be
6,157,268 (6,384,068 if the warrants are exercised in full).

Percentage of common stock to be acquired by new investors

16.2% (20.5% if all of the warrants are exercised).

Use of proceeds after expenses
We will use the proceeds of this offering, estimated to be $3,990,000, to acquire world-wide rights to certain
advanced wound care technology, retire a term loan and for working capital. See Use of Proceeds .

Risk factors
This investment involves a high degree of risk. Investors purchasing our securities should not purchase the securities
unless they can afford the loss of their entire investment. See Risk Factors .

Market for our common stock
Our common stock is quoted on The NASDAQ Capital Market under the symbol DSCI. On February 16, 2010, the
last reported sale price of our common stock on The NASDAQ Capital Market was $5.21.

Market for the warrants
There is no established public trading market for the offered warrants and we do not expect a market to develop. In
addition, we do not intend to apply for listing of the warrants on any national securities exchange.

Underwriter s warrant
In connection with this offering, we have agreed to issue to the underwriter a warrant to purchase up to 29,160
shares sold in this offering (excluding the over-allotment) at $6.25 per share.

Other covenants
We have granted the underwriter a six-month right of first refusal to conduct future offering for us following the date
of this prospectus. See Underwriting.

2
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Summary Financial Information

In the table below we provide you with historical consolidated financial data for the years ended December 31, 2008
and 2007 and the nine month periods ended September 30, 2009 and 2008, derived from our audited and unaudited
consolidated financial statements included elsewhere in this prospectus. Historical results are not necessarily
indicative of the results that may be expected for any future period. When you read this historical selected financial
data, it is important that you read it along with the appropriate historical consolidated financial statements and related
notes and Management s Discussion and Analysis of Financial Condition and Results of Operations included

elsewhere in this prospectus.

Statement of Operations Data

Nine Months Ended Years Ended

September 30, December 31,

2009 2008 2008 2007
Net sales $34,877,658 $37,641,362 $50,199,428 $34,135,401
Cost of sales 24,051,984 27,141,628 35,289,684 22,530,986
Gross profit 10,825,674 10,499,734 14,909,744 11,604,415
Total operating expenses 11,532,685 13,158,323 17,850,189 12,878,437
Operating loss (707,011 ) (2,658,589 ) (2,940,445) (1,274,022)
Total other expense, net 519,118 726,846 962,677 748,549

Loss before (benefit)/provision for income (1226.129)  (3385435) (3.903.122) (2.022.571)

taxes
(Benefit)/provision for income taxes 47,151 ) (3,540 ) 58,815 262,034
Net loss $(1,178,978 ) $(3,381,895) $(3,961,937) $(2,284,605)

Balance Sheet Data

September 30, December 31,

Pro Forma (*)

2009 2008
Current assets $15,410,282 $17,103,720 $ 18,000,282
Total assets $33,334,583 $36,207,322 $ 33,924,583
Current liabilities $ 8,745,138 $10,364,0600 $ 7,545,138

$ 11,827,456 $14,814,824 § 8,427,456
$21,507,127 $21,392,498 §$ 25,497,127

Total liabilities
Total shareholders equity

Pro forma amounts represent September 30, 2009 amounts adjusted to reflect the receipt of net proceeds from the
offering estimated to be $3,990,000, the application of $1.4 million of these proceeds toward the retirement of our
term loan and the application of $2.0 million of restricted cash currently collateralizing the term loan for the
complete retirement of the loan.

3
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RISK FACTORS

This investment involves a high degree of risk and you should purchase shares only if you can afford a complete loss
of your investment. Consider carefully these risk factors and other information in this prospectus.

Risks Associated with Our Business

We have a history of losses and can offer no assurance of future profitability.

We incurred losses of $3,961,937 in 2008, $2,284,605 in 2007, $1,099,990 in 2005, $2,338,693 in 2004, $2,581,337
in 2000, $2,998,919 in 1999 and $1,178,978 for the nine months ended September 30, 2009 (unaudited). At
September 30, 2009, we had an accumulated deficit of $20,842,801 (unaudited). We cannot offer any assurance that
we will be able to generate sustained or significant future earnings.

Our liquidity may be dependent upon amounts available under our existing
line of credit or amounts available through additional debt or equity
financings.

We have a history of operating losses and negative cash flow from operating activities. As such, we have utilized
funds from offerings of our equity securities and lines of credit to fund our operations. We have taken steps to
improve our overall liquidity and believe we have sufficient liquidity to meet our needs for the foreseeable future.
However, in the event our cash flow from operating activities is insufficient to meet our requirements, we may be
forced either to refinance our current line of credit or seek additional equity financing. The sale of additional securities
could result in additional dilution to our shareholders. The incurrence of indebtedness would result in increased debt
service obligations and could result in operating and financing covenants that would restrict our operations. There can
be no assurance that such financing would be available or, if available, that such financing could be obtained upon
terms acceptable to us.

Our foreign operations are essential to our economic success and are subject
to various unique risks.

Our future operations and earnings will depend to a large extent on the results of our operations in Canada and our
ability to maintain a continuous supply of basic wound care products from our operations in China and suppliers in
China and Mexico. While we do not envision any adverse change to our operations in Canada, China or Mexico,
adverse changes to these operations, as a result of political, governmental, regulatory, economic, exchange rate, labor,
logistical or other factors, could have an adverse effect on our future operating results.

The rate of reimbursement for the purchase of our products by government
and private insurance is subject to change.

Sales of several of our wound care products depend partly on the ability of our customers to obtain reimbursement for
the cost of our products from government health administration agencies such as Medicare and Medicaid. Both
government health administration agencies and private insurance firms continuously seek to reduce healthcare costs.
Our ability to commercialize our products successfully will depend in part on the extent to which reimbursement for

Risks Associated with Our Business 7
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the costs of such products and related treatments will be available from government health administration authorities,
private health insurers and other third-party payors. Significant uncertainty exists as to the reimbursement status of
newly approved medical products. The continuing efforts of the government, insurance companies, managed care
organizations and other payors of healthcare services to contain or reduce costs of healthcare may adversely affect:

Our ability to set a price we believe is fair for our products;
Our ability to generate revenues or achieve or maintain profitability; and
The availability to us of capital.

Payors are increasingly attempting to contain healthcare costs by limiting both coverage and the level of
reimbursement, particularly for new therapeutic products or if there is a perception that the target indication of the
new product is well-served by existing drugs or other treatments. Accordingly, even if coverage and reimbursement
are provided, market acceptance of our products would be adversely affected if the amount of coverage and/or
reimbursement available for the use of our products proved to be unprofitable for healthcare providers or less
profitable than alternative treatments.

The rate of reimbursement for the purchase of our products by governmentand private insurance is subjectto chan
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There have been federal and state proposals to subject the pricing of healthcare goods and services to government
control and to make other changes to the U.S. healthcare system. While we cannot predict the outcome of current or
future legislation, we anticipate, particularly given President Obama s focus on healthcare reform, that Congress and

state legislatures will introduce initiatives directed at lowering the total cost of healthcare. In addition, in certain
foreign markets the pricing of drugs is subject to government control and reimbursement may in some cases be
unavailable or insufficient. It is uncertain if future legislative proposals, whether domestic or abroad, will be adopted
that might affect our products. It is also uncertain what actions federal, state or private payors for healthcare treatment
and services may take in response to any such healthcare reform proposals or legislation. Any such healthcare reforms
could have a material and adverse effect on the marketability of any products for which we ultimately receive FDA or
other regulatory agency approval or for which we receive government sponsored reimbursements.

Our success may depend upon our ability to protect our patents and
proprietary technology.

We own patents, both in the United States and abroad, for several of our products, and rely upon the protection
afforded by our patents and trade secrets to protect our technology. Our future success, if any, may depend upon our
ability to protect our intellectual property. However, the enforcement of intellectual property rights can be both
expensive and time consuming. Therefore, we may not be able to devote the resources necessary to prevent
infringement of our intellectual property. Also, our competitors may develop or acquire substantially similar
technologies without infringing our patents or trade secrets. For these reasons, we cannot be certain that our patents
and proprietary technology will provide us with a competitive advantage.

Government regulation plays a significant role in our ability to acquire and
market products.

Government regulation by the United States Food and Drug Administration and similar agencies in other countries is a
significant factor in the development, manufacturing and marketing of many of our products and in our acquisition or
licensing of new products. Complying with government regulations is often time consuming and expensive and may
involve delays or actions adversely impacting the marketing and sale of our current or future products.

Approximately forty percent of our products are sourced from third parties.

Approximately forty percent of our products are sourced in raw, semi-finished and finished form directly from third

party suppliers. None of these suppliers presently account for more than ten percent of our sales. We maintain good

relations with our third party suppliers. There are several third party suppliers available for each of our products. If a

current supplier were unable or unwilling to continue to supply our products, sale of the affected products could be
delayed for the period necessary to secure a replacement.

The technology utilized in many of our advanced wound care products is
licensed from third parties and could become unavailable.

Many of our advanced wound care products utilize technology that we license on an exclusive basis from third parties
These products include Medihoney dressings, Bioguard dressings and MedEfficiency™ total contact casts. The
licensing agreements that we have with the owners of these technologies are of limited duration and renewals of the
agreements are in the discretion of the licensors. In addition, the maintenance of the license agreements requires that
we meet various minimum sales and minimum royalty requirements. If we fail to meet the minimum sales or

Our success may depend upon our ability to protect our patents and proprietary technology.
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minimum royalty requirements of a given license agreement, there is a possibility that the agreement will be cancelled
or not renewed or that our exclusivity under the license agreement will be withdrawn. If any of these events were to
occur, our ability to sell the products utilizing the licensed technology could be lost or compromised and our revenues
and potential profits could be adversely affected.

Competitors could invent products superior to ours and cause our products
and technology to become obsolete.

We operate in an industry where technological developments occur at a rapid pace. We compete with a large number
of established companies and institutions many of which have more capital, larger staffs and greater expertise than we
do. We also compete with a number of smaller companies. Our competitors

The technology utilized in many of our advanced wound care products islicensed from third parties and cold becor
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currently manufacture and distribute a variety of products that are in many respects comparable to our products. While
management has no specific knowledge of products under development by our competitors, it is possible that these
competitors may develop technologies and products that are more effective than any we currently have. If this occurs,
any of our products and technology affected by these developments could become obsolete.

Although we are insured, any material product liability claims could adversely
affect our business.

We sell over-the-counter products and medical devices and are exposed to the risk of lawsuits claiming alleged injury
caused by our products. Among the grounds for potential claims against us are injuries due to alleged product
inefficacy and injuries resulting from infection due to allegedly non-sterile products. Although we carry product
liability insurance with limits of $1.0 million per occurrence and $2.0 million aggregate with $10.0 million in
umbrella coverage, this insurance may not be adequate to reimburse us for all damages that we could suffer as a result
of successful product liability claims. No material product liability claim has ever been made against us and we are
not aware of any pending product liability claims. However, a successful material product liability suit could
adversely affect our business.

Risks Associated with this Offering and Our Capital
Structure

The potential increase in common shares due to the conversion, exercise or
vesting of outstanding dilutive securities may have a depressive effect upon
the market value of our shares.

Without giving effect to the securities to be issued pursuant to the present offering, up to 2,563,599 shares of our
common stock are potentially issuable upon the convers

Risks Associated with this Offering and Our Capital Structure 11



