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PRELIMINARY—SUBJECT TO COMPLETION—DATED JANUARY 5, 2017

TO THE STOCKHOLDERS OF CAPNIA, INC.—
YOUR VOTE IS VERY IMPORTANT
,2017

Dear Stockholders,

A special committee of the board of directors of Capnia, Inc., or Capnia, and the board of directors of Essentialis, Inc., or Essentialis, have adopted and
approved an Agreement and Plan of Merger (referred to as the merger agreement) pursuant to which, subject to stockholder approvals and certain other
closing conditions, Company E Merger Sub, Inc., or Merger Sub, a wholly-owned subsidiary of Capnia will merge with and into Essentialis, with Essentialis
continuing as the surviving entity (referred to herein as the merger). If the merger is completed, Capnia will issue up to a maximum of 22,834,806 shares of
Capnia common stock, par value $0.001 per share, or Capnia common stock, in connection with the transactions contemplated by the merger
agreement, or the merger transaction. No fractional shares of Capnia common stock will be issued in the merger.

In addition, Capnia has also received indications of interest from investors who have indicated that they will purchase 8,333,333 shares of Capnia
common stock at a price of $0.96 per share immediately following the merger, if the merger is completed on or before April 30,2017 and subject to other
customary conditions (referred to as the merger financing). Additionally, funds affiliated with Sabby Management, LLC, or Sabby, have a right to participate
in any financings by Capnia pursuant to the securities purchase agreement between Sabby and Capnia dated as of June 29,2016, and may purchase up to an
additional 2,781,250 shares of Capnia common stock for an aggregate purchase price of $2,670,000 (referred to as the Sabby participation right, together
with the merger financing is referred to as the concurrent financing, and the concurrent financing, together with the merger transaction, are referred to as the
transactions). If the concurrent financing is completed, Capnia could issue up to a maximum of up to 11,114,583 shares of Capnia common stock in
connection with the concurrent financing (assuming Sabby exercises the Sabby participation right in full).

If the transactions are completed, Capnia will issue up to a maximum of 33,949,389 shares of Capnia common stock in the aggregate in the
transactions. The shares to be issued in connection with the merger would represent approximately 35.95%, the shares to be issued in connection with the
concurrent financing would represent approximately 17.50% (assuming full exercise of the Sabby participation right), and the shares held by existing Capnia
stockholders following the transactions would represent approximately 50.93% (inclusive of shares issued by Sabby upon exercise of the Sabby participation
right in full), in each case, of the outstanding shares of Capnia common stock, including shares of Capnia common stock issued upon conversion of Capnia
Series B preferred stock, and assuming the maximum number of shares are issued in the transactions.

Capnia is also proposing to amend its 2014 Equity Incentive Plan, or the 2014 Plan, to increase the total number of shares of its common stock reserved
for issuance under the 2014 Plan by 8,929,188 shares of common stock, to a new total of 13,467,951 shares.

Capnia common stock is listed on The Nasdaq Capital Market and trades under the symbol “CAPN.” As of [®], 2017, the last trading day before the
date of'this proxy statement, the last reported sales price of Capnia common stock at the end of regular trading hours, as reported on The Nasdaq Capital
Market, was $[e].

In connection with the merger, Capnia stockholders are invited to attend a special meeting of Capnia stockholders to be held on ,2017, at
[a.m./p.m.], Pacific Time, at Capnia’s principal executive offices located at 1235 Radio Road, Suite 110, Redwood City, California 94065.

At the Capnia special meeting, Capnia stockholders will be asked (i) to vote on a proposal to approve the issuance of up to a maximum of 22,834,806
shares of Capnia common stock in the merger pursuant to the terms of the merger agreement (referred to as the merger share issuance proposal); (ii) to vote on
a proposal to approve the issuance of up to a maximum of up to 11,114,583 shares of Capnia common stock in connection with the
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concurrent financing, which is conditioned upon approval of the merger share issuance proposal (the merger share issuance proposal and the concurrent
financing share issuance proposal are collectively referred to as the share issuance proposals); (iii) to approve an amendment to the 2014 Plan to add
8,929,188 shares of Capnia common stock to the total number of shares of Capnia common stock reserved for issuance under the 2014 Plan (referred to as the
2014 Plan amendment proposal); and (iv) to vote on a proposal to adjourn the Capnia special meeting if necessary or advisable to permit further solicitation
of proxies in the event there are not sufficient votes at the time of the special meeting to approve the share issuance proposal (referred to as the adjournment
proposal). A special committee of the board of directors of Capnia, acting with the authority ofthe full board, unanimously determined that the merger
agreement, the merger, and the other transactions contemplated by the merger agreement, including the concurrent financing, as well as the 2014 Plan
amendment, are advisable and in the best interests of Capnia’s stockholders, and unanimously approved and adopted the merger agreement and the 2014
Plan amendment. The Capnia special committee unanimously recommends that Capnia stockholders vote “FOR” the merger share issuance proposal,
“FOR” the concurrent financing share issuance proposal, “FOR” 2014 Plan amendment proposal, and “FOR” the adjournment proposal.

We encourage you to read carefully this proxy statement before voting, including the section entitled “Risk Factors” beginning on page 19 of this
proxy statement.

Your vote is very important. Capnia cannot complete the transactions or amend the 2014 Plan unless Capnia stockholders approve the share
issuance proposals and the 2014 Plan amendment proposal. Whether or not you plan to attend the Capnia special meeting, please vote promptly by
mailing a completed proxy card in the enclosed return envelope (which is postage prepaid if mailed in the United States) or complete your proxy by
following the instructions supplied on the proxy card for voting by telephone or on the Internet (or, if your shares are held in “street name” through a broker,
bank, or other nominee holder, by following the voting instructions provided by such broker, bank, or other nominee holder).

Sincerely,

Anish Bhatnagar, M.D.

President and Chief Executive Officer
Capnia, Inc.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or passed
upon the adequacy or accuracy of this proxy statement. Any representation to the contrary is a criminal offense.

This proxy statement is dated ,2017, and is first being mailed to stockholders of Capnia on or about ,2017.
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Capnia, Inc.
1235 Radio Road, Suite 110
Redwood City, California 94065
(650) 213-8444

NOTICE OF SPECIAL MEETING OF CAPNIA STOCKHOLDERS
To the Stockholders of Capnia, Inc.:

Capnia, Inc. will hold a special meeting of stockholders on ,2017 at Capnia’s principal executive offices located at 1235 Radio Road, Suite
110, Redwood City, California 94065, at [a.m./p.m.], Pacific Time. Capnia is holding the meeting to consider proposals:

1. to approve the issuance of up to a maximum of 22,834,806 shares of Capnia common stock, par value $0.001 per share, or Capnia common
stock, pursuant to the terms of the Agreement and Plan of Merger, dated as of December 22,2016, or the merger agreement, by and among
Capnia, Essentialis, Inc., Company E Merger Sub, Inc., a wholly-owned subsidiary of Capnia, or Merger Sub, and Neil Cowen, solely in his
capacity as the Stockholders Representative (referred to as the merger share issuance proposal);

2. toapprove the issuance of up to a maximum of 11,114,583 shares of Capnia common stock pursuant to indications of interest received by
Capnia between December 9, 2016 and December 14,2016 and the right to participate in such financing by funds affiliated with Sabby
Management, LLC, or Sabby, which is conditioned upon the approval of the merger share issuance proposal (referred to as the concurrent
financing share issuance proposal, and together with the merger share issuance proposal, the share issuance proposals);

3. to approve an amendment to the 2014 Plan to increase the number of shares of Capnia common stock reserved under the 2014 Plan by 8,929,188
shares (referred to as the 2014 Plan amendment proposal); and

4. to adjourn the Capnia special meeting if necessary or advisable to permit further solicitation of proxies in the event there are not sufficient votes
at the time of the special meeting to approve the share issuance proposals or the 2014 Plan amendment proposal (referred to as the adjournment
proposal).

Any action on the items of business described above may be considered at the special meeting at the time and on the date specified above or at any
time and date to which the special meeting may be properly adjourned or postponed.

A special committee of the board of directors of Capnia, acting with the full authority of the Capnia board, has unanimously (i) determined that each of
the proposals outlined above are advisable and in the best interests of Capnia’s stockholders, (ii) approved and adopted the merger agreement and the
transactions contemplated therein, and (iii) resolved to recommend approval of the share issuance proposals and resolved to recommend approval of the 2014
Plan amendment proposal by the stockholders of Capnia.

The Capnia special committee unanimously recommends that Capnia stockholders vote “FOR” the merger share issuance proposal, “FOR” the
concurrent financing share issuance proposal, “FOR” the 2014 Plan amendment proposal, and “FOR” the adjournment proposal.

You are entitled to vote only if you were a Capnia stockholder of record as of the close of business on the record date, ,2017. Alist of
stockholders eligible to vote at the Capnia special meeting will be available for inspection at the special meeting and at the offices of Capnia in Redwood
City, California, during regular business hours for a period of no less than 10 days prior to the special meeting.

Your vote is important. Capnia cannot complete the merger, the concurrent financing transaction, or the 2014 Plan amendment proposal unless
Capnia’s stockholders approve the share issuance proposals
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and the 2014 Plan amendment proposal. Whether or not you plan to attend the special meeting, please vote promptly by mailing a completed proxy card in
the enclosed return envelope (which is postage prepaid if mailed in the United States) or complete your proxy by following the instructions supplied on the
proxy card for voting by telephone or on the Internet (or, if your shares are held in “street name” through a broker, bank, or other nominee holder, by
following the voting instructions provided by such broker, bank, or other nominee holder).

A special committee of Capnia’s board of directors has fixed the close of business on ,2017 as the record date for the determination of
stockholders entitled to notice of and to vote at the special meeting and at any adjournment or postponement thereof. Whether you plan to attend the special
meeting or not, it is important that you cast your vote either in person or by proxy. Regardless of the number of shares you own, please vote your shares as
soon as possible. For your convenience, you may vote by telephone by calling toll-free at 1-800-PROXIES (1-800-776-9437) in the United States or 1-718-
921-8500 from foreign countries or via the Internet at www.voteproxy.com and following the instructions on the enclosed proxy card. When you have
finished reading the proxy statement, you are urged to vote in accordance with the instructions set forth in this proxy statement. We encourage you to vote by
proxy so that your shares will be represented and voted at the meeting, whether or not you can attend.

Thank you for your continued support of Capnia, Inc. We look forward to seeing you at the special meeting.
By Order of the Board of Directors,
Anish Bhatnagar, M.D.
President and Chief Executive Officer

,2017
Redwood City, California

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE SPECIAL MEETING OF STOCKHOLDERS TO
BE HELD ON ,2017: The proxy statement and the accompanying materials are being mailed on or about ,2017 to all
stockholders entitled to vote at the special meeting. A copy of the proxy statement is also available at www.capnia.com under the “Investors” link.
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SUMMARY TERM SHEET

The following is a summary of the information contained in this proxy statement and may not contain all of the information that is important to you.

Information about the Companies

Capnia, Inc. (See page 80)

” G ”

Capnia, Inc., a Delaware corporation and referred to in this proxy statement as “Capnia,” “we,” “us” or “our,” is a diversified healthcare company that
develops and commercializes innovative diagnostics, devices and therapeutics addressing unmet medical needs. We have a number of commercial products
based on our proprietary technologies, including those which utilize precision metering of gas flow. Our most recent product to launch commercially
utilizing our precision metering of gas flow technology is Serenz® Allergy Relief, or Serenz, which has a CE Mark certification for sale in the European
Union, or E.U. Serenz is a proprietary handheld device that delivers non-inhaled CO2 topically to the nasal mucosa. Serenz is used only when needed, and
does not need to be used on a scheduled basis. Pilot commercial sales of Serenz began in the United Kingdom, or U.K., and Ireland in the second quarter of
2016. Capnia’s common stock is traded on The Nasdaq Capital Market (sometimes referred to as Nasdaq in this proxy statement) under the symbol “CAPN”.
The principal executive offices of Capnia are located at 1235 Radio Road, Suite 110, Redwood City, California 94065, and its telephone number is
(650)213-8444.

Essentialis, Inc. (See page 70)

Essentialis, Inc., a Delaware corporation, and referred to in this proxy statement as “Essentialis,” is a privately held, clinical stage biotechnology
company focused on the development of breakthrough medicines for the treatment of rare metabolic diseases where there is increased mortality and risk of
cardiovascular and endocrine complications. To date, Essentialis’s efforts have focused primarily on developing and testing product candidates that target
the ATP-sensitive potassium channel, a metabolically regulated membrane protein whose modulation has the potential to impact a wide range of rare
metabolic, cardiovascular, and CNS diseases. Essentialis has tested Diazoxide Choline Controlled Release Tablet, or DCCR, as a treatment for Prader-Willi
syndrome, a complex metabolic/neurobehavioral disorder. Essentialis’s principal executive office is located at 7915 Corte Cardo, Carlsbad, California, and
its telephone number is (760) 444-0446.

Merger Sub

Company E Merger Sub, Inc., referred to in this proxy statement as Merger Sub, is a newly-formed Delaware corporation and wholly-owned subsidiary
of Capnia, formed for the sole purpose of effecting the merger. Merger Sub has not conducted any activities other than those incidental to its formation and
the matters contemplated by the merger agreement, including the preparation of regulatory filings, ifany, in connection with the merger.

The Transactions (See page 33)
The Merger (See page 33)

On December 22, 2016, Essentialis, Capnia, Merger Sub, and Neil Cowen, in his capacity as stockholders’ representative, entered into an Agreement
and Plan of Merger (referred to in this proxy statement as the merger agreement) whereby at the effective time of the merger (referred to in this proxy
statement as the effective time), Merger Sub will merge with and into Essentialis with Essentialis surviving the merger as a wholly-owned subsidiary of
Capnia (referred to in this proxy statement as the merger). Consummation of the merger is subject to various closing conditions, including Capnia
consummating a financing of at least $8 million at, or substantially contemporaneous with, the closing of the merger (referred to in this proxy statement as
the merger financing), and the receipt of Capnia stockholder approval at the Capnia special meeting, all as further described in the section captioned “The
Merger Agreement—Conditions to Obligations to Complete the Merger” beginning

1
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on page 55. We refer to the merger financing and the Sabby participation right (as further described below) as the concurrent financing. We refer to the
concurrent financing and the merger in this proxy statement as the transactions. Capnia expects to complete the merger after all of the conditions to
completion of the merger contained in the merger agreement are satisfied or waived, including after receiving stockholder approval at the Capnia special
meeting and consummation of the concurrent financing. Capnia currently expects to complete the merger promptly after the Capnia special meeting.
However, it is possible that factors outside of our control could require us to complete the merger at a later time or not complete at all.

Under the terms of the merger agreement, at the effective time of the merger, Capnia will issue an aggregate of 17,354,453 shares of Capnia common
stock in accordance with the terms of the merger agreement. In addition, Capnia will hold-back an additional 913,392 shares of Capnia common stock as
partial recourse to satisfy indemnification claims made by Capnia under the merger agreement, and such shares of Capnia common stock will be issuable
under the merger agreement on the one year anniversary of the closing (subject to the limitations set forth in the merger agreement). Furthermore, upon the
achievement of a development milestone associated with Essentialis’s product in accordance with the terms of the merger agreement, Capnia will be
obligated to issue an additional 4,566,961 shares of Capnia common stock. Additionally, upon the achievement of certain commercial milestones associated
with the sale of Essentialis’s product in accordance with the terms of the merger agreement, Capnia will be obligated to make cash earnout payments of a
maximum of $30 million. The merger consideration described above that is issuable or payable to Essentialis stockholders will be reduced by any such shares
of Capnia common stock issuable, or cash earnout payments payable, to Essentialis’s management carve-out plan participants and other service providers of
Essentialis, in each case, in accordance with the terms of the merger agreement.

Assuming that Capnia issues all of the shares of Capnia common stock held back by Capnia and the development milestone is achieved, Capnia would
issue a total 0f 22,834,806 shares of Capnia common stock pursuant to the merger agreement, representing approximately 43.58% of Capnia’s outstanding
common stock, based on the number of outstanding shares as of January 4, 2017 (inclusive of shares of Capnia Series B convertible preferred stock on an as
converted basis), and prior to giving effect to the concurrent financing. See the section of this proxy statement entitled “The Transactions” beginning on
page 33.

The Concurrent Financing (See page 34)

As noted above, the consummation of the merger is subject to Capnia consummating a financing of at least $8 million at or substantially
contemporaneous with the closing of the merger, or the merger financing. Between December 9 and December 14,2016, Capnia received non-binding
indications of interest from current stockholders of Essentialis and certain new investors in Capnia indicating that they will purchase 8,333,333 shares of
Capnia common stock at a price of $0.96 per share in the merger financing, for an aggregate purchase price of $8 million. In addition, funds affiliated with
Sabby Management, LLC, referred to as Sabby, have a right to participate in any financings by Capnia (including the merger financing) pursuant to the
securities purchase agreement between Sabby and Capnia dated as of June 29,2016, and purchase up to an additional 2,781,250 shares of Capnia common
stock. We refer to Sabby’s right to participate in the merger financing as the Sabby participation right, and the Sabby participation right together with the
merger financing, as the concurrent financing. If Sabby exercises the Sabby participation right in full, Capnia would issue up to an aggregate of 11,114,583
shares of Capnia common stock to investors in the concurrent financing, representing approximately 17.50% of Capnia’s outstanding common stock
(inclusive of shares of Capnia Series B convertible preferred stock on an as converted basis), after giving effect to the merger, the issuance of the holdback
shares and shares issuable upon achievement of the development milestone. Additionally, Sabby may, in its sole discretion, elect not to exercise the Sabby
participation right, or elect to exercise only a portion of the right. In the event Sabby elects not to exercise the Sabby participation right, or to exercise the
Sabby participation right in part, the number of shares issuable in the concurrent financing would be equal to the 8,333,333 shares issuable in the merger
financing plus the number of shares represented by the portion of the Sabby participation right actually exercised, if any.

2
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The consummation of'the concurrent financing is subject to certain conditions, including the completion of the merger on or before April 30,2017,
and the approval of the issuance of the shares in the merger and the concurrent financing by Capnia stockholders at the Capnia special meeting.

Effect of the Transactions on Capnia Stockholders (See page 9)

Capnia stockholders will continue to hold their existing shares of Capnia common stock following the transactions, however, the issuance of the shares
in the transactions will dilute the ownership and voting interests of Capnia’s current stockholders.

Immediately after the closing of the transactions, and assuming Sabby exercises the Sabby participation right in full, but before the issuance of the
holdback shares or the shares issuable upon achievement of the development milestone, former Essentialis stockholders, management carve-out plan
participants and service providers will hold approximately 29.90% of the outstanding shares of Capnia common stock, participants in the concurrent
financing will hold approximately 19.15% of the outstanding shares of Capnia common stock (exclusive of any shares held by such participants prior to the
concurrent financing) and the current holders of Capnia common stock will hold approximately 50.95% of the outstanding shares of Capnia common stock,
based on 29,566,952 shares of Capnia common stock outstanding as of January 4,2017 (inclusive of 16,786,952 shares of Capnia common stock outstanding
and, 12,780,000 shares issuable upon conversion of Capnia Series B convertible preferred stock). If all of the shares subject to the holdback are released, the
development milestone is achieved, and the maximum number of shares of Capnia common stock is issued in connection with the transaction, former
Essentialis stockholders, management carve-out plan participants and service providers will hold approximately 35.95% ofthe outstanding shares of Capnia
common stock, participants in the concurrent financing will hold approximately 17.50% of the outstanding shares of Capnia common stock (exclusive of any
shares held by such participants prior to the concurrent financing) and the current holders of Capnia common stock will hold approximately 46.55% ofthe
outstanding shares of Capnia common stock, based on 29,566,952 shares of Capnia common stock outstanding as of January 4,2017 (inclusive of
16,786,952 shares of Capnia common stock outstanding and, 12,780,000 shares issuable upon conversion of Capnia Series B convertible preferred stock).

Recommendation of the Capnia Special Committee and Reasons for the Transactions (See page 39)

In evaluating the transactions, the special committee of the Capnia board of directors, or the special committee, acting with the authority of the full
Capnia board of directors, considered a number of factors, including the benefits described in this proxy statement and the positive and negative factors
described in the section captioned “The Transactions—Recommendation of the Special Committee and Capnia’s Reasons for the Transactions” beginning
on page 39. In light of such factors, at a meeting of the special committee held on December 21, 2016, the special committee unanimously determined that
the merger agreement, the merger, and the other transactions contemplated thereby, including the concurrent financing, are advisable and in the best interests
of'the Capnia stockholders, and unanimously approved and adopted the merger agreement. The special committee believes that the transactions will be
beneficial because they are expected to, among other things, (a) provide us with a clinical-stage product candidate with the potential to address diseases with
unmet medical need, and (b) provide us with the capital needed to pursue clinical and regulatory approval of such product candidates.

On January 4,2017, the special committee approved an amendment to the 2014 Plan to increase the total number of shares of its common stock
reserved for issuance under the 2014 Plan by 8,929,188 shares of common stock, to a new total of 13,467,951 shares. The 2014 Plan amendment is subject to
the receipt of Capnia stockholder approval at the Capnia special meeting.

The Capnia special committee unanimously recommends that Capnia stockholders vote “FOR” the merger share issuance proposal, “FOR” the
concurrent financing share issuance proposal, “FOR” the 2014 Plan amendment proposal, and “FOR” the adjournment proposal.

3
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Capnia’s Board of Directors Following the Transactions (See page 55)

At or prior to the effective time of the merger, the size of the Capnia board of directors will be increased to nine members, and, effective as of the
effective time of the merger Mahendra Shah, Jim Glasheen and Stuart Collinson, each current Essentialis board members, will be appointed to Capnia’s board
of directors to fill the vacancies.

Interests of the Directors and Executive Officers of Capnia (See page 42)

In considering the recommendation of the Capnia special committee to adopt the merger agreement, Capnia stockholders should be aware that Edgar
Engleman, a member of our board of directors and representative of funds affiliated with Vivo Ventures V LLC, or Vivo, which as of January 4,2017 holds
approximately 44.08% of our common stock, have interests in the merger and have arrangements that are different from, or in addition to, those of Capnia
stockholders generally, including, as a stockholder of Essentialis and participant in the concurrent financing. These interests and arrangements may create
potential conflicts of interest. The Capnia special committee and the Essentialis board were aware of these potential conflicts of interest and considered them,
among other matters, in reaching their respective decisions to approve the merger agreement, the merger, and the other transactions contemplated by the
merger agreement.

Capnia Stockholders Will Not Have Dissenter’s Rights in Connection with the Merger (See page 9)

Under Delaware law, Capnia stockholders are not entitled to appraisal rights in connection with the issuance of shares of Capnia common stock in the
merger pursuant to the terms of the merger agreement. It is anticipated that shares of Capnia common stock will continue to be traded on Nasdaq during the
pendency of and following the effectiveness of the merger, and Capnia’s corporate status will not change because the merger is being consummated between
a subsidiary of Capnia and Essentialis.

Registration of Shares of Capnia Common Stock Received in the Merger

The shares of Capnia common stock issued in the Merger will not be registered under the Securities Act of 1933, as amended, or the Securities Act, and
will be subject to various restrictions and limitations on transfer under U.S. securities laws. Capnia has agreed to grant stockholders of Essentialis receiving
shares of Capnia common stock in the merger (and other consideration recipients in accordance with the terms of the merger agreement) certain registration
rights that will be substantially similar to the registration rights granted by Capnia to the investors in the concurrent financing transaction as further
described in “The Merger Agreement—Ancillary Agreements—Indications of Interest” beginning on page 59 of this proxy statement.

Anticipated Accounting Treatment of the Merger (See page 42)

Capnia prepares its financial statements in accordance with accounting principles generally accepted in the United States of America (referred to as
GAAP). The merger will be accounted for by Capnia using GAAP. Capnia will allocate the purchase price to the fair value of Essentialis’s tangible and
intangible assets at the acquisition date, with the excess purchase price, if any, being recorded as goodwill.

Material U.S. Federal Income Tax Consequences of the Transactions (See page 43)

The transactions will not result in any taxable gain or loss for U.S. federal income tax purposes to Capnia or to any Capnia stockholder in his, her or its
capacity as a Capnia stockholder. Capnia stockholders who are also stockholders of Essentialis, or are otherwise entitled to receive a portion of the merger
consideration under the terms of the merger agreement, or are participating in the concurrent financing, should consult their own tax advisors as to the tax
consequences of participating in the transactions with respect to their Essentialis stock, or the additional shares of Capnia common stock they may be
entitled to receive in the transactions.
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Risk Factors (See page 19)

There are a number of risks relating to the merger and to the existing businesses of Capnia and to the business of Capnia following the merger. See
“Risk Factors” beginning on page 19 of this proxy statement for a discussion of these and other risks.

The Merger Agreement (See page 44)
No Solicitation (See page 44)

During the period from the execution of the merger agreement until the earlier of the termination of the merger agreement or the effective time of the
merger, each of Capnia and Essentialis will not, and will not permit any of its representatives to, take any actions to engage in any discussions or negotiations
with, solicit or knowingly support or endorse any acquisition proposal from, enter into any contract with, or disclose or furnish any information conceming
any alternative acquisition transaction (except for specific exceptions concerning communications with each party’s respective stockholders as further
described herein). The foregoing “no-shop” covenant does not apply to any financing transaction of Capnia and/or certain sale or licensing transactions
involving Capnia.

The merger agreement does not, however, prohibit Capnia from considering a bona fide, unsolicited acquisition proposal from a third party if specified
conditions are met. In addition, the merger agreement specifically excludes the concurrent financing transaction and/or any licensing transaction of Capnia
or one or more of its subsidiaries from the restrictions described above.

Conditions to Completion of the Merger (See page 55)
Several conditions must be satisfied or waived before Capnia and Essentialis complete the merger, including the following:
*  required approvals of the stockholders of each of Capnia and Essentialis;
* adoption of the merger agreement by Essentialis stockholders;
* no law or order that has the effect of making the merger illegal or prohibiting the completion of the merger will be in effect;
* accuracy of each party’s respective representations and warranties as set forth in the merger agreement;
* material compliance by each party with its agreements and covenants in the merger agreement;
+ evidence of Capnia having at least $3,000,000 in net cash at or substantially contemporaneous with the closing of the merger;
*  consummation of the merger financing at or substantially contemporaneous with the closing of the merger;
* holders of at least 91% of the outstanding shares of Essentialis capital stock shall have executed and delivered a joinder agreement; and

*  holders of no more than 2% of the outstanding shares of Essentialis capital stock shall have exercised statutory rights of dissent under Delaware
law in connection with the merger.

Termination; Fees and Expenses (See page 57)
Under circumstances specified in the merger agreement, either Capnia or Essentialis may terminate the merger agreement, including if:

*  both parties consent to termination;
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* by Capnia or Essentialis if the merger is not completed by April 30,2017;

» approval of Capnia stockholders of the issuance of shares of Capnia common stock in the merger has not been obtained at Capnia’s duly held
special meeting;

+ the other party breaches its representations, warranties or covenants in the merger agreement such that one or more of'its conditions to
completion of the merger regarding representations, warranties or covenants would not be satisfied; or

*  Capnia’s board of directors has effected a board recommendation change in accordance with the terms of the merger agreement in order to accept
a superior proposal and either Capnia or Essentialis terminates the merger agreement in accordance with the terms of the merger agreement.

Ancillary Agreements
Voting Agreement (See page 59)

Simultaneously with the execution and delivery of the merger agreement entities affiliated with Vivo, and Emest Mario, the chairman of Capnia’s
board of directors, in their respective capacities as stockholders of Capnia, have entered into voting agreements with Essentialis, or the voting agreements,
pursuant to which such stockholders agreed, among other things, to vote their respective shares of common stock of Capnia in favor of the approval of the
issuance of shares of Capnia common stock in the merger pursuant to the terms of the merger agreement, and against any inquiry, proposal, offer, indication
of'interest or transaction that constitutes, an alternative acquisition proposal relating to Capnia. As of January 4,2017, the stockholders signing the Capnia
voting agreements beneficially owned an aggregate of approximately 54.68% of the outstanding shares of Capnia common stock. The obligations under the
voting agreements with Capnia terminate in certain circumstances, including in the event that Capnia has effected a board recommendation change in
accordance with the terms of the merger agreement.

Indications of Interest (See page 59)

Between December 9, 2016 and December 14,2016, prior to the execution of the merger agreement, Capnia received non-binding indications of
interest from certain Essentialis stockholders and certain new investors in Capnia, to acquire up to 8,333,333 shares of Capnia common stock at a purchase
price 0f $0.96 per share, concurrently with, or immediately following the closing of the merger for an aggregate purchase price of $8.0 million. The terms of
the indications of interest for the merger financing are further described in “Ancillary Agreements—Indications of Interest” beginning on page 59 of this
proxy statement.

The Capnia Special Meeting (See page 28)

The special meeting of Capnia stockholders will be held at [a.m./p.m.], Pacific Time, on ,2017, at Capnia’s principal executive
offices located at 1235 Radio Road, Suite 110, Redwood City, California 94065. The Capnia board has fixed the close of business on ,2017, as the
record date for determination of the stockholders entitled to vote at the Capnia special meeting.

Proposal 1: The Merger Share Issuance Proposal (See page 103)

Capnia stockholders are voting on a proposal to approve the issuance of shares of Capnia common stock in the merger pursuant to the terms of the
merger agreement (referred to as the merger share issuance proposal). The Capnia board unanimously recommends a vote “FOR” the merger share
issuance proposal.

Proposal 2: The Concurrent Financing Share Issuance Proposal (See page 103)

Capnia stockholders are voting on a proposal to approve the issuance ofup to 11,114,583 shares of Capnia common stock in the concurrent financing
(and assuming Sabby exercises the Sabby participation right in full),
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which is contingent upon the approval of the merger share issuance proposal (referred to as the concurrent financing share issuance proposal) and, together
with the merger share issuance proposal, the share issuance proposals. The Capnia board unanimously recommends a vote “FOR” the concurrent
financing share issuance proposal.

Proposal 3: The 2014 Plan Amendment Proposal (See page 104)

Capnia stockholders are voting on a proposal to approve the amendment of the 2014 Plan to increase the number of shares of Capnia common stock
reserved under the 2014 Plan by 8,929,188 shares (referred to as the 2014 Plan amendment proposal). The Capnia Board unanimously recommends a vote
“FOR” the 2014 Plan amendment proposal.

Proposal 4: The Adjournment Proposal (See page 104)

Capnia stockholders are voting on a proposal to adjourn the Capnia special meeting if necessary or advisable to permit further solicitation of proxies in
the event there are not sufficient votes at the time of the special meeting to approve the share issuance proposals or the 2014 Plan amendment proposal
(referred to as the adjournment proposal). The Capnia board unanimously recommends a vote “FOR” the adjournment proposal.

Required Vote. To approve Proposals 1, 2 and 3, the affirmative vote of a majority of the shares present in person or represented by proxy and entitled
to vote at the special meeting is required. To approve Proposal 4, the affirmative vote of holders of a majority of our common stock present in person or
represented by proxy at the special meeting and entitled to vote, regardless of whether a quorum is present, is required. Assuming a quorum is present,
abstentions will be treated as votes cast and, therefore, will have the same effect as a vote “AGAINST” each proposal. However, “broker non-votes” (if any)
are not deemed to be votes cast and, therefore, are not included in the tabulation of the voting results and will have no effect on the outcome of the proposals.

Stock Ownership of Capnia Directors and Executive Officers. At the record date for the Capnia special meeting (the close of business on
2017), Capnia’s directors and executive officers and their affiliates beneficially owned and had the right to vote shares of common stock, which
represents approximately % of the total shares entitled to vote at the special meeting.

s
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QUESTIONS AND ANSWERS ABOUT THE TRANSACTIONS AND THE SPECIAL MEETING

General Questions and Answers

The following questions and answers briefly address some commonly asked questions about the Capnia special meeting and the merger and concurrent

financing, which we refer to as the transactions. These questions and answers may not include all the information that is important to stockholders of
Capnia. Capnia urges its stockholders to read carefully this entire proxy statement, including the annexes and the other documents referred to herein.

Q:
A:

Why am I receiving this proxy statement?

Capnia and Essentialis have agreed to the acquisition of all of the outstanding capital stock of Essentialis by Capnia in accordance with terms of the
Agreement and Plan of Merger, dated as of December 22,2016, by and among Capnia, Essentialis, Company E Merger Sub, Inc., or Merger Sub, and
Neil Cowen, solely in his capacity as the Stockholders Representative, pursuant to which Capnia will issue up to a maximum 0f22,834,806 shares of
Capnia common stock. A copy of the merger agreement is attached to this proxy statement as Annex A.

Additionally, Capnia intends to enter into a concurrent financing transaction pursuant to which Capnia may issue up to a maximum of 11,114,583
shares of common stock at $0.96 per share.

Capnia has also proposed to amend the 2014 Plan to increase the number of shares of Capnia common stock reserved under the 2014 Plan by
8,929,188 shares to a new total 0f 13,467,951 shares.

As aresult of Capnia’s common stock being listed for trading on The Nasdaq Capital Market, or Nasdaq, issuances of Capnia’s common stock are
subject to the Nasdaq Listing Rules. Under Nasdaq Listing Rule 5635(a), we must seek stockholder approval with respect to issuances of Capnia
common stock when the shares to be issued are being issued in connection with the acquisition of the stock of another company and are equal to 20%
or more of our outstanding common stock before the issuance. As of January 4,2017, Capnia had outstanding 16,786,952 shares of common stock.
Therefore, the aggregate number of shares of Capnia common stock which will be issued as consideration in the merger and the concurrent financing
could be up to 202.24% of the number of shares of common stock outstanding before such transactions. Since the merger and financing transactions
involves the issuance or potential issuance 0f 20% or more of Capnia’s common stock, Capnia is holding the special meeting and seeking stockholder
approval ofthe issuance to comply with Nasdaq Listing Rule 5635(a).

When do you expect to complete the merger and concurrent financing transactions?

Capnia and Essentialis currently expect to complete the merger and concurrent financing transactions in the first quarter of 2017. However, neither
Capnia nor Essentialis can predict the exact timing of the completion of the merger because the merger is subject to certain closing conditions. Fora
discussion of the timing of the merger, see “The Merger Agreement—Closing and Effective Time of the Merger” beginning on page 44. For a more
complete description of the closing conditions to the merger, see “The Merger Agreement—Conditions to Completion of the Merger” beginning on
page 55.

Who is Essentialis?

Essentialis is a clinical stage biotechnology company focused on the development of breakthrough medicines for the treatment of rare metabolic
diseases where there is increased mortality and risk of cardiovascular and endocrine complications. Essentialis’s lead product targets the ATP-sensitive
potassium channel, a metabolically-regulated membrane protein whose modulation has the potential to impact a wide range of rare metabolic,
cardiovascular, and CNS diseases. Essentialis has tested Diazoxide Choline Controlled-Release Tablet, or DCCR, in eight clinical studies including a
recently completed study of
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DCCR in patients with Prader-Willi syndrome, a rare complex genetic metabolic/neurobehavioral disorder in which treatment with DCCR appeared to
positively impact the highest priority unmet needs in the disease.

Q:  What will Capnia pay to Essentialis stockholders in the merger?

A:  Ifthe proposed merger is completed, at the effective time of the merger, Capnia will issue at closing 17,354,453 shares of Capnia common stock, par
value $0.001 per share, or Capnia common stock. In addition, Capnia will hold-back an additional 913,392 shares of Capnia common stock as partial
recourse to satisfy indemnification claims made by Capnia under the merger agreement, and such shares of Capnia common stock will be issued on the
one year anniversary of the closing of the merger (subject to the limitations set forth in the merger agreement). Furthermore, upon the achievement ofa
development milestone associated with Essentialis’s product in accordance with the terms of the merger agreement, Capnia will be obligated to issue
an additional 4,566,961 shares of Capnia common stock. Additionally, upon the achievement of certain commercial milestones associated with the
sale of Essentialis’s product in accordance with the terms of the merger agreement, Capnia will be obligated to make cash earnout payments of a
maximum of $30 million. Assuming that Capnia issues all of the shares of Capnia common stock held back by Capnia and the development milestone
is achieved, Capnia would issue a total 0£22,834,806 shares of Capnia common stock to Essentialis stockholders. The merger consideration described
above issuable or payable to Essentialis stockholders will be reduced by any such shares of Capnia common stock issuable, or cash earnout payments
payable, to Essentialis’s management carve-out plan participants and other service providers of Essentialis, in each case, in accordance with the terms
of the merger agreement. The shares of Capnia common stock to be issued in the merger would represent approximately 35.59% of the outstanding
shares of Capnia common stock (inclusive of shares of Capnia common stock issuable upon conversion of Capnia Series B convertible preferred stock),
assuming the maximum number of shares are issued in the merger and the concurrent financing.

Q:  What will Capnia pay to stockholders in the concurrent financing?

A:  Ifthe concurrent financing is completed, Capnia will issue up to a maximum of 11,114,583 shares of Capnia common stock. The shares of Capnia
common stock to be issued in the concurrent financing would represent approximately 17.50% of the outstanding shares of Capnia common stock
(inclusive of shares of Capnia common stock issuable upon conversion of Capnia Series B convertible preferred stock), assuming the maximum number
of shares are issued in the concurrent financing and the merger.

Q:  What happens if the merger and concurrent financing proposals are not approved?

A:  IfCapnia stockholders do not approve the issuance of shares pursuant to the merger agreement, the merger will not occur as contemplated by the
merger agreement, and both Essentialis and Capnia will have the right to terminate the merger agreement. In addition, because the concurrent financing
is conditioned upon the closing of the merger, if the merger share issuance proposal is not approved then the issuance of shares in the concurrent
financing will also not occur.

Q:  Arethe Capnia stockholders entitled to dissenter’s rights?

A:  Capnia stockholders are not entitled to dissenter’s rights for their shares under Delaware law in connection with the merger and concurrent financing
transactions.

Q:  What should I do now?

A:  Please review this proxy statement carefully and vote as soon as possible. Most Capnia stockholders may vote over the Internet or by telephone.
Capnia stockholders may also vote by signing, dating and returning the proxy card and voting instruction card received.

9
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Q:  Could other matters be decided at the Capnia special meeting?

A:  According to our bylaws, the only business that may be considered at a special meeting is that which is contained in the notice of such meeting.
Therefore, only Proposals 1, 2, and 3, and if necessary, Proposal 4, will be considered at the special meeting and no other business will be presented for
consideration at the special meeting. Capnia stockholders are urged to complete, sign, date and return the accompanying proxy card in the enclosed
envelope.

We will publish preliminary results, or final results if available, in a Current Report on Form 8-K within four business days of the special meeting. If
final results are unavailable at the time we file the Form 8-K, then we will file an amended report on Form 8-K to disclose the final voting results within
four business days after the final voting results are known.

Q:  What constitutes a quorum for the Capnia special meeting?

A:  The presence, in person or by proxy, of the holders of a majority of the voting power of all outstanding shares of our common stock entitled to vote at
the special meeting is necessary to constitute a quorum at the special meeting. Votes of stockholders of record who are present at the special meeting in
person or by proxy, abstentions, and broker non-votes are counted for purposes of determining whether a quorum exists.

Q:  Who are the persons selected by the Board to serve as proxies?

A:  Anish Bhatnagar, M.D. and David D. O’Toole, the persons named as proxies on the proxy card and voting instruction card accompanying this proxy
statement, were selected by the special committee to serve in such capacity. Anish Bhatnagar, M.D. is the Chief Executive Officer of Capnia and David
D. O’Toole is the Chief Financial Officer of Capnia.

Q:  Who will count the vote?

A: At the Capnia special meeting, the results of stockholder voting will be tabulated by the inspector of elections appointed by us for the meeting.

Q:  Isthere alist of stockholders entitled to vote at the Capnia special meeting?

A:  Yes. Alist of stockholders entitled to vote at the special meeting, arranged in alphabetical order, showing the address of, and number of shares
registered in the name of, each stockholder, will be open to the examination of any stockholder, for any purpose germane to the special meeting, during
ordinary business hours, commencing ,2017, and continuing through the date of the special meeting, at our principal executive offices
located at 1235 Radio Road, Suite 110, Redwood City, CA 94065.

Q:  Canlaccess the Notice of Special Meeting of Stockholders and Proxy Statement on the Internet?

A:  The notice of special meeting of stockholders, proxy statement and proxy card are available on the Internet at www.voteproxy.com and are also
available on our website at www.capnia.com under the link “Investors.”.

Q:  Where s the Capnia special meeting?

A:  The Capnia special meeting will be held on ,2017, at [a.m./p.m.], Pacific Time, at Capnia’s principal executive offices located at 1235
Radio Road, Suite 110, Redwood City, California 94065. When you arrive at the special meeting, signs will direct you to the appropriate meeting
rooms. You need not attend the special meeting in order to vote.

10
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Q:

What should I do if I receive more than one set of voting materials?

Please vote each proxy card and voting instruction card that you receive. You may receive more than one set of voting materials, including multiple
copies of this proxy statement and multiple proxy cards or voting instruction cards. For example, stockholders who hold shares in more than one
brokerage account will receive a separate voting instruction card for each brokerage account in which shares are held. If shares are held in more than
one name, stockholders will receive more than one proxy or voting instruction card.

How can I attend the Capnia special meeting?

You are entitled to attend the Capnia special meeting only if you were a Capnia stockholder as of the record date or you hold a valid proxy for the
Capnia special meeting. You must present an acceptable form of identification, such as a driver’s license, in order to gain admittance. If you are not a
stockholder of record but hold shares as a beneficial owner in street name, you should provide proof of beneficial ownership as of the record date, such
as an account statement, a copy of the voting instruction card provided by your broker, bank, or nominee, or other similar evidence of ownership. If
you do not comply with the procedures outlined above, you may not be admitted to the special meeting.

Please let Capnia know if you plan to attend the meeting by marking the appropriate box on the enclosed proxy card or, if you vote by telephone or
Internet, by indicating your plans when prompted.

What items of business will be voted on at the Capnia special meeting?
The items of business scheduled to be voted on at the special meeting are as follows:

*  To approve the issuance of shares of Capnia common stock in the merger pursuant to the terms of the merger agreement (referred to as the merger
share issuance proposal);

*  To approve the issuance of shares of Capnia common stock in the concurrent financing (referred to as the concurrent financing share issuance
proposal, and together with the merger share issuance proposal, the share issuance proposals);

*  To approve the amendment of the 2014 Plan to increase the number of shares of Capnia common stock reserved for issuance by 8,929,188 shares
to a new total of 13,467,951 shares (referred to as the 2014 Plan amendment proposal); and

* To adjourn the Capnia special meeting if necessary or advisable to permit further solicitation of proxies in the event there are not sufficient votes
at the time of the special meeting to approve the share issuance proposals or the 2014 Plan amendment proposal (referred to as the adjournment
proposal).

How does the Capnia special committee recommend that I vote?
The Capnia special committee recommends that you vote your shares:
*  “FOR” the merger share issuance proposal;
*  “FOR” the concurrent financing share issuance proposal;
*  “FOR” the 2014 Plan amendment proposal; and

*  “FOR” the adjournment proposal.

What is the voting requirement to approve each of the proposals?

Proposals 1, 2 and 3 must be approved by the holders of a majority of the votes present in person or represented by proxy at the special meeting,
provided that a quorum is present at the meeting. The proposal to permit the proxies to adjourn the special meeting, including for the purpose of
soliciting additional

11



Table of Contents

proxies, must be approved by the affirmative vote of holders of a majority of our common stock present in person or represented by proxy at the special
meeting and entitled to vote, regardless of whether a quorum is present.

Q:  Howdo Ivote?

A:  Whether you plan to attend the special meeting or not, we urge you to vote by proxy. If you vote by proxy, the individuals named on the proxy card, or
your “proxies,” will vote your shares in the manner you indicate. You may specify whether your shares should be voted for, against, or abstain with
respect to the proposal to be voted on at the special meeting. Voting by proxy will not affect your right to attend the special meeting. If your shares are
registered directly in your name through our stock transfer agent, American Stock Transfer & Trust Company, LLC, or you have stock certificates
registered in your name, you may vote:

* By mail. Complete and mail the enclosed proxy card in the enclosed postage prepaid envelope. Your proxy will be voted in accordance with
your instructions. If you sign the proxy card but do not specify how you want your shares voted, they will be voted as recommended by our
board of directors.

* By Internet or by telephone. Follow the instructions attached to the proxy card to vote by Internet or telephone.

» Inperson at the meeting. If you attend the meeting, you may deliver your completed proxy card in person or you may vote by completing a
ballot, which will be available at the meeting.

Telephone and Internet voting facilities for stockholders of record will be available 24-hours a day and will close at 11:59 p.m. Eastern Time on
,2017. Your shares are held in “street name” (held in the name of a bank, broker, or other nominee), you must provide the bank, broker, or
other holder of record with instructions on how to vote your shares and can do so as follows:

* By mail. Follow the instructions you receive from your broker or other nominee explaining how to vote your shares.
* By Intemnet or by telephone. Follow the instructions you receive from your broker or other nominee to vote by Internet or telephone.

* In person at the meeting. Contact the broker or other nominee who holds your shares to obtain a broker’s proxy card and bring it with you to the
special meeting. You will not be able to vote at the special meeting unless you have a proxy card from your broker.

Q:  Can I change my vote after I have submitted a proxy card or voting instruction card or revoke my proxy?

A:  You may change your vote or revoke your proxy at any time prior to the taking of the vote at the special meeting. If you are the stockholder of record,
you may change your vote or revoke your proxy by (i) granting a new proxy bearing a later date (which automatically revokes the earlier proxy) using
any of'the methods described above (and until the applicable deadline for each method), (ii) providing a written notice of revocation to Capnia’s
corporate secretary at Capnia, Inc., 1235 Radio Road, Suite 110, Redwood City, California 94065 prior to your shares being voted, or (iii) attending
the special meeting and voting in person. Attendance at the meeting will not cause your previously granted proxy to be revoked unless you
specifically so request. For shares you hold beneficially in street name, you may change your vote by submitting new voting instructions to your
broker, bank, or nominee following the instructions they provided or, if you have obtained a legal proxy from your broker, bank, or nominee giving
you the right to vote your shares, by attending the special meeting and voting in person.
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Q:  What is the difference between holding shares as a stockholder of record and as a beneficial owner?

A:  Ifyour shares are registered directly in your name with our transfer agent, American Stock Transfer & Trust Company, LLC, you are considered, with
respect to those shares, a “stockholder of record.” This proxy statement, the notice of special meeting and the proxy card have been sent directly to you
by us.

If your shares are held in a stock brokerage account or by a bank or other holder of record, you are considered the “beneficial owner” of shares held in
“street name.” This proxy statement, the notice of special meeting and the proxy card have been forwarded to you by your broker, bank or other holder
of record who is considered, with respect to those shares, the stockholder of record. As the beneficial owner, you have the right to direct your broker,
bank or other holder of record on how to vote your shares by using the voting instruction card included in the mailing or by following their
instructions for voting by telephone or on the Internet.

Q:  Who can answer questions?

A:  Capnia stockholders with questions about the merger or the proposals to be voted on at the Capnia special meeting or who desire additional copies of
this proxy statement or additional proxy cards may contact the Capnia’s corporate secretary at:

Capnia, Inc.
1235 Radio Road, Suite 110
Redwood City, California 94065
Telephone: (650) 213-8444
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SELECTED HISTORICAL AND UNAUDITED PRO FORMA CONDENSED
COMBINED FINANCIAL DATA

The following tables present selected historical financial data for Capnia and Essentialis, selected unaudited pro forma condensed combined
financial data for Capnia and Essentialis, and comparative historical and unaudited pro forma per share data for Capnia and Essentialis. The following
tables do not give effect to the 2014 Plan amendment described in Proposal No. 3 of this proxy statement.

Selected Historical Financial Data of Capnia

The following table summarizes Capnia’s consolidated financial data as of the dates and for each of the periods indicated. The selected financial data
as of December 31,2015 and 2014 and for the years ended December 31,2015 and 2014 are derived from the Capnia audited consolidated financial
statements and notes thereto appearing in Capnia’s Annual Report on Form 10-K for the year ended December 31,2015, filed with the SEC on March 25,
2016 or the Capnia 10-K, and included in this proxy statement beginning on page F-17. The selected financial data as of September 30, 2016 and for the nine
months ended September 30,2016 and 2015 are derived from the Capnia unaudited financial statements and related notes appearing in Capnia’s Quarterly
Report on Form 10-Q for the quarter ended September 30,2016, filed with the SEC on November 14,2016, or the Capnia 10-Q, and included in this proxy
statement beginning on page F-2. This selected financial data should be read in conjunction with “Capnia Management'’s Discussion and Analysis of
Financial Condition and Results of Operations” beginning on page 80 of this proxy statement and the financial statements and notes thereto appearing in
the Capnia 10-K and the Capnia 10-Q and included in this proxy statement. Capnia’s historical results are not necessarily indicative of the results that may be
expected in the future.

Year ended Nine Months Ended
December 31, September 30,
2015 2014 2016 2015

(in thousands, except (unaudited)

per share data)
Consolidated Statement of Operations Data:

Revenues
Product revenue $ 387 $ — $ 1,167 $ 146
Grant revenue 220 — — 220
Total revenues 607 — 1,167 366
Cost of goods sold 352 — 1,287 96
Gross profit 255 — (120) 270
Operating expenses:
Research and development 4,536 2,242 4231 3,252
Sales and marketing 1,738 252 1,457 1,239
General and administrative 6,141 2,665 4,846 4,432
Total operating expenses 12,415 5,160 10,534 8,923
Loss from operations (12,160) (5,160) (10,654) (8,653)
Other expense, net (3,749) (8,078) 1,202 (4411)
Net loss $(15,909) $(13,238) 9,452) (13,064)
Loss on extinguishment of convertible preferred stock — — (3,651) —
Net loss attributable to common shareholders $(15,909) $(13,238) $(13,103) $(13,064)
Net loss per common share:

Basic and diluted net loss per common share $ (1.69) $ (10.42) $ (0.85) $ (1.60)

Basic and diluted weighted average number common shares outstanding 9,426 1,270 15,364 8,179
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Year ended As of Nine
December 31, Months
Ended
September 30,
2015 2014 2016
(unaudited)

(in thousands)
Consolidated Balance Sheet Data:

Cash, cash equivalents and marketable securities $ 5495 $ 7957 $ 5,415
Working capital 3211 7,048 4,730
Total assets 8,201 8,396 8,309
Common stock, preferred stock and additional paid-in capital 89,470 59,148 101,410
Accumulated deficit (86,247) (70,338) (95,698)
Total stockholders’ equity (deficit) 3,223 (11,190) 5,712

Selected Historical Financial Data of Essentialis

The following table summarizes Essentialis’s financial data as of the dates and periods indicated. The selected financial data as of December 31,2015
and 2014 and for the years ended December 31,2015 and 2014 are derived from Essentialis’s audited financial statements, which are included in this proxy
statement beginning on page F-65. The selected financial data as of September 30,2016 are derived from Essentialis’s unaudited financial statements and
related notes, which are included in this proxy statement beginning on page F-52. This selected financial data should be read in conjunction with
“Essentialis Management’s Discussion and Analysis of Financial Condition and Results of Operations” beginning on page 73 and the Essentialis financial
statements and related notes appearing elsewhere in this proxy statement. Essentialis’s historical results are not necessarily indicative of results to be
expected in any future period.

Nine Months Year Ended
Ended December 31,
September 30,
2016 2015 2014
(in thousands, except per share data)
(unaudited)
Statements of Operations Data:
Grant revenue $ — $ 38 $ 38
Operating expenses
Research and development $ 223 $ 481 $ 206
General and administrative 392 177 509
Total operating expenses 615 658 715
Loss from operation 615) (620) 677)
Interest expense, net (230) 357) (267)
Other income (expense) 67 — 3)
Net loss $ (778) $ ©O77) $ 947)
Basic and diluted net loss per common share $ (0.18) $(0.22) $(0.22)
Basic and diluted weighted average number of common shares outstanding 4,399 4,399 4,399
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As of Nine Year Ended
Months December 31,
Ended
September 30,
2016 2015 2014
(unaudited)

(in thousands)
Balance Sheet Data:

Cash $ 7 $ 75 § 155
Total assets 7 75 155
Common stock, Convertible preferred stock and additional paid-in capital 23,833 23,833 23,743
Accumulated deficit (29,553) (28,976) (27,999)
Total stockholders’ deficit (5,720) (5,143) (4,256)

Selected Unaudited Pro Forma Condensed Combined Financial Data of Capnia and Essentialis

The following selected unaudited pro forma condensed combined financial data is intended to show how the merger might have affected historical
financial statements. The unaudited pro forma condensed combined balance sheet data assumes that the merger took place on September 30,2016 and
combines the Capnia and Essentialis historical balance sheets at September 30,2016. The unaudited pro forma condensed combined statement of operations
data assumes that the merger took place on each of January 1,2016 and January 1,2015, and combines the historical results of Capnia and Essentialis for the
nine months ended September 30,2016 and the year ended December 31,2015. The following should be read in conjunction with the sections captioned
“Unaudited Pro Forma Condensed Combined Financial Statements” beginning on page 64, “Essentialis Management’s Discussion and Analysis of
Financial Condition and Results of Operations” beginning on page 73, “Capnia Management’s Discussion and Analysis of Financial Condition and
Results of Operations for the Year Ended December 31, 2015 and the Three and Nine Months Ended September 30, 2016 and 2015 beginning on page 80,
and with the audited and unaudited financial statements of each of Capnia and Essentialis and the notes thereto beginning on pages F-2 and F-52,
respectively, and the other information contained in this proxy statement.

The unaudited pro forma condensed combined financial statements were prepared in accordance with the regulations of the SEC. The pro forma
adjustments reflecting the completion of the merger are based upon the application of the acquisition method of accounting in accordance with GAAP and
upon the assumptions set forth in the unaudited pro forma condensed combined financial statements.

The historical financial data has been adjusted to give pro forma effect to events that are (i) directly attributable to the merger, (ii) factually supportable
and (iii) with respect to the statements of operations, expected to have a continuing impact on the combined results. The pro forma adjustments are
preliminary and based on management’s estimates of the fair value and useful lives of the assets acquired and have been prepared to illustrate the estimated
effect of the acquisition and certain other adjustments.

The unaudited pro forma condensed combined financial data is presented for illustrative purposes only and is not necessarily indicative of the
financial condition or results of operations of future periods or the financial condition or results of operations that actually would have been realized had the
entities been combined during the periods presented. In addition, as explained in more detail in the accompanying notes to the unaudited pro forma
condensed combined financial statements (see the section entitled “Unaudited Pro Forma Condensed Combined Financial Statements” beginning on
page 64), the preliminary acquisition-date fair value of the identifiable assets acquired and reflected in the unaudited pro forma condensed combined
financial statements is subject to adjustment and may vary from the actual amounts that will be recorded upon completion of the merger.
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Unaudited Pro Forma Condensed Combined Statements of Operations Data:
Revenue
Cost of product revenue

Gross profit
Operating expenses:

Research and development

Sales and marketing

General and administrative

Total operating expenses

Net loss attributable to common stockholders
Basic and diluted net loss per share

Unaudited Pro Forma Condensed Combined Balance Sheet Data:
Cash, cash equivalents and marketable securities

Working capital

Total assets

Accumulated Deficit

Stockholders’ equity

Comparative Historical and Unaudited Pro Forma Per Share Data

Nine Months
Ended Year Ended
September 30, December 31,
2016 2015
(in thousands except per share
amounts)
1,167 645
1,287 352
(120) 293
5,606 6,553
1,457 1,738
5,238 6,318
12,301 14,609
$  (15,033) $  (18,422)
$ (0.32) $ (0.45)
As of
September 30,
2016

(in thousands)

$ 13415
8,530
35,141
(98,586)
31,375

The information below reflects the historical net loss and book value per share of Capnia common stock and the historical net loss and book value per
share of Essentialis common stock in comparison with the unaudited pro forma net loss and book value per share after giving effect to the merger of Capnia
with Essentialis. We calculate book value per common share as the total assets minus the total liabilities divided by the number of shares of Capnia common
stock outstanding as of the dates indicated below, and assuming the maximum number of shares of Capnia common stock are issued in connection with the
merger. The unaudited pro forma per share data gives effect to the merger financing, but does not give effect to the exercise of the Sabby participation right.

You should read the tables below in conjunction with the audited and unaudited financial statements of Capnia incorporated by reference in this proxy
statement and the audited and unaudited financial statements of Essentialis included elsewhere in this proxy statement and the related notes and the
unaudited pro forma condensed combined financial information and the related notes to such financial statements included elsewhere in this proxy

statement.

Capnia

Historical Per Common Share Data:
Basic and diluted net loss per share
Book value per share

Nine Months

Ended Year Ended
September 30, December 31,
2016 2015
$ (0.85) $ (1.69)

0.37 0.34
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Historical Per Common Share Data:

Basic and diluted net loss per share
Book value per share

Historical Per Common Share Data:

Basic and diluted net loss per share
Book value per share

Essentialis
Nine Months
Ended
September 30,
2016
$ (0.18)
1.30
CAPNIA AND ESSENTIALIS

Nine Months

Ended
September 30,
2016
$ 0.32)

0.77
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RISK FACTORS

You should carefully consider each of the following risks and all of the other information contained in this proxy statement, including the matters
addressed in the section entitled “Cautionary Statement on Forward-Looking Statements” on page 27 and the appendices hereto, before deciding how to
vote your shares of Capnia common stock at the Capnia special meeting. If any of the risks described below actually materialize, the business, financial
condition, results of operations, prospects or stock price of Capnia could be materially and adversely affected.

The risks described below are not the only risks that we will face following the transactions. Additional risks and uncertainties not currently known to
us may also materially and adversely affect our business operations and financial condition or the price of our common stock following completion of the
transactions. Additional information on material risks related to Capnia, which may affect the combined company following the transactions, can be found
in Capnia’s Annual Report on Form 10-K, as updated by Capnia’s subsequent Quarterly Reports on Form 10-Q, all of which are filed with the SEC. You
should also read and consider the other information in this proxy statement. Please see the section entitled “Where You Can Find More Information,”
beginning on page 105 of this proxy statement.

Risks Relating to the Merger and Concurrent Financing Transactions

Completion of the transactions will result in the issuance of a significant amount of additional Capnia common stock, which could depress the trading
price of Capnia common stock.

The merger and concurrent financing will result in the issuance of a significant amount of Capnia common stock. The Capnia common stock to be
issued in the merger and concurrent financing will represent an increase in the outstanding Capnia common stock as of the record date of up to approximately
% of'the common shares currently outstanding. The issuance of such a significant amount of Capnia common stock could depress the trading price of
Capnia common stock and you may lose all or a part of your investment.

We may fail to complete the merger and concurrent financing transactions if certain required conditions, many of which are outside of our control,
are not satisfied.

Completion of the merger is subject to various customary closing conditions, including the successful completion of the merger financing, Capnia
stockholder approval of the share issuance proposals, the absence of legal orders prohibiting the consummation of the merger, the absence of conditions or
circumstances constituting a business material adverse effect with respect to Essentialis, the accuracy of the representations and warranties of the parties, and
the parties’ performance and compliance in all material respects with the agreements and covenants contained in the merger agreement. Additionally, Capnia
and its subsidiaries are required to have at least $3,000,000 in cash and cash equivalents, in the aggregate, at or substantially contemporaneously with the
effective time of the merger.

Despite our best efforts, we may not be able to satisfy or timely obtain the various closing conditions, and such failure or delay in completing the
merger and concurrent financing transactions may cause uncertainty or other negative consequences that may materially and adversely affect our
performance, financial condition, results of operations, share price and the perceived acquisition value.

Failure to complete the merger and concurrent financing transactions could adversely affect our business.

If the conditions to completion of the merger and concurrent financing transactions are not met, or if such transactions are not completed for any other
reason, we will be subject to several risks, including, (a) the price of our common stock may decline if such transactions are not completed, to the extent our
current stock price reflects a market assumption that the transactions will occur, (b) we will remain liable for significant transaction costs that would be
payable even if such transactions is not completed, (c) a failed transaction may result in
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negative publicity and a negative impression of us in the investment community, (d) our business may have been adversely impacted by the failure to pursue
other beneficial opportunities due to the focus of management on such transactions, and (e) any disruptions to our business resulting from the announcement
and pendency of such transactions, including any adverse changes in our relationships with our employees, vendors, and customers, could continue or
accelerate in the event of a failed transaction. For these and other reasons, failure to consummate such transactions could adversely impact our business,
financial condition, results of operations, and stock price.

There might be difficulties in integrating Essentialis’s business and operations into our business and operations, and the integration process will
place an additional burden on our management and internal resources.

We believe that the merger will provide the combined company with the potential to create additional, long-term shareholder value through the
development of diazoxide choline controlled release tablet, or DCCR, for the treatment of Prader-Willi syndrome, or PWS, and other orphan indications.
These anticipated benefits will depend in part on whether Essentialis’s operations can be integrated in an efficient and effective manner into our operations.
Many operational and strategic decisions with respect to Essentialis following its acquisition by us have not been made and may not have been fully
identified. In addition, the successful integration of Capnia’s and Essentialis’s operations and personnel will place an additional burden on our management
and our internal resources. The additional burden could lead to significant diversion of management attention, which could lead to a decrease in Capnia’s
future operating results and thereby negatively impact its share price.

We have and will continue to incur substantial transaction-related costs in connection with the transactions.

We have incurred, and expect to continue to incur, a number of non-recurring transaction-related costs in initiating and completing the merger and
concurrent financing transactions. These fees and costs have been, and will continue to be, substantial. Non-recurring transaction costs include, but are not
limited to, fees paid to legal and accounting advisors, filing fees, and printing costs. Additional unanticipated costs may be incurred in the integration
process. Some of these costs may be incurred even if we do not complete such transactions.

Change-of-control provisions in Essentialis’s agreements triggered in connection with the acquisition of Essentialis by Capnia may lead to adverse
consequences.

Essentialis may be a party to agreements that contain change-of-control or similar provisions that may be triggered in connection with the transactions.
The operation of these change-of-control or similar provisions, if triggered, could result in unanticipated expenses. If Essentialis and Capnia are unable to
negotiate waivers of such provisions, the counterparties may exercise their rights and remedies under the agreements, potentially terminating the agreements
or seeking monetary damages. Even if Essentialis and Capnia are able to negotiate waivers, the counterparties may require a fee for such waivers or seek to
renegotiate the agreements on terms less favorable to Essentialis. Any of the foregoing or similar developments may have an adverse impact on Capnia’s
business and results of operations.

Failure to retain key employees could diminish the benefits of the merger and concurrent financing transactions.

The successful acquisition of Essentialis will depend in part on the retention of key personnel at Essentialis, including senior management. There can
be no assurances Capnia will be able to retain Essentialis’s key personnel. In addition, no assurance can be given that after the transactions, Capnia and the
surviving entity will be able to attract or retain key management personnel and other key employees to the same extent that Capnia and Essentialis have been
previously able to attract or retain their own employees.
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The unaudited pro forma combined financial statements are presented for illustrative purposes only and may not be an indication of Capnia’s
financial condition or results of operations following the merger and concurrent financing transactions.

The pro forma financial statements contained in this proxy statement are presented for illustrative purposes only and may not be an indication of the
combined company’s financial condition or results of operations following the transactions for several reasons. For example, the pro forma financial
statements have been derived from the historical financial statements of Capnia and Essentialis, and certain adjustments and assumptions have been made
regarding the combined company after giving effect to the transactions. The information upon which these adjustments and assumptions have been made is
preliminary, and such adjustments and assumptions are difficult to make with complete accuracy.

Moreover, the pro forma financial statements do not reflect all costs that are expected to be incurred by Capnia or Essentialis in connection with
transactions. For example, the impact of any incremental costs incurred in integrating the companies is not reflected in the pro forma financial statements. As
a result, the actual financial condition and results of operations of Capnia following the transactions may differ significantly from the pro forma financial
statements. In addition, the assumptions used in preparing the pro forma financial statements may not prove to be accurate, and other factors may affect
Capnia’s financial condition or results of operations following the transactions. See the section of this proxy statement entitled “Unaudited Pro Forma
Combined Financial Information” beginning on page 64.

Risks Relating to the Business of the Combined Company

Essentialis is, and following the completion of the merger, the combined company will be primarily a clinical-stage company with no approved
products, which makes assessment of our future viability difficult.

Essentialis is, and following the completion of the merger, the combined company, will be primarily a clinical-stage company, with a relatively limited
operating history upon and with no approved therapeutic products or revenues from the sale of therapeutic products. Essentialis’s operations to date have
been limited to organizing, staffing and financing, applying for patent rights, undertaking clinical trials of its primary product candidate, DCCR, and
engaging in research and development. Essentialis has not yet demonstrated an ability to obtain regulatory approval, manufacture commercial-scale
products, or conduct the sales and marketing activities necessary for successful product commercialization. As a result, there is limited information about
Essentialis for investors to use when assessing our future viability as a combined company and our potential to successfully develop product candidates,
conduct clinical trials, manufacture our products on a commercial scale, obtain regulatory approval and profitably commercialize any approved products.

Essentialis is, and following the merger, we, as a combined company will be significantly dependent upon the success of DCCR, our sole therapeutic
product candidate.

To date, Essentialis has invested, and following the completion of the merger, we, as a combined company expect to continue to invest significant
portion of our efforts and financial resources in the development of DCCR for the treatment of PWS, a rare complex genetic neurobehavioral/metabolic
disease. Our ability to generate product revenues, which may not occur for the foreseeable future, if ever, will depend heavily on the successful development,
regulatory approval, and commercialization of DCCR.

Any delay or impediment in our ability to obtain regulatory approval in any region to commercialize, or, if approved, obtain coverage and adequate
reimbursement from third-parties, including government payors, for DCCR cause us to be unable to generate the revenues necessary to continue our research
and development pipeline activities, thereby adversely affecting our business and our prospects for future growth.

Further, the success of DCCR will depend on a number of factors, including the following:
*  obtain a sufficiently broad label that would not unduly restrict patient access;
» receipt of marketing approvals for DCCR in the E.U. and United States;
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*  building an infrastructure capable of supporting product sales, marketing, and distribution of DCCR in territories where we pursue
commercialization directly;

* establishing commercial manufacturing arrangements with third party manufacturers;

»  establishing commercial distribution agreements with third party distributors;

* launching commercial sales of DCCR, if and when approved, whether alone or in collaboration with others;
» acceptance of DCCR, if and when approved, by patients, the medical community, and third party payors;

+ theregulatory approval pathway that we pursue for DCCR in the United States;

+ effectively competing with other therapies;

* acontinued acceptable safety profile of DCCR following approval;

* obtaining and maintaining patent and trade secret protection and regulatory exclusivity;

*  protecting our rights in our intellectual property portfolio; and

*  obtaining a commercially viable price for our products.

If we do not achieve one or more of these factors in a timely manner or at all, we could experience significant delays or an inability to successfully
commercialize DCCR, which would materially harm our business.

If we fail to obtain regulatory approval for DCCR in the United States and the European Union , our business would be harmed.

We require regulatory approval for each indication we are seeking before we can market and sell DCCR in a particular jurisdiction, for such indication.
Our ability to obtain regulatory approval of DCCR depends on, among other things, successful completion of clinical trials, and demonstrating efficacy with
statistical significance and safety in humans. The results of our current and future clinical trials may not meet the FDA, the European Medicines Agency, or
EMA, or other regulatory agencies’ requirements to approve DCCR for marketing under any specific indication, and these regulatory agencies may otherwise
determine that our manufacturing processes or facilities are insufficient to support approval. As such, we may need to conduct more clinical trials than we
currently anticipate and upgrade our manufacturing processes and facilities, which may require significant additional time and expense, and may delay or
prevent approval. If we fail to obtain regulatory approval in a timely manner, our commercialization of DCCR would be delayed and our business would be
harmed.

Ifwe are unable to implement our sales, marketing, distribution, training and support strategies or enter into agreements with third parties to
perform these functions in markets outside of the United States and Europe, we will not be able to effectively commercialize DCCR and may not reach
profitability.

We do not have a sales or marketing infrastructure and have no experience in the sale, marketing or distribution of therapeutic products. To achieve
commercial success for DCCR, if and when we obtain marketing approval, we will need to establish a sales and marketing organization.

In the future, we expect to build a targeted sales, marketing, training and support infrastructure to market DCCR in the United States and Europe and to
opportunistically establish collaborations to market, distribute and support DCCR outside of the United States and Europe. There are risks involved with
establishing our own sales, marketing, distribution, training and support capabilities. For example, recruiting and training sales and marketing personnel is
expensive and time consuming and could delay any product launch. If the commercial launch of DCCR is delayed or does not occur for any reason, we would
have prematurely or unnecessarily incurred these commercialization expenses. This may be costly, and our investment would be lost if we cannot retain or
reposition our sales, marketing, training and support personnel.
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Factors that may inhibit our efforts to commercialize DCCR on our own include:
*  ourinability to recruit, train and retain adequate numbers of effective sales and marketing personnel;
» the inability of sales personnel to obtain access to or persuade adequate numbers of physicians to prescribe DCCR or any future products;

+ the lack of complementary products to be offered by sales personnel, which may put us at a competitive disadvantage relative to companies with
more extensive product lines;

» unforeseen costs and expenses associated with creating an independent sales and marketing organization; and

+  ecfforts by our competitors to commercialize products at or about the time when our product candidates would be coming to market.

If we are unable to establish our own sales, marketing, distribution, training and support capabilities and instead enter into arrangements with third
parties to perform these services, our product revenues and our profitability, if any, are likely to be lower than if we were to market, sell and distribute DCCR
ourselves. In addition, we may not be successful in entering into arrangements with third parties to sell, market and distribute DCCR or may be unable to do
so on terms that are favorable to us. We likely will have little control over such third parties, and any of them may fail to devote the necessary resources and
attention to commercialize DCCR effectively. If we do not establish sales, marketing, distribution, training and support capabilities successfully, either on
our own or in collaboration with third parties, we will not be successful in commercializing DCCR and achieving profitability, and our business would be
harmed.

Ifthe market opportunity for DCCR is smaller than we believe it is, then our revenues may be adversely affected and our business may suffer.

PWS is a rare disease, and as such, our projections of both the number of people who have this disease, as well as the subset of people with PWS who
have the potential to benefit from treatment with our product candidate, are based on estimates.

Currently, most reported estimates of the prevalence of PWS are based on studies of small subsets of the population of specific geographic areas, which
are then extrapolated to estimate the prevalence of the diseases in the broader world population. In addition, as new studies are performed the estimated
prevalence of these diseases may change. There can be no assurance that the prevalence of PWS in the study populations, particularly in these newer studies,
accurately reflects the prevalence of this disease in the broader world population. If our estimates of the prevalence of PWS, or of the number of patients who
may benefit from treatment with our product candidates prove to be incorrect, the market opportunities for our product candidate may be smaller than we
believe it is, our prospects for generating revenue may be adversely affected and our business may suffer.

Clinical drug development involves a lengthy and expensive process with an uncertain outcome, results of earlier studies and trials may not be predictive
of future trial results, and our clinical trials may fail to adequately demonstrate the safety and efficacy of DCCR or other potential product candidates.

Clinical testing is expensive and can take many years to complete, and its outcome is inherently uncertain. A failure of one or more of our clinical trials
can occur at any time during the clinical trial process. The results of preclinical studies and early clinical trials of our product candidates may not be
predictive of the results of later-stage clinical trials. There is a high failure rate for drugs proceeding through clinical trials, and product candidates in later
stages of clinical trials may fail to show the required safety and efficacy despite having progressed through preclinical studies and initial clinical trials. A
number of companies in the pharmaceutical industry have suffered significant setbacks in advanced clinical trials due to lack of efficacy or adverse safety
profiles, notwithstanding promising results in earlier clinical trials, and we cannot be certain that we will not face similar setbacks. Even if our clinical trials
are completed, the results may not be sufficient to obtain regulatory approval for our product candidates.
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Essentialis has, and in the future, we as a combined company, may, experience delays in our clinical trials. We do not know whether future clinical
trials, if any, will begin on time, need to be redesigned, enroll an adequate number of patients on time or be completed on schedule, if at all. Clinical trials
can be delayed, suspended or terminated for a variety of reasons, including failure to:

generate sufficient preclinical, toxicology, or other in vivo or in vitro data to support the initiation or continuation of clinical trials;
obtain regulatory approval, or feedback on trial design, to commence a trial;

identify, recruit and train suitable clinical investigators;

reach agreement on acceptable terms with prospective contract research organizations, or CROs, and clinical trial sites;
obtain and maintain institutional review board, or IRB, approval at each clinical trial site;

identify, recruit and enroll suitable patients to participate in a trial;

have a sufficient number of patients complete a trial or return for post-treatment follow-up;

ensure clinical investigators observe trial protocol or continue to participate in a trial;

address any patient safety concerns that arise during the course of a trial;

address any conflicts with new or existing laws or regulations;

have a sufficient number of clinical trial sites to conduct the trials;

timely manufacture sufficient quantities of product candidate for use in clinical trials; or

raise sufficient capital to fund a trial.

Patient enrollment is a significant factor in the timing of clinical trials and is affected by many factors, including the size and nature of the patient
population, the proximity of patients to clinical sites, the eligibility criteria for the trial, the design ofthe clinical trial, competing clinical trials and
clinicians’ and patients’ or caregivers’ perceptions as to the potential advantages of the drug candidate being studied in relation to other available therapies,
including any new drugs or treatments that may be approved for the indications we are investigating.

We could also encounter delays if a clinical trial is suspended or terminated by us, by the data safety monitoring board for such trial or by the FDA or
any other regulatory authority, or if the IRBs of the institutions in which such trials are being conducted suspend or terminate the participation of their
clinical investigators and sites subject to their review. Such authorities may suspend or terminate a clinical trial due to a number of factors, including failure
to conduct the clinical trial in accordance with regulatory requirements or our clinical protocols, inspection of the clinical trial operations or trial site by the
FDA or other regulatory authorities resulting in the imposition of a clinical hold, unforeseen safety issues or adverse side effects, failure to demonstrate a
benefit from using a product candidate, changes in governmental regulations or administrative actions or lack of adequate funding to continue the clinical

trial.

If we experience delays in the completion of, or termination of, any clinical trial of our product candidates for any reason, the commercial prospects of
our product candidates may be harmed, and our ability to generate product revenues from any of these product candidates will be delayed. In addition, any
delays in completing our clinical trials will increase our costs, slow down our product candidate development and approval process and jeopardize our
ability to commence product sales and generate revenues. Any of these occurrences may significantly harm our business, financial condition and prospects.
In addition, many of the factors that cause, or lead to, a delay in the commencement or completion of clinical trials may also ultimately lead to the denial of
regulatory approval of our product candidates.
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We may be unable to obtain regulatory approval for DCCR or other potential product candidates following the merger. The denial or delay of any such
approval would delay commercialization and have a material adverse effect on our potential to generate revenue, our business and our results of
operations.

The research, development, testing, manufacturing, labeling, packaging, approval, promotion, advertising, storage, recordkeeping, marketing,
distribution, post-approval monitoring and reporting, and export and import of drug products are subject to extensive regulation by the FDA, and by foreign
regulatory authorities in other countries. These regulations differ from country to country. To gain approval to market our product candidates, we must
provide clinical data that adequately demonstrates the safety and efficacy of the product for the intended indication. We have not yet obtained regulatory
approval to market any of our product candidates in the United States or any other country. Our business depends upon obtaining these regulatory approvals.

The FDA can delay, limit or deny approval of our product candidates for many reasons, including:
*  ourinability to satisfactorily demonstrate that the product candidates are safe and effective for the requested indication;
+ the FDA’s disagreement with our trial protocol or the interpretation of data from preclinical studies or clinical trials;

« the population studied in the clinical trial may not be sufficiently broad or representative to assess safety in the full population for which we seek
approval;

*  ourinability to demonstrate that clinical or other benefits of our product candidates outweigh any safety or other perceived risks;

+ the FDA’s determination that additional preclinical or clinical trials are required,

+ the FDA’s non-approval of the formulation, labeling or the specifications of our product candidates;

» the FDA’s failure to accept the manufacturing processes or facilities of third-party manufacturers with which we contract; or

» the potential for approval policies or regulations of the FDA to significantly change in a manner rendering our clinical data insufficient for

approval.

Even if we eventually complete clinical testing and receive approval of any regulatory filing for our product candidates, the FDA may grant approval
contingent on the performance of costly additional post-approval clinical trials. The FDA may also approve our product candidates for a more limited
indication or a narrower patient population than we originally requested, and the FDA may not approve the labeling that we believe is necessary or desirable
for the successful commercialization of our product candidates. To the extent we seek regulatory approval in foreign countries, we may face challenges
similar to those described above with regulatory authorities in applicable jurisdictions. Any delay in obtaining, or inability to obtain, applicable regulatory
approval for any of our product candidates would delay or prevent commercialization of our product candidates and would materially adversely impact our
business, results of operations and prospects.

Even if DCCR receives marketing approval, it may fail to achieve the degree of market acceptance by physicians, patients, third party payors and others in
the medical community necessary for commercial success.

If DCCR receives marketing approval, it may nonetheless fail to gain sufficient market acceptance by physicians, patients, third party payors and
others in the medical community. If DCCR does not achieve an adequate level of acceptance, we may not generate significant product revenues or any profits
from operations. The degree of market acceptance of our product candidates, if approved for commercial sale, will depend on a number of factors, including:

+ the efficacy and potential advantages compared to alternative treatments;
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* the prevalence and severity of any side effects;

* the ability to offer our product candidates for sale at competitive prices;

* convenience and ease of administration compared to alternative treatments;

+ the willingness of the target patient population to try new therapies and of physicians to prescribe these therapies;
+ the strength of marketing and distribution support and timing of market introduction of competitive products;

*  publicity concerning our products or competing products and treatments; and

« sufficient third party coverage or reimbursement.

Our ability to negotiate, secure and maintain third party coverage and reimbursement may be affected by political, economic and regulatory
developments in the United States, Europe and other jurisdictions. Governments continue to impose cost containment measures, and third party payors are
increasingly challenging prices charged for medicines and examining their cost effectiveness, in addition to their safety and efficacy. These and other similar
developments could significantly limit the degree of market acceptance of DCCR or any of our other potential product candidates that receive marketing
approval.

Essentialis’s patent rights may prove to be an inadequate barrier to competition following the completion of the merger.

Essentialis is the sole owner of patents and patent applications in the United States with claims covering the compounds underlying its primary
product candidate, DCCR. Foreign counterparts of these patents and applications have been issued in Europe, Japan, China, Canada, Australia and Hong
Kong. However, the lifespan of any one patent is limited, and each of these patents will ultimately expire and we cannot be sure that pending applications
will be granted, or that we will discover new inventions which we can successfully patent. Moreover, any of our granted patents may be held invalid by a
court of competent jurisdiction, and any of these patents may also be construed narrowly by a court of competent jurisdiction in such a way that it is held to
not directly cover DCCR. Furthermore, even if our patents are held to be valid and broadly interpreted, third parties may find legitimate ways to compete with
DCCR by inventing around our patent. Finally, the process of obtaining new patents is lengthy and expensive, as is the process for enforcing patent rights
against an alleged infringer. Any such litigation could take years, cost large sums of money and pose a significant distraction to management. Indeed, certain
jurisdictions outside of the United States and Europe, where we hope to initially commercialize DCCR have a history of inconsistent, relatively lax or
ineffective enforcement of patent rights. In such jurisdictions, even a valid patent may have limited value. Our failure to effectively prosecute our patents
would have a harmful impact on our ability to commercialize DCCR in these jurisdictions.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements in this proxy statement and the other documents incorporated by reference herein may constitute “forward-looking statements”
within the meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking statements address, among other things, (a) the expected
timing and completion of the merger of Essentialis with and into Merger Sub, pursuant to the merger agreement, or the merger, and the sale of up to an
aggregate of 11,114,583 shares of Capnia common stock to new and existing investors in Capnia, including funds affiliated with Sabby Management, LLC,
or Sabby, pursuant to the right of participation in futher financing activities of Capnia, or the concurrent financing (together with the merger, referred to as
the transactions), (b) the anticipated benefits, effects, cost savings and synergies of the transactions, (c) obtaining the approval of Capnia stockholders of the
transactions, including the issuance of shares of Capnia common stock in the transactions, (d) obtaining the approval of Capnia stockholders of the 2014
Plan amendment proposal, and (e) other statements that are not purely statements of historical fact. Forward-looking statements are typically identified by
words such as “believe,” “may,” “will,” “estimate,” “continue,” “anticipate,” “intend,” “could,” “would,” “project,” “plan,” “potential,” “seek,” “expect,”
“goal,” or the negative or plural of these words or similar expressions. These forward-looking statements are subject to numerous assumptions, risks and
uncertainties that change over time. Actual results and trends may differ materially from historical results or those projected in any such forward-looking
statements depending on a variety of factors including, but not limited to, the following:

” <

*  our possible failure to obtain the required stockholder approval or to satisfy other conditions to the transaction in a timely manner or at all;
» the possibility that we may not be able to complete the transactions;
* the possibility that there might be difficulties in integrating Essentialis’s business and operations in our business and operations; and

»  other factors described in this proxy statement in the section entitled “Risk Factors,” in our Annual Report on Form 10-K for the year ended
December 31,2015 under the heading “Risk Factors” and in other periodic reports filed with the SEC by us.

All forward-looking statements in this proxy statement are qualified in their entirety by this cautionary statement, and no person undertakes any
obligation to update publicly any forward-looking statement for any reason, whether as a result of new information, future events or otherwise, except as
required by law. You should not place undue reliance on these forward-looking statements, which only speak as of the date of this proxy statement or, in the
case of documents incorporated by reference, the date of those documents.
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THE CAPNIA SPECIAL MEETING

Date, Time and Place of Capnia Special Meeting

The special meeting of Capnia stockholders will be held at [a.m./p.m.], Pacific Time, on ,2017, at Capnia’s principal executive offices
located at 1235 Radio Road, Suite 110, Redwood City, California 94065.

Purpose of Capnia Special Meeting
At the Capnia special meeting, the Capnia stockholders will be asked to consider and vote on the following proposals:

*  toapprove the issuance of up to a maximum of 22,834,806 shares of Capnia common stock, par value $0.001 per share, or Capnia common stock,
pursuant to the terms of the Agreement and Plan of Merger, dated as of December 22,2016, or the merger agreement, by and among Capnia,
Essentialis, Inc., Company E Merger Sub, Inc., a wholly-owned subsidiary of Capnia, or Merger Sub, and Neil Cowen, solely in his capacity as
the Stockholders Representative, a copy of which is attached as Annex A to this proxy statement (referred to as the merger share issuance
proposal);

*  to approve the issuance of up to a maximum ofup to 11,114,583 shares of Capnia common stock pursuant to indications of interest received by
the company between December 9,2016 and December 14,2016, and the right to participate in such financing by funds affiliated with Sabby
Management, LLC, or Sabby, which is conditioned upon the approval of the merger share issuance proposal (referred to as the concurrent
financing share issuance proposal, and together with the merger share issuance proposal, the share issuance proposals);

* to approve the amendment of the 2014 Plan to increase the number of shares of Capnia common stock reserved for issuance by 8,929,188 shares
to a new total of 13,467,951 shares (referred to as the 2014 Plan amendment proposal).

* toadjourn the Capnia special meeting if necessary or advisable to permit further solicitation of proxies in the event there are not sufficient votes
at the time of the special meeting to approve the share issuance proposals and the 2014 Plan amendment proposal (referred to as the adjournment
proposal).

The Capnia special committee unanimously recommends that you vote “FOR” the share issuance proposals, “FOR” the concurrent financing
share issuance proposal, “FOR” the 2014 Plan amendment proposal, and “FOR” the adjournment proposal.

Record Date; Outstanding Shares; Voting Rights

The Capnia special committee has fixed the close of business on ,2017, as the record date for determination of the stockholders entitled to
vote at the Capnia special meeting. On the record date, Capnia had shares of common stock issued and outstanding.
Each share of Capnia common stock issued and outstanding as of the close of business on 2017, the record date for the special meeting of

stockholders, is entitled to vote on all items being considered at the special meeting. You may vote all shares owned by you as of the record date, including
(i) shares held directly in your name as the stockholder of record and (ii) shares held for you as the beneficial owner in street name through a broker, bank, or
other nominee.

If your shares are registered directly in your name with Capnia’s transfer agent, American Stock Transfer & Trust Company, LLC, you are considered,
with respect to those shares, the stockholder of record, and the proxy materials were sent directly to you. A proxy card for you to use with the printed proxy
materials delivered to you. As the stockholder of record, you have the right to grant your voting proxy directly to Capnia’s designated

28



Table of Contents

proxies or to vote in person at the special meeting. You may also vote on the Internet or by telephone, as described below under the heading “Voting
Procedures.”

If you hold Capnia shares in an account at a brokerage firm, bank, trust company or other nominee, you are considered the beneficial owner of shares
held in “street name,” and the proxy materials were forwarded to you by that organization. Your broker, bank, trust company or other nominee has enclosed
or sent a voting instruction card for you to use in directing such broker, bank, trust company or other nominee how to vote your shares. Without instructions
from you, your broker, bank, trust company or other nominee cannot vote your shares. Since a beneficial owner is not a stockholder of record, you may not
vote your shares in person at the special meeting unless you obtain a “legal proxy” from the broker, bank, trustee, or nominee that holds your shares giving
you the right to vote the shares at the meeting. You may also vote on the Internet or by telephone if Internet or telephone voting is made available by your

broker, bank, trust company or other nominee.

In accordance with Delaware law, a list of stockholders entitled to vote at the meeting will be available at the meeting, and for 10 days prior to the
meeting, at 1235 Radio Road, Suite 110, Redwood City, California 94065, between the hours 0f 9:00 AM and 4:30 PM, Pacific Time.

Quorum

The quorum requirement for holding the Capnia special meeting and transacting business is that holders of a majority of the voting power of Capnia’s
issued and outstanding common stock entitled to vote at the special meeting be present in person or represented by proxy. Abstentions and “broker non-
votes” (if any) will be counted as present for purposes of determining the presence of a quorum for the Capnia special meeting.

Required Vote

The voting requirement for each proposal is as follows:

Proposal

To approve the issuance of shares of Capnia common stock in the merger
pursuant to the terms of the merger agreement, or the merger share issuance
proposal.

To approve the issuance of shares of Capnia common stock in the concurrent
financing, or the concurrent financing share issuance proposal.

To approve the amendment of the 2014 Plan to increase the number of shares of
Capnia common stock reserved for issuance by 8,929,188 shares to a new
total 0f 13,467,951 shares (referred to as the 2014 Plan amendment proposal).

To adjourn the Capnia special meeting if necessary or advisable to permit
further solicitation of proxies in the event there are not sufficient votes at the
time of the special meeting to approve the share issuance proposal or the
2014 Plan amendment proposal, or the adjournment proposal.
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Vote Required to Approve Proposal

The approval of the merger share issuance proposal requires the
affirmative vote of a majority of the shares of Capnia common stock
present in person or represented by proxy at the Capnia special meeting.

The approval of the concurrent financing share issuance proposal requires
the affirmative vote of a majority of the shares of Capnia common stock
present in person or represented by proxy at the Capnia special meeting.

The approval of the 2014 Plan amendment

proposal requires the affirmative vote of a majority of the shares of
Capnia common stock present in person or represented by proxy at the
Capnia special meeting.

The approval of the share issuance proposals and 2014 Plan amendment
proposal requires the affirmative vote of a majority of the shares of
Capnia common stock present in person or represented by proxy at the
Capnia special meeting.
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Effect of Not Voting

If a Capnia stockholder does not submit a proxy card or vote at the Capnia special meeting, such stockholder’s shares will not be counted as present for
the purpose of determining the presence of a quorum, which is required to transact business at the Capnia special meeting, and will otherwise have no effect
on the outcome of the share issuance proposals, 2014 Plan amendment proposal or the adjournment proposal.

Broker Non-Votes

A broker non-vote occurs when a broker, bank or other holder of record holding shares for a beneficial owner does not receive voting instructions from
the beneficial owner and either chooses not to vote those shares on a routine matter at the stockholders’ meeting or is not permitted to vote those shares on a
non-routine matter. Neither the merger share issuance proposal, the concurrent financing share issuance proposal, the 2014 Plan amendment proposal, nor the
adjournment proposal is a routine matter. As a result, if you fail to give voting instructions to your broker, bank or other holder of record, your broker, bank or
other holder record may not submit or vote your shares for any purpose at the special meeting and, therefore, your shares (i) will not be considered present for
purposes of determining a quorum to transact business at the special meeting, (ii) will not be voted at the special meeting, and (iii) will otherwise have no
effect on the outcome of the share issuance proposal, the 2014 Plan amendment proposal, or the adjournment proposal.

Abstentions; Incomplete Proxies

If a Capnia stockholder submits a proxy card and affirmatively elects to abstain from voting, the shares (i) will be counted as present for purposes of
determining the presence of a quorum for the Capnia special meeting and (ii) will be treated as votes cast and, therefore, will have the same effect as a vote
“AGAINST” the merger share issuance proposal, the concurrent financing share issuance proposal, the 2014 Plan amendment proposal, and the adjournment
proposal.

If a Capnia stockholder returns a signed proxy card without indicating voting preferences on such proxy card, the shares of Capnia common stock
represented by that proxy will be counted as present for purposes of determining the presence of a quorum for the Capnia special meeting and all of such
shares will be voted as recommended by Capnia’s board.

Adjournment or Postponement

If there is no quorum, the chairman of the Capnia special meeting may adjourn the special meeting to another place, date, or time. Even if a quorum is
present, the Capnia special meeting could be adjourned in order to permit further solicitation of proxies in favor of the share issuance proposals or 2014 Plan
amendment proposal if sufficient votes are cast in favor of the adjournment proposal. If the adjournment is for more than 30 days or if after the adjournment a
new record date is set for the adjourned meeting, a notice of the adjourned meeting must be given to each stockholder of record entitled to vote at the Capnia
special meeting.

Stock Ownership of Directors and Executive Officers of Capnia

At the close of business on the record date, approximately % of'the outstanding shares of Capnia common stock were held by Capnia’s directors and
executive officers and their affiliates and entitled to vote at the Capnia special meeting. In connection with the execution and delivery of the merger
agreement, our chairman, Ernest Mario and one of our directors, Edgar Engleman, who represents funds affiliated with Vivo Ventures V LLC, or Vivo, on our
board of directors, entered into voting agreements with Essentialis, pursuant to which such stockholders agreed, among other things, to vote their respective
shares of Capnia common stock for the approval of the merger share issuance proposal and the concurrent financing share issuance proposal. At the close of
business on the record date, the stockholders signing the voting agreements own approximately % of'the outstanding shares of Capnia common stock
entitled to vote at the special meeting. A copy of the voting agreement is attached as Annex B to this proxy statement.
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Recommendation of the Special Committee
The Capnia special committee recommends you vote your shares at the special meeting:
*  “FOR” the merger share issuance proposal;
*  “FOR” the concurrent financing share issuance proposal;
*  “FOR” the 2014 Plan amendment proposal; and

*  “FOR” the adjournment proposal.

Voting Procedures
By mail

Complete, sign and date the enclosed proxy card or voting instruction card and return it in the return envelope provided (which is postage prepaid if
mailed in the United States) before ,2017.If you are a stockholder of record and the prepaid envelope is missing, please mail your completed proxy
card to Capnia, Inc., c/o American Stock Transfer & Trust Company, LLC, 6201 15th Avenue, Brooklyn, NY 11219.

If you are a beneficial owner of shares, you should have received a proxy card and voting instructions with these proxy materials from your broker,
bank or other nominee holder of record. Simply complete and mail the voting instruction card provided to the address provided by your broker, bank or other
nominee holder of record.

You may still attend the special meeting in person even if you have already voted by proxy.

By telephone or on the Internet

If you are a stockholder of record, you may vote by telephone by calling 1-800-PROXIES (1-800-776-9437) or 718-921-8500 toll-free within the
United States, United States territories and Canada on a touch tone telephone or on the Internet at www.voteproxy.com and otherwise following the
telephone or Internet voting instructions on your proxy card.

Telephone and Internet voting facilities for stockholders of record will be available 24 hours a day, 7 days a week, until 11:59 p.m., Eastern Time, on
,2017.

If you are a beneficial owner of shares, your broker, bank or other holder of record may make telephone or Internet voting available to you. The
availability of telephone and Internet voting for beneficial owners will depend on the voting processes of your broker, bank or other nominee holder of
record. Therefore, Capnia recommends that you follow the voting instructions in the materials you receive.

In Person

Shares held in your name as the stockholder of record may be voted by you in person at the special meeting. Shares held beneficially in street name
may be voted by you in person at the special meeting only if you obtain a legal proxy from the broker, bank, or nominee that holds your shares giving you
the right to vote the shares. Even if you plan to attend the special meeting, Capnia recommends that you also submit your proxy or voting instructions by
mail, or by telephone or on the Internet as described above so that your vote will be counted if you later decide not to attend the meeting.

You are entitled to attend the Capnia special meeting only if you were a Capnia stockholder as of the record date or you hold a valid proxy for the
Capnia special meeting. You must present an acceptable form of identification, such as a driver’s license, in order to gain admittance. If you are not a
stockholder of record but hold shares as a beneficial owner in street name, you should provide proof of beneficial ownership as of the record date, such as an
account statement, a copy of the voting instruction card provided by your broker, bank, or nominee, or other similar evidence of ownership. If you do not
comply with the procedures outlined above, you may not be admitted to the special meeting.
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Please let Capnia know if you plan to attend the meeting by marking the appropriate box on the enclosed proxy card or, if you vote by telephone or
Internet, by indicating your plans when prompted.

Revoking Proxies or Voting Instructions

You may change your vote at any time prior to the taking of the vote at the special meeting. If you are the stockholder of record, you may change your
vote by (i) granting a new proxy bearing a later date (which automatically revokes the earlier proxy) using any of the methods described above (and until the
applicable deadline for each method), (ii) providing a written notice of revocation to Capnia’s corporate secretary at Capnia, Inc., 1235 Radio Road, Suite
110, Redwood City, California 94065 prior to your shares being voted, or (iii) attending the special meeting and voting in person. Attendance at the meeting
will not cause your previously granted proxy to be revoked unless you specifically so request. For shares you hold beneficially in street name, you may
change your vote by submitting new voting instructions to your broker, bank, or nominee following the instructions they provided or, if you have obtained a
legal proxy from your broker, bank, or nominee giving you the right to vote your shares, by attending the special meeting and voting in person.

Tabulation of Votes

The company will appoint an inspector of elections to tabulate the votes at the cast at the special meeting.

Householding of Proxy Materials

The SEC has adopted rules that permit companies and other intermediaries, such as brokers and banks, to satisfy the delivery requirements for proxy
materials with respect to two or more stockholders sharing the same address by delivering a single copy of the applicable proxy materials addressed to those
stockholders. This process, which is commonly referred to as “householding,” potentially means extra convenience for stockholders and cost savings for
companies. single proxy statement will be delivered to multiple stockholders sharing an address unless contrary instructions have been received from the
affected stockholders. Once you have received notice from your broker that they will be “householding” communications to your address, “householding”
will continue until you are notified otherwise or until you revoke your consent. If, at any time, you no longer wish to participate in “householding” and
would prefer to receive separate proxy materials, please notify your broker, direct your written request to Capnia, Inc., Investor Relations; 1235 Radio Road,
Suite 110, Redwood City, California 94065 or contact us at_ir@capnia.com or (650) 213-8444. Stockholders who currently receive multiple copies of the
proxy materials at their address and would like to request “householding” of their communications should contact their brokers.

Cost of Proxy Distribution and Solicitation

The cost of preparing, assembling and mailing the proxy material and of reimbursing brokers, nominees and fiduciaries for the out-of-pocket and
clerical expenses of transmitting copies of the proxy material to the beneficial owners of shares held of record by such persons, will be borne by Capnia.
Capnia has retained D.F. King & Co., Inc., or D.F. King, to aid in the solicitation of proxies. It is estimated that the cost of D.F. King’s services will be
approximately $7,500 plus expenses. In addition to the solicitation of proxies by mail, proxies may also be solicited by telephone, electronic
communication, or personal communication by employees of D.F. King and Capnia. These proxy solicitation materials are being mailed and made available
at www.capnia.com on or about ,2017, to all stockholders entitled to vote at the Capnia special meeting.

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE SPECIAL MEETING OF STOCKHOLDERS
TO BE HELD ON ,2017: The proxy statement and the accompanying materials are being mailed on or about ,2017 to all
stockholders entitled to vote at the special meeting. A copy of the proxy statement is also available at www.capnia.com under the “Investors” link.
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THE TRANSACTIONS

The following section together with the section entitled “The Merger Agreement” in this proxy statement describe the material aspects of the merger
transaction, the concurrent financing and the material terms of the merger agreement and the other agreements related to the transactions. This discussion
may not contain all of the information that is important to you, accordingly, we encourage you to read carefully this entire proxy statement, including the
merger agreement attached as Annex A to this proxy statement, and the other documents to which we refer in this proxy statement.

General Description

The Capnia special committee is using this proxy statement to solicit proxies from the holders of Capnia common stock for use at the special meeting.
At the special meeting, holders of shares of Capnia common stock will be asked to vote on (i) a proposal to approve the issuance of the shares of Capnia
common stock in the merger pursuant to the terms of the merger agreement, or the merger share issuance proposal; (ii) a proposal to approve the issuance of
shares of Capnia common stock to certain investors pursuant to the indications of interest received by Capnia for $8 million in a financing transaction that
will close at or substantially concurrently with the closing of the merger, and to funds affiliated with Sabby Management, LLC, or Sabby, pursuant to their
right to participate in our financing activities, or the concurrent financing share issuance proposal; (iii) a proposal to amend the 2014 Plan to increase the
number of shares of Capnia common stock reserved for issuance by 8,929,188 shares to a new total 0f 13,467,951 shares, or the 2014 Plan amendment
proposal, and (iv) if necessary or advisable, a proposal to adjourn the Capnia special meeting to permit further solicitation of proxies in the event there are
not sufficient votes at the time of the special meeting to approve the issuance of shares of Capnia common stock in the merger pursuant to the terms of the
merger agreement and in the concurrent financing.

The Merger

The following is a description of the material aspects of the merger, including the merger agreement. While we believe that the following description
covers the material terms of the merger, the description may not contain all of the information that is important to you. We encourage you to read carefully
this entire proxy statement, including the merger agreement attached to this proxy statement as Annex A, for a more complete understanding of the merger.

Capnia and Essentialis agreed to the acquisition of Essentialis by Capnia under the terms of the merger agreement that is described in this proxy
statement. Under the merger agreement, Company E Merger Sub, Inc., or Merger Sub, a wholly-owned subsidiary of Capnia, will merge with and into
Essentialis and Essentialis will continue as the surviving corporation.

In consideration of the merger, Capnia has agreed to issue at closing an aggregate of a maximum of 17,354,453 shares of Capnia common stock, par
value $0.001 per share, or the Capnia common stock. In addition, Capnia will hold-back an additional 913,392 shares of Capnia common stock as partial
recourse to satisfy indemnification claims made by Capnia under the merger agreement, and such shares of Capnia common stock will be issued on the one
year anniversary of the closing (subject to the limitations set forth in the merger agreement). Furthermore, upon the achievement of a development milestone
associated with Essentialis’s product in accordance with the terms of the merger agreement, Capnia will be obligated to issue an additional 4,566,961 shares
of Capnia common stock. Additionally, upon the achievement of certain commercial milestones associated with the sale of Essentialis’s product in
accordance with the terms of the merger agreement, Capnia will be obligated to make cash earnout payments of a maximum of $30 million. Assuming that
Capnia issues all of the shares of Capnia common stock held back by Capnia, and the development milestone is achieved, Capnia would issue a total of
22,834,806 shares of Capnia common stock under the merger agreement. The merger consideration described above issuable and payable to the Essentialis
stockholders will be reduced by any such shares of Capnia common stock issuable, or cash earnout payments payable, to Essentialis’s management carve-out
plan participants and other service providers of Essentialis, in each case, in accordance with the terms of the merger agreement.
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The Concurrent Financing

The following is a description of the material aspects of the concurrent financing which includes (i) the merger financing of at least 88 million as
described in the merger agreement, and (ii) the exercise of the Sabby participation right to purchase up to an additional 2,781,250 shares of Capnia
common stock. While we believe that the following description covers the material terms of such financing, the description may not contain all of the
information that is important to you. We encourage you to read carefully this entire proxy statement for a more complete understanding of such concurrent
financing.

In connection with the merger transactions, and as a condition to consummation of the merger under the merger agreement, Capnia expects to sell to
certain existing Essentialis stockholders and certain new investors in Capnia an aggregate of 8,333,333 shares of Capnia common stock at a price 0f $0.96
per share, for an aggregate purchase price of $8.0 million, or the merger financing. In addition, funds affiliated with Sabby Management, LLC, or Sabby, have
aright to participate in any financings by Capnia (including the merger financing) pursuant to the securities purchase agreement between Sabby and Capnia
dated as of June 29,2016, and purchase up to an additional 2,781,250 shares of Capnia common stock, at a purchase price of $0.96 per share, for an aggregate
purchase price of $2,670,000 million, or the Sabby purchase right. We refer to the $8 million merger financing together with the potential purchase of
2,781,250 by Sabby upon full exercise of the Sabby purchase right, as the concurrent financing. In the event Sabby purchases all of the shares of Capnia
common stock to which it is entitled in the concurrent financing, we would issue a maximum of 11,114,583 shares of Capnia common stock in the concurrent
financing. Because the merger financing is conditioned on the closing of the merger, and the merger is conditioned on the closing of the merger financing
substantially contemporaneously with the closing of the merger, at the Capnia special meeting, holders of Capnia common stock will be asked to approve the
issuance of the shares of Capnia common stock in the concurrent financing, or the concurrent financing share issuance proposal, in addition to the merger
share issuance proposal.

Immediately after the closing of the transactions, and assuming Sabby exercises the Sabby participation right in full, but before the issuance of the
holdback shares or the shares issuable upon achievement of the development milestone, former Essentialis stockholders, management carve-out plan
participants and service providers will hold approximately 29.90% of the outstanding shares of Capnia common stock, participants in the concurrent
financing will hold approximately 19.15% of the outstanding shares of Capnia common stock and the current holders of Capnia common stock will hold
approximately 50.95% of the outstanding shares of Capnia common stock, based on 29,566,952 shares of Capnia common stock outstanding as of January 4,
2017 (inclusive 0of 16,786,952 shares of Capnia common stock outstanding and 12,780,000 shares issuable upon conversion of the Capnia Series B
convertible preferred stock). If all of the shares subject to the holdback are released and the development milestone is achieved and the maximum number of
shares of Capnia common stock is issued in connection with the transactions, former Essentialis stockholders, management carve-out plan participants and
service providers will hold approximately 35.95% of the outstanding shares of Capnia common stock, participants in the concurrent financing will hold
approximately 17.50% ofthe outstanding shares of Capnia common stock and the current holders of Capnia common stock will hold approximately 46.55%
of the outstanding shares of Capnia common stock, based on 29,566,952 shares of Capnia common stock outstanding as of January 4, 2017 (inclusive of
16,786,952 shares of Capnia common stock outstanding and 12,780,000 shares issuable upon conversion of the Capnia Series B convertible preferred stock.
Additionally, Sabby may, in its sole discretion, elect not to exercise the Sabby participation right, or elect to exercise only a portion of the right. In the event
Sabby elects not to exercise the Sabby participation right, or to exercises the Sabby participation right in part, the number of shares issuable in the concurrent
financing would be equal to the 8,333,333 shares issuable in the merger financing plus the number of shares represented by the portion of the Sabby
participation right actually exercised, if any.

Background of the Transactions

The following information was prepared by Essentialis and Capnia. Information about Essentialis was provided by Essentialis, and Capnia takes no
responsibility for the accuracy or completeness of such information
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regarding meetings or discussions in which Capnia or its representatives did not participate. Information about Capnia was provided by Capnia, and
Essentialis does not take any responsibility for the accuracy or completeness of such information regarding meetings or discussions in which Essentialis or
its representatives did not participate.

The board of directors of Essentialis, together with its management, regularly reviews its business strategy and evaluates opportunities and its
competitive position. Similarly, Capnia’s board of directors and management regularly review its business strategy and product offerings, including periodic
review of potential corporate development opportunities such as acquisitions.

On May 8, 2015, Essentialis’ board of directors held a meeting in which management participated to review Essentialis’s alternatives as a standalone
company, including strategies to raise capital. Essentialis’s management also recommended that Aquilo Partners (referred to as Aquilo) be engaged as
Essentialis’s financial advisor with respect to the review of strategic alternatives. In connection with such recommendation, management discussed the
approach proposed by Aquilo for the engagement and a preliminary list of candidates that representatives of Aquilo had identified as potential buyers of
Essentialis. Essentialis’s board of directors tentatively approved the engagement of Aquilo and provided feedback on the process proposed by representatives
of Aquilo to identify potential buyers of Essentialis or certain of its assets.

Preliminary discussions between Neil Cowen, Essentialis’s President and Chief Scientific Officer and Anish Bharnagar, Capnia’s Chief Executive
Officer regarding a potential partnership or strategic transaction between Essentialis and Capnia began in October 2015. On October 23,2015, following
these preliminary discussions, Capnia and Essentialis entered into a standard non-disclosure agreement.

Subsequently, Dr. Cowen and Dr. Bhatnagar met in San Francisco, California on January 11,2016.

From time to time following January 2016, members of Essentialis’s and Capnia’s respective management teams had engaged in high level
conversations about the potential for a strategic transaction based on the companies’ shared core competencies in orphan disease drug development.

On July 26,2016, following a conversation between Dr. Bhatnagar and Mahendra Shah, the chairman of Essentialis’s board of directors, Dr. Bhatnagar
and Dr. Cowen spoke on the phone. At that time, a request was made for Anish Bhatnagar to be granted access to Essentialis virtual data room. Access to the
data room was granted that day.

On July 29, 2016, Dr. Neil Cowen, and Dr. Bhatnagar, met via teleconference to discuss the potential for combining the two companies. Both Chief
Executive Officers informed the other that they would report back to their respective boards of directors and then be in touch. It was also noted at this time
that Vivo Ventures V LLC and its affiliated investment funds, or Vivo, were significant stockholders in both companies.

From August 2nd through 4th, David O’Toole, Capnia’s Chief Financial Officer, Dr. Bhatanagar, and Capnia’s outside corporate counsel, Wilson
Sonsini Goodrich & Rosati, or WSGR, began to prepare a draft term sheet, or term sheet, for a proposed transaction pursuant to which Capnia and Essentialis
would merge, or the proposed transaction.

On September 6, 2016, Capnia’s board of directors held a board meeting via teleconference to discuss the proposed transaction. All of the members of
the Capnia’s board of directors attended the meeting, as well as David O’Toole and Elton Satusky of WSGR, commencing at 7:00 am Pacific Time. Before the
meeting, management sent the Capnia’s board of directors the term sheet as well as financial models for the proposed transaction. The term sheet
contemplated an acquisition/merger between Capnia and Essentialis, with Essentialis shareholders receiving stock in Capnia, and no upfront cash payments.
The general objective of the structure was
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a result where Essentialis owns approximately 50% of'the combined company inclusive of the required/contemplated additional financing. In this regard,
Essentialis stockholders would commit to purchase $8,000,000 worth of Capnia stock immediately following and concurrent with the closing of the merger.
The proposed transaction would also include milestone payments to Essentialis stockholders of $30 million. It was then noted that Vivo and its affiliates held
significant ownership positions in both Capnia and Essentialis and as a result, a conflict of interest was present. Capnia’s board of directors then discussed
setting up an independent and disinterested special sub-committee of'its board of directors, or the special committee to review the proposed transaction. The
Board discussed the appropriate members of the special committee and asked questions of counsel. It was then determined to authorize the special committee
to review and ultimately approve the proposed transaction, which members on the special committee included all of Capnia’s members of the board of
directors other than Dr. Ed Engleman, a general partner of funds affiliated with Vivo and its affiliates. Dr. Engleman then left the meeting and the special
committee then met to discuss the proposed transaction. Management presented additional details on the proposed transaction. A detailed discussion then
followed and the special committee then asked questions of management and legal counsel, which were answered. Dr. Bhatnagar confirmed to the special
committee that management will analyze the proposed transaction further and then arrange follow-up meetings with the special committee, and/or a subset of
the special committee, to discuss the proposed transaction and next steps related thereto as soon as possible.

On September 14,2016, during a telephone conversation with Dr. Cowen, Dr. Bhatnagar indicated that the term sheet for the proposed transaction
would be forthcoming.

On September 15,2016, Capnia delivered the term sheet to Essentialis.

On September 15,2016, Capnia’s board of directors held a regularly scheduled meeting at its corporate offices in Redwood Shores, California. Regular
business was first reviewed and discussed. Dr. Bhatnagar presented an overview of additional strategic opportunities that the Company is currently reviewing.
A discussion followed. Dr. Engleman then left the meeting, leaving the special committee (as previously authorized by the Board) to review the proposed
transaction. Dr. Bhatnagar presented a detailed overview of the proposed transaction. A detailed discussion followed. Mr. O’Toole presented a financial
analysis of the proposed transaction. A detailed discussion followed. The special committee discussed the proposed transaction and pros, cons, risks, and
related matters. It was determined to proceed with the negotiations of the proposed transaction, on the basis as presented to the special committee and
discussed by the special committee at the meeting.

On September 16,2016, the board of directors of Essentialis met with management and representatives of Aquilo to discuss the proposed transaction
and the term sheet.

Following the Board meeting on September 15,2016 through the balance of the month of September, Dr. Bhatnagar and Dr. Cowen and John Rumsey
proceeded to negotiate the terms of the proposed transaction and the term sheet, meeting on a number of occasions in this regard.

On September 23,2016, Dr. Bhatnagar, on a teleconference, presented Capnia’s business strategy and financial information to multiple members of
Essentialis’s board of directors.

On October 3,2016, Dr. Cowen, John Rumsey of Aquilo, and several members of Essentialis’s board of directors held a teleconference to discuss a
counterproposal to the term sheet previously provided by Capnia.

On October 5,2016, Mr. Rumsey sent a revised term sheet, or the revised term sheet, reflecting Essentialis’s comments thereon to Dr. Bhatnagar.
Capnia’s management together with WSGR reviewed the revised term sheet.

On October 7, 2016, the Special Committee held a meeting via teleconference to further discuss the proposed transaction and received an update
regarding negotiations of the deal terms and the revised term sheet

36



Table of Contents

that was received on October 5,2016. A detailed discussion ensued, in which the special committee members asked questions regarding the proposed
transaction and the revised term sheet.

During the week of October 10, 2016, Capnia reviewed certain of the demands made by Essentialis in their revised term sheet, including representation
on the merged company board of directors. It was determined that certain of the Essentialis proposed board representatives may not be independent under
SEC and Nasdaq rules. Capnia management, together with WSGR, undertook an analysis of the independence of such proposed board representatives.
Discussions were also had between Capnia and Essentialis in this regard.

On October 13 and again on October 14, Dr. Cowen and Mr. Rumsey discussed issues raised by Capnia conceming the counterproposal with several
members of Essentialis board of directors via teleconference.

On October 18,2016, Dr. Cowen met with Dr. Bhatnagar, David O’Toole, and other Capnia staff at Capnia headquarters, to discuss the development
plan and anticipated budget for development of the lead drug.

On October 19, 2016, the special committee held a meeting via teleconference to further discuss the proposed transaction. Dr. Bhatnagar presented
updates regarding the proposed transaction and the due diligence related thereto. Special Committee member and Capnia Nominating and Governance
Committee Chairman, Steve Kimnon, then presented an overview of the Nominating and Governance Committee review of the proposed new director
candidates to be appointed to the merged company board of directors in connection with the proposed transaction. A detailed discussion ensued, in which
the special committee members asked questions regarding the proposed transaction and further discussion followed. Alternative deal structures were also
discussed and management was authorized to proceed with the negotiations of the proposed transaction as instructed by the special committee.

On November 4, 2016, Dr. Bhatnagar e-mailed a revised term sheet to Mr. Rumsey. Dr. Bhatnagar also had a conversation with Mr. Rumsey regarding
the revisions to the revised term sheet.

On November 10,2016, Mr. Rumsey, sent a revised term sheet reflecting Essentialis’ comments thereon to Dr. Bhatnagar. Capnia’s management
together with WSGR reviewed the revised term sheet.

On November 11,2016, Essentialis board met via teleconference to discuss the term sheet and agreed to the term sheet and exclusivity directing
Dr. Cowen to sign the term sheet on behalf of the company.

On November 11,2016, the term sheet was executed by Essentialis, Capnia and Essentialis’s major investors, Technology Partners, Forward Ventures
and Vivo.

On December 1, 2016, the special committee held a meeting via teleconference to further discuss the proposed transaction. Dr. Bhatnagar presented a
general commercial update on Capnia’s various product lines. Elton Satusky of WSGR then presented a detailed board of director fiduciary duties under
Delaware law, including a discussion of the general fiduciary duties under Delaware Law (duty of care, duty of loyalty and oversight and disclosure
obligations) and a discussion of the standards of judicial review of board of director decisions (business judgement rule, enhanced scrutiny, and entire
fairness). A detailed discussion followed and questions were asked and answered. Dr. Engleman then left the meeting. The special committee continued to
discuss the proposed transaction. The special committee discussed the additional $8 million financing and other contingencies as well as proposed cost-
saving matters. The special committee discussed the status and required and recommended actions in connection with the proposed transaction.

On December 8,2016, Mr. O’Toole sent a first draft of the agreement and plan of merger, or the merger agreement to Dr. Cowen and other
representatives and advisors of Essentialis.

On December 9, 2016, indications of interest for a total of $8 million in financing for the merged company were obtained from current Essentialis
stockholders, as well as certain Taiwanese-based financial investors.
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On December 9, 2016, certain members of the Essentialis’ board of directors met to discuss the merger agreement, and formulated an issues list, which
Dr. Cowen sent to Dr. Bhatnagar on the afternoon of December 9,2016.

On December 10, 2016, members of the Essentialis and Capnia management teams, their respective legal counsel, and Mr. Rumsey met via
teleconference to discuss the merger agreement and issues list.

On December 13, 2016, members of the Essentialis and Capnia management teams, their respective legal counsel, and Mr. Rumsey met via
teleconference to discuss the merger agreement and issues list.

On December 15,2016, the special committee held a meeting via teleconference to further discuss the proposed transaction. The special committee first
discussed a brief meeting of the Capnia Compensation Committee that occurred prior to this special committee meeting, where proposed compensation for
Dr. Cowen, who will be heading the DCCR program on a go-forward basis, was discussed. Dr. Bhatnagar then presented an overview of the proposed
transaction. Jason Skolnik of WSGR then led a discussion and answered questions regarding the proposed transaction, including a high level overview on
status, business terms, public filings, financing aspects, and other related matters. A discussion by the special committee ensued.

On December 16,2016, Essentialis board members met via teleconference to discuss the current status and issues with the merger agreement.

On December 20,2016, Neil Cowen, Ernie Mario, Anish Bhatnagar, Mahendra Shah, Jim Glasheen, and Stan Fleming (a Forward Ventures partner) met
via teleconference to discuss the few remaining issues with the merger agreement.

Negotiations of the terms and conditions of the merger agreement and related agreements were substantially concluded on December 20,2016.

On December 21,2016, the special committee met to discuss the proposed transaction, the proposed merger agreement, and to consider whether to
recommend that Capnia’s stockholders approve the issuance of shares of Capnia common stock in the merger pursuant to the terms of the merger agreement.
Representatives of WSGR also were present at the meeting. Dr. Bhatnagar and Mr. O’Toole reviewed the various assumptions underlying the analysis of
proceeding with the proposed transaction. Representatives of WSGR discussed with the board its fiduciary duties in connection with the proposed
transaction and reviewed the key terms of the draft merger agreement and related documents, including providing an update with respect to the resolution of
specific open issues identified and discussed from time to time since the December 15, 2016 meeting, the indemnification provisions, closing conditions,
termination provisions, stockholder approval requirements, and the additional $8 million in concurrent financing. A detailed discussion followed and
questions were asked and answered. After further discussion, the special committee unanimously (i) declared the advisability of and approved the merger
agreement and the merger with Essentialis and all other transactions contemplated thereby and authorized the execution of the merger agreement and the
voting agreements, (ii) authorized preparation, filing and distribution of a proxy statement and other related SEC filings, (iii) recommending the approval by
the Capnia stockholders of the issuance of shares of Capnia common stock in the merger pursuant to the terms of the merger agreement and soliciting such
approval from Capnia’s stockholders, and (iv) authorized and approved certain other matters in connection with the execution and performance of the merger
agreement, including certain regulatory filings.

On December 22,2016, a special committee of the board of directors of Essentialis met to discuss the proposed transaction and the proposed merger
agreement and to consider whether to recommend that Essentialis’ stockholders adopt the merger agreement. Representatives of Essentialis’s management
and legal and financial advisors also were present at the meeting. At this meeting, representatives of DLA Piper, Essentialis’s outside counsel, discussed with
the Essentialis’ board of directors its fiduciary duties in connection with the proposed transaction and reviewed in detail the key terms of the draft merger
agreement and related documents, including the reciprocal non-solicitation clauses subject to certain fiduciary carve-outs, the circumstances under which the
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board of directors of Capnia can change their respective recommendations, the definition of superior proposal, the termination rights, the amount of the
termination fee and the conditions under which a termination fee becomes payable, the stockholder approval requirements for Essentialis and Capnia, the
regulatory approval requirements and covenants in the agreement, and the asymmetry of certain representations and warranties and operating covenants in
the draft merger agreement. DLA Piper also reviewed the voting agreements. Also at this meeting, representatives of Aquilo presented its financial analysis of
the proposed merger consideration. The board of directors of Essentialis then determined that (upon the recommendation of'its special committee), as of
December 22,2016, and based upon its judgement, the merger consideration to be offered to the stockholders of Essentialis in the merger was fair, from a
financial point of view, to such stockholders. After discussion, the Essentialis board of directors (upon the recommendation of'its special committee)
unanimously (i) determined that the terms of the merger agreement were advisable and fair to, and in the best interests of, Essentialis and its stockholders,
(i1) approved the merger agreement and voting agreements, (iii) recommended that the Essentialis stockholders vote in favor of the adoption of the merger
agreement, and (iv) authorized and approved certain other matters in connection with the execution and performance of the merger agreement, including
certain regulatory filings.

On December 22, 2016, after the U.S. trading markets were closed, the merger agreement was executed by Capnia and Essentialis. In addition, certain of
the directors and executive officers of Capnia entered into the voting agreements with Essentialis, and each of the directors and executive officers of
Essentialis entered into the voting agreements with Capnia. For an additional discussion of the merger agreement and the voting agreements, see the sections
entitled “The Merger Agreement” beginning on page 44 and “Ancillary Agreements—Voting Agreements” beginning on page 59.

U.S. trading markets were closed on Monday, December 26,2016. Shortly before the re-opening of the U.S. trading markets on December 27,2016,
Capnia and Essentialis issued a joint press release announcing the merger and the execution of the merger agreement.

Capnia’s Reasons for the Merger; Recommendation of the Capnia Special Committee
Reasons for the Merger

Following the merger, the combined company will focus on the development of rare disease drugs addressing major unmet needs for the treatment of
rare metabolic diseases where there is increased mortality and risk of cardiovascular and endocrine complications.

Capnia’s board of directors considered the following factors in reaching its conclusion to approve the merger and to recommend that the Capnia
stockholders approve the issuance of shares of Capnia common stock in the merger, all of which Capnia’s board of directors viewed as supporting its decision
to approve the business combination with Essentialis:

»  Capnia’s board of directors and senior management had undertaken a comprehensive and thorough process of reviewing and analyzing potential
merger candidates to identify the opportunity that would, in Capnia’s board’s opinion of Capnia’s board of directors, create the most value for
Capnia’s stockholders.

+  Capnia’s board of directors believes, based in part on the judgment, advice and analysis of its senior management with respect to the potential
strategic, financial and operational benefits of the merger (which judgment, advice and analysis was informed in part by the business, technical,
financial, accounting and legal due diligence investigation performed with respect to Essentialis), that Essentialis’s lead drug candidate
diazoxide choline controlled release tablet, or DCCR, a once-daily oral tablet for the treatment of patients with Prader-Willi syndrome, or PWS,
represents an attractive market opportunity, and may provide new medical benefits for a underserved patient population and thereby generate
potential returns for Capnia’s stockholders and attract new investors to the combined company.
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Capnia’s special committee also reviewed with its management and Essentialis’s management the current plans of Essentialis for developing
DCCR to confirm the likelihood that the combined organization would possess sufficient financial resources to allow the management team to
focus on the continued development and potential commercialization of DCCR. Capnia’s board of directors also considered the possibility that
the combined company would be able to take advantage of the potential benefits resulting from the combination of the Capnia’s public
company structure with Essentialis’s business to raise additional funds in the future, if necessary.

Capnia’s special committee concluded that the merger would provide Capnia stockholders a significant opportunity to participate in the
potential growth of the combined company following the merger.

Capnia’s special committee also considered that the combined organization will be led by an experienced senior management team, especially
noting Dr. Bhatnagar and Dr. Cowen’s considerable experience.

Capnia’s special committee also considered that the $8 million merger financing and the potential Sabby participation right as financial
resources to potentially complete the Phase II/III clinical trial for DCCR.

Capnia’s special committee considered the valuation and business prospects of other potential merger candidates. In particular, their collective
view was that Essentialis was the most attractive candidate because of the promising drug candidate Essentialis was developing addressing major
unmet needs in the treatment of rare metabolic diseases where there is increased mortality and risk of cardiovascular and endocrine
complications.

After considering the comprehensive diligence review that Capnia management had completed, the special committee concluded that the merger with
Essentialis would create a publicly traded company focused on improving patient access to important medicines that would create more value for Capnia’s
stockholders.

Capnia’s special committee also reviewed the recent financial condition, results of operations and financial condition of Capnia, including:

the lack of success in commercializing Capnia’s lead product, CoSense and the unlikeliness that such circumstances would change for the
benefit of its stockholders in the foreseeable future; and

current financial market conditions and historical market prices, volatility and trading information with respect to Capnia’s common stock.

Capnia’s special committee also reviewed the terms of the merger and associated transactions, including:

that the number of shares of Capnia common stock to be issued in the merger is fixed based on the relative valuations of the companies, and thus
the relative percentage ownership of Capnia stockholders and Essentialis stockholders immediately following the completion of the merger is
similarly fixed;

the limited number and nature of the conditions to Essentialis’s obligation to consummate the merger and the limited risk of nonsatisfaction of
such conditions as well as the likelihood that the merger will be consummated on a timely basis;

the respective rights of, and limitations on, Capnia and Essentialis under the merger agreement to consider certain unsolicited acquisition
proposals under certain circumstances should Capnia or Essenitialis receive a superior proposal;

the reasonableness of the potential termination fee of up to $750,000 and the related reimbursement of certain transaction expenses of up to
$500,000, which could become payable by Capnia if the merger agreement is terminated in certain circumstances;

the voting agreements, pursuant to which certain stockholders of Capnia agreed, solely in their capacity as stockholders, to vote shares of their
Capnia capital stock covering approximately 54.68% of the outstanding shares of Capnia in favor of adoption of the merger agreement;
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the fact that Essentialis would solicit the approval ofits stockholders to adopt the merger agreement and approve the merger and other
transactions contemplated by the merger agreement; and

the belief that the terms of the merger agreement, including the parties’ representations, warranties and covenants, and the conditions to their
respective obligations, are reasonable under the circumstances.

In the course of'its deliberations, Capnia’s board of directors also considered a variety of risks and other countervailing factors related to entering into
the merger, including:

the termination fee of up to $750,000 and up to $500,000 in related expenses payable to Essentialis upon the occurrence of certain events and
the potential effect of such termination fee in deterring other potential acquirors from proposing an alternative transaction that may be more
advantageous to Capnia stockholders;

the substantial expenses to be incurred in connection with the merger, including the costs associated with any related litigation;
the possible volatility, at least in the short term, of the trading price of Capnia’s common stock resulting from the merger announcement;

the risk that the merger might not be consummated in a timely manner or at all, the potential adverse effect of the public announcement of the
merger and the potential adverse effect of the delay or failure to complete the merger on the reputation of Capnia;

the risk to the business of Capnia, operations and financial results in the event that the merger is not consummated, including the diminution of
Capnia’s cash and Capnia’s likely inability to raise additional capital through the public or private sale of equity securities;

the strategic direction of the combined company following the completion of the merger, which will be determined by a board of directors,
including a three members of the current Essentialis board of directors; and

various other risks associated with the combined organization and the merger, including those described in the section entitled “Risk Factors” in
this proxy statement.

Recommendation of the Capnia Special Committee

At a meeting held on December 21,2016, among other things, the Capnia special committee unanimously:

determined that the merger agreement, the merger, and the other transactions contemplated by the merger agreement are advisable and in the best
interests of Capnia’s stockholders;

approved and adopted the merger agreement and directed the officers of Capnia to execute and deliver the merger agreement for and on behalf of
Capnia;

authorized and directed the officers of Capnia, for and on behalf of Capnia, to take all actions necessary to list the shares of Capnia common
stock to be issued in the merger pursuant to the merger agreement on The Nasdaq Capital Market in order to proceed with the merger and the
other transactions contemplated by the merger agreement; and

resolved to recommend that the stockholders of Capnia approve the issuance of Capnia common stock in the merger pursuant to the terms of the
merger agreement.

Accordingly, the Capnia special committee unanimously recommends that Capnia stockholders vote “FOR” the proposal to approve the issuance
of Capnia common stock in the merger pursuant to the terms of the merger agreement.

41



Table of Contents

Interests of Capnia’s Directors and Executive Officers in the Transactions

In considering the recommendation of the Capnia special committee to adopt the merger agreement, Capnia stockholders should be aware that Edgar
Engleman, a member of our board of directors and representative of funds affiliated with Vivo Ventures V LLC, or Vivo, which as of January 4,2017 held
44.08% of our common stock, have interests in the merger and have arrangements that are different from, or in addition to, those of Capnia stockholders
generally, including, as a stockholder of Essentialis and participant in the concurrent financing. These interests and arrangements may create potential
conflicts of interest. The Capnia special committee and the Essentialis board were aware of these potential conflicts of interest and considered them, among
other matters, in reaching their respective decisions to approve the merger agreement, the merger, and the other transactions contemplated by the merger
agreement.

Indemnification of Directors and Officers; Directors’ and Officers’ Insurance

Under the terms of the merger agreement, Capnia will honor all obligations of Essentialis and its subsidiaries contained in any indemnification
agreement in effect prior to completion of the merger between Essentialis or its subsidiaries and any of'its current or former directors or officers for a period of
six years after completion of the merger. In addition, the merger agreement also provides that, for a period of six years following the effective time of the
merger, the surviving company will, and Capnia will cause the surviving company and its subsidiaries to, cause their respective certificates of incorporation
and by-laws (or other similar organizational documents) to include indemnification and exculpation provisions at least as favorable as the indemnification
and exculpation provisions contained in the applicable organizational documents of Essentialis and its subsidiaries as of immediately prior to the
completion of the merger.

In connection with the closing of the merger, Essentialis will purchase, at its own expense, a “tail” prepaid insurance policy on terms and conditions
reasonably acceptable to Capnia, which covers claims arising from facts or events that occurred prior to the completion of the merger. Capnia will be
obligated to maintain such insurance policy for the full term thereof.

Board of Capnia Following Completion of the Merger

At or prior to the consummation of the merger, the size of the Capnia board of directors will be increased to nine members, and effective as of the
effective time of the merger Mahendra Shah, Jim Glasheen, and Stuart Collinson will be appointed to the Capnia board to fill vacancies on the board.
Immediately following the closing of the transactions, our board of directors will be comprised of six current Capnia directors—Anish Bhatnagar, Emest
Mario, William Harris, Steve Kinon, Rajen Dalal, and Steinar Engelsen—and the three new directors initially designated by Essentialis — Mahendra Shah, Jim
Glasheen, and Stuart Collinson. Capnia’s seventh current director Ed Engleman, is expected to resign as a member of our board of directors upon the closing
of the transactions. If the merger agreement is terminated prior to closing, Dr. Engleman’s resignation wouldn’t become effective.

Accounting Treatment

The acquisition of Essentialis common stock by Capnia in the merger will be accounted for in accordance with the acquisition method of accounting
and the regulations of the SEC. This means that the assets of Essentialis will be recorded, as of the completion of the merger, at their fair values and
consolidated with those of Capnia. This may result in recording an amount of goodwill, which represents the excess of the purchase price over the fair value
of'the identifiable net assets of Essentialis. Financial statements of Capnia issued after the merger will reflect only the operations of Essentialis’s business
after the merger and will not be restated retroactively to reflect the historical financial position or results of operations of Essentialis.

All unaudited pro forma combined financial information contained in this proxy statement was prepared using the acquisition method of accounting
for business combinations. The final allocation of the purchase price will be
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determined after the merger is completed and after completion of an analysis to determine the fair value of the assets of Essentialis’s business. Accordingly,
the final purchase accounting adjustments may be materially different from the unaudited pro forma adjustments. Any decrease in the fair value of the assets
of Essentialis’s business as compared to the unaudited pro forma combined financial information included in this proxy statement may have the effect of
increasing the amount of recorded goodwill. An increase or decrease in the share price of Capnia may have the effect of increasing or decreasing goodwill, as
the case may be.

Material U.S. Federal Income Tax Consequences of the Transactions

The transactions will not result in any taxable gain or loss for U.S. federal income tax purposes to Capnia or to any Capnia stockholder in his, her or its
capacity as a Capnia stockholder. Capnia stockholders who are also stockholders of Essentialis, or are otherwise entitled to receive a portion of the merger
consideration under the terms of the merger agreement, or are participating in the concurrent financing, should consult their own tax advisors as to the tax
consequences of participating in the transactions with respect to their Essentialis stock, or the additional shares of Capnia common stock they may be
entitled to receive in the transactions.

Accordingly, Essentialis stockholders should consult their tax advisors as to the specific tax consequences of the integrated merger, including any
applicable federal, state, local and non-U.S. tax consequences.

The foregoing discussion of U.S. federal income tax consequences is not intended to constitute a complete description of all tax consequences
relating to the integrated merger. The tax consequences of the integrated merger to an Essentialis stockholder will depend upon the facts of the
stockholder’s particular situation. Because individual circumstances may differ, Essentialis stockholders are urged to consult with their own tax
advisor regarding the applicability of the rules discussed above and the particular tax effects of the integrated merger, including the application of
state, local and non-U.S. tax laws.

Regulatory Filings and Approvals Required to Complete the Merger

The merger is not subject to review by the United States Federal Trade Commission and the Antitrust Division of the United States Department of
Justice under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended.

Registration of Shares of Capnia Common Stock Received in the Merger

The shares of Capnia common stock issued in the merger will not be registered under the Securities Act of 1933, as amended, or the Securities Act, and
will be subject to various restrictions and limitations on transfer under U.S. Securities laws. Capnia has agreed to grant stockholders of Essentialis receiving
shares of Capnia common stock in the merger (and other Essentialis’s service providers who are entitled to receive shares of Capnia common stock in the
merger) certain registration rights that will be substantially similar to the registration rights granted by Capnia to the investors in the concurrent financing
transaction as further described in “Ancillary Agreements—Indications of Interest” below.

Appraisal Rights

Under Delaware law, Capnia stockholders are not entitled to appraisal rights in connection with the issuance of shares of Capnia common stock in the
merger pursuant to the terms of the merger agreement. It is anticipated that shares of Capnia common stock will continue to be traded on The Nasdaq Capital
Market during the pendency of and following the effectiveness of the merger, and Capnia’s corporate status will not change because the merger is being
consummated between its subsidiaries and Essentialis.
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THE MERGER AGREEMENT

The following summary describes the material provisions of the merger agreement. The provisions of the merger agreement are complicated and not
easily summarized. This summary may not contain all of the information about the merger agreement that is important to you. The merger agreement is
attached to this proxy statement as Annex A and is incorporated by reference into this proxy statement, and Capnia encourages you to read it carefully in its
entirety for a more complete understanding of the merger agreement.

The merger agreement has been included to provide you with information regarding its terms. It is not intended to provide any other factual
information about Capnia or Essentialis. Such information can be found elsewhere in this document and in the public filings that Capnia makes with the
Securities and Exchange Commission, which are available without charge through the Securities and Exchange Commission’s website at
http://www.sec.gov.

The representations and warranties described below and included in the merger agreement were made by each of Capnia and Essentialis to the other.
These representations and warranties were made as of specific dates and are subject to important exceptions, limitations and supplemental information
contained in the confidential disclosure letters provided by each of Capnia and Essentialis to the other in connection with the signing of the merger
agreement, including a contractual standard of materiality different from that generally applicable under federal securities laws. In addition, the
representations and warranties may have been included in the merger agreement for the purpose of allocating risk between Capnia and Essentialis rather
than to establish matters as facts. The merger agreement is described in this proxy statement and included as Annex A only to provide you with information
regarding its terms and conditions, and not to provide any other factual information regarding Capnia, Essentialis or their respective businesses.
Accordingly, you should not rely on the representations and warranties in the merger agreement as characterizations of the actual state of facts about
Capnia or Essentialis, and you should read the information provided elsewhere in this proxy statement and in the documents incorporated by reference into
this proxy statement for information regarding Capnia and Essentialis and their respective businesses. See the section entitled “Where You Can Find More
Information” beginning on page 105 of this proxy statement.

The Merger

Under the merger agreement, Company E Merger Sub, Inc., or Merger Sub, a wholly-owned subsidiary of Capnia, will merge with and into Essentialis
and Essentialis will continue as the surviving corporation. We refer to the merger of Merger Sub with and into Essentialis as the merger in this proxy
statement.

Closing and Effective Time of the Merger

Capnia and Essentialis expect to complete the merger after all of the conditions to completion of the merger contained in the merger agreement, which
are described in the section entitled “—Conditions to Obligations to Complete the Merger” beginning on page 55 of this proxy statement, are satisfied or
waived, including, among others, approval by the Capnia stockholders of the issuance of shares of Capnia common stock in the merger pursuant to the terms
of the merger agreement. The merger will become effective at the time of the filing and acceptance by the Secretary of State of the State of Delaware of the
certificate of merger, or such later time as may be agreed in writing by Capnia and Essentialis and specified in such certificate of merger.

Treatment of Securities
Essentialis Stock

In consideration of the merger, Capnia has agreed to issue at closing an aggregate of 17,354,453 shares of Capnia common stock, par value $0.001 per
share, or the Capnia common stock. In addition, Capnia will hold-back an additional 913,392 shares of Capnia common stock as partial recourse to satisfy
indemnification claims
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made by Capnia under the merger agreement, and such shares of Capnia common stock will be issued on the one year anniversary of the closing (subject to
the limitations set forth in the merger agreement). Furthermore, upon the achievement of a development milestone associated with Essentialis’s product in
accordance with the terms of the merger agreement, Capnia will be obligated to issue an additional 4,566,961 shares of Capnia common stock. Additionally,
upon the achievement of certain commercial milestones associated with the sale of Essentialis’s product in accordance with the terms of the merger
agreement, Capnia will be obligated to make cash earnout payments of a maximum of $30 million. Assuming that Capnia issues all of the shares of Capnia
common stock held back by Capnia and the development milestone is achieved, Capnia would issue a total 022,834,806 shares of Capnia common stock.
The merger consideration issuable or payable to Essentialis stockholders described above will be reduced by any such shares of Capnia common stock
issuable, or cash earnout payments payable, to Essentialis’s management carve-out plan participants and other service providers of Essentialis, in each case,
in accordance with the terms of the merger agreement.

The only holders of Essentialis capital stock that are entitled to receive merger consideration under the merger agreement are the holders of Series B
preferred stock of Essentialis. Holders of Essentialis common stock and/or Essentialis Series A preferred stock will not be entitled to receive any merger
consideration in respect of such shares of capital stock of Essentialis. Capnia will not assume any outstanding equity awards of Essentialis. See the section
entitled “—Treatment of Securities—Treatment of Essentialis Equity Awards” beginning on page 46 of this proxy statement. All outstanding warrants to
purchase shares of Series A or Series B preferred stock of Essentialis will be exercised or cancelled immediately prior to the effective time of the merger
pursuant to the terms of such warrants. See the section entitled “—Treatment of Securities—Treatment of Essentialis Warrants” beginning on page 46 of this
proxy statement. All convertible promissory notes that are convertible into shares of Series B preferred stock of Essentialis will be automatically converted
into shares of Essentialis Series B preferred stock in accordance with their terms as of immediately prior to the effective time of the merger. The shares of
Essentialis Series B preferred stock issuable upon conversion of these notes will then be exchanged for merger consideration pursuant to the merger
agreement. See the section entitled “—7Treatment of Securities—Treatment of Essentialis Convertible Notes” beginning on page 46 of this proxy statement.
All options to purchase shares of capital stock of Essentialis will be terminated prior to the closing.

Each share of Essentialis stock that is owned by Capnia, Merger Sub, or Essentialis, or by any direct or indirect wholly-owned subsidiary of Capnia,
Merger Sub, or Essentialis, in each case immediately prior to the effective time of the merger, will be canceled and extinguished without being converted into
Capnia common stock and without any other consideration paid for such shares.

Fractional Shares

Capnia will not issue any fractional shares of Capnia common stock pursuant to the terms of the merger agreement. Instead, each person or entity who
would otherwise be entitled to receive a fraction of a share of Capnia common stock under the merger agreement will receive (after aggregating all fractional
shares of Capnia common stock that otherwise would be received by such person or entity) an amount of cash (rounded down to the nearest whole cent),
without interest, equal to the amount obtained by multiplying such fraction of a share by the closing sale price for one share of Capnia common stock on the
trading day ending on the business day immediately preceding the closing date of the merger, as reported on The Nasdaq Capital Market.

Appraisal Rights of Essentialis Stockholders

Holders of Essentialis common stock, Series A preferred stock and/or Series B preferred stock will be entitled to appraisal rights under Delaware law
and to obtain payment in cash for the judicially-determined fair value of their shares of Essentialis common stock, Series A preferred stock and/or Series B
preferred stock, respectively, in connection with the merger agreement if the merger is consummated and provided that the holders follow the requirements of
Delaware law. If any such holder fails to perfect or waives, withdraws or loses the right to appraisal under Delaware law or if a court of competent jurisdiction
determines that such holder is
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not entitled to the relief provided thereunder, then (i) such shares of Essentialis common stock, Series A preferred stock and/or Series B preferred stock, that
were subject to the appraisal (appraisal shares) will cease to constitute appraisal shares and (ii) the right of such holder to be paid the fair value of such
holder’s appraisal shares will be forfeited and cease. If such forfeiture occurs following the effective time of the merger, each such appraisal share will
thereafter be deemed to have been converted into and to have become, as of the effective time of the merger, the right to receive the merger consideration
(without interest thereon).

Treatment of Essentialis Equity Awards

Each option to purchase shares of Essentialis common stock that is held as of immediately prior to the effective time of the merger will be terminated.

Treatment of Essentialis Warrants

No outstanding warrants to purchase shares of Essentialis Series A preferred stock or Series B preferred stock will be assumed by Capnia in the merger.
Prior to the effective time, all outstanding and unexercised warrants to purchase shares of Essentialis Series A or Series B preferred stock shall be cancelled or
automatically net exercised into shares of Series A preferred stock or Series B preferred stock, as applicable, of Essentialis either pursuant to the terms of the
warrants or pursuant to an agreement with the holder thereof. Thereafter, any shares of Series A preferred stock issued upon exercise of such warrants will be
cancelled at the effective time of the merger for no consideration. All shares of Series B preferred stock issued upon exercise of such warrants shall be
cancelled and exchanged for shares of Capnia common stock in accordance with the merger agreement. Essentialis will take all actions necessary to ensure
that no warrants to purchase any Essentialis stock are outstanding as of immediately prior to the effective time of the merger.

Treatment of Essentialis Convertible Notes

No outstanding convertible promissory notes of Essentialis will be assumed by Capnia in the merger. Prior to the effective time, all outstanding and
unconverted convertible promissory notes shall be automatically converted into shares of Series B preferred stock of Essentialis, pursuant to the terms of such
notes. All shares of Series B preferred stock issued upon conversion of such notes shall be cancelled and exchanged for shares of Capnia common stock in
accordance with the merger agreement. Essentialis will take all actions necessary to ensure that no convertible promissory notes are outstanding as of
immediately prior to the effective time of the merger.

Exchange of Stock Certificates

Capnia’s transfer agent and registrant, American Stock Transfer & Trust Company, LLC, will act as the exchange agent for the merger. On the closing
date of the merger, Capnia will issue or cause to be deposited with the exchange agent an aggregate number of shares of Capnia common stock sufficient to
issue all stock consideration issuable as merger consideration at the closing under the merger agreement. Furthermore, at or prior to the effective time, Capnia
will deposit with the exchange agent an aggregate amount of cash as required to pay any amounts of cash payable in lieu of fractional shares to the
Essentialis stockholders under the merger agreement.

As promptly as practicable (and in any event within four business days) following the effective time of the merger, Capnia will cause the exchange
agent to mail to each holder of record of Essentialis (as of immediately prior to the effective time of the merger) of a certificate or certificates that immediately
prior to the effective time of the merger represented outstanding shares of Essentialis stock (or effective affidavits of loss in lieu thereof) (i) a letter of
transmittal in customary form and (ii) instructions for use in effecting the surrender of the certificates in exchange for (a) the merger consideration issuable
and payable to the Essentialis stockholders under the merger agreement and (b) any other distributions payable pursuant to the terms of the merger
agreement.
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Upon surrender of certificates for cancellation to the exchange agent, together with a letter of transmittal, duly completed and validly executed in
accordance with the relevant instructions, the holders of such certificates or book entry shares will be entitled to receive the merger consideration issuable
and payable to such holder under the merger agreement and any distributions such holder is entitled to receive pursuant to the merger agreement.

The exchange agent will accept certificates upon compliance with such reasonable terms and conditions as the exchange agent may impose for an
orderly exchange in accordance with normal exchange practices. No interest will be paid or accrued for the benefit of holders of the certificates on the cash
amounts payable in lieu of fractional shares. Until surrendered, from and after the effective time of the merger outstanding certificates will only be evidence
of the right to receive the merger consideration issuable to the Essentialis stockholders under the merger agreement and any distributions payable pursuant to
the merger agreement.

Lost, Stolen or Destroyed Certificates

If an Essentialis stock certificate is lost, stolen or destroyed, the holder of the certificate must deliver an affidavit prior to receiving any merger
consideration.

Representations and Warranties

The merger agreement contains representations and warranties made by each of Capnia and Merger Sub, on the one hand, and Essentialis, on the other,
regarding their respective businesses, financial condition and structure, their subsidiaries and other facts pertinent to the merger. Essentialis made
representations and warranties relating to the following:

*  organization and power;
e subsidiaries;

*  corporate authorization to enter into and carry out the obligations contained in the merger agreement, requisite stockholder approvals and
enforceability of the merger agreement;

« the absence of any conflicts with or violations of such party’s organizational documents and certain agreements with third parties;
*  capitalization;

*  matters concerning financial statements;

» the absence of certain changes or events between the date of such party’s last unaudited balance sheet and the date of the merger agreement;
+ the absence of undisclosed liabilities (other than certain specified exceptions);

»  real property matters;

+ tangible property matters;

*  tax matters;

*  material contracts and the absence of breaches of material contracts;

+ intellectual property matters;

+ litigation and legal proceedings;

» any consents required by the governmental in connection with the transactions contemplated by the merger agreement;

+ employee benefit plan matters;

»  compliance with applicable laws, including anti-corruption and export controls laws;
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environmental matters;

related party transaction matters;

employee matters;

regulatory matters;

corporate records;

no brokers;

broker, finder or investment banker fees that may be payable in connection with the merger;
bank accounts;

stockholder approval matters; and

the applicability of Delaware anti-takeover statutes to the merger.

Capnia and Merger Sub made representations and warranties relating to the following:

organization and power;

corporate authorization to enter into and carry out the obligations contained in the merger agreement and enforceability of the merger
agreement;

the absence of any conflicts with or violations of such party’s organizational documents and certain agreements with third parties;
any governmental consents in connection with the transactions contemplated by the merger agreement;

capitalization;

purpose of the Merger Sub;

Capnia’s filings with the Securities and Exchange Commission, or SEC, including certain financial statements contained in certain filings with
the SEC;

tax matters;

material contracts and the absence of breaches of material contracts;
litigation matters;

intellectual property matters;

employee benefit plan matters;

compliance with laws;

shares of Capnia common stock issuable in the merger; and

broker, finder or investment banker fees that may be payable in connection with the merger.

Conduct of Business before Completion of the Merger

In the merger agreement, Capnia and Essentialis have agreed that, until the earlier of the completion of the merger or termination of the merger
agreement, or unless contemplated by the merger agreement, required by applicable law or consented to by the other party in writing, each such party will,
among other things, use its commercially reasonable efforts to (i) carry on its business in the ordinary course of business, (ii) pay its debts and taxes when
due; (iii) keep available the services of'its officers and employees; and (iv) preserve its relationships with customers, suppliers, licensors and others. The
foregoing will not impair Capnia’s right to complete financing transactions or certain sale or licensing transactions during the interim period. Capnia has also
agreed that, during this same time period, Capnia will not grant any incentive or extraordinary options, except that it will have the right to grant options in
the ordinary course of business and will have the right to grant shares of Capnia common stock to its board members in lieu of cash compensation for their
service on the Capnia board of directors.
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Under the merger agreement, Essentialis has also agreed that, until the earlier of the completion of the merger or termination of the merger agreement,
or unless Capnia consents in writing (which consent may not be unreasonably withheld, conditioned or delayed), Essentialis will not (and will cause its
subsidiaries not to), except as specifically contemplated or permitted by the merger agreement, as required by law or as specifically disclosed to Capnia in
Essentialis’ disclosure schedule to the merger agreement:

except for issuances as may result from the conversion of Essentialis preferred stock, convertible promissory notes, warrants or for issuances of
replacement certificates for shares of Essentialis stock and except for issuance of new certificates for shares of Essentialis stock in connection
with a transfer of Essentialis stock by the holder thereof, issue, sell or deliver (or authorize or propose the issuance, sale or delivery of) any of its
equity securities or issue or sell any securities convertible into, or options with respect to, or warrants to purchase or rights to subscribe for, any of
its equity securities;

effect any recapitalization, reclassification, equity split or like change in its capitalization;

cause or permit any modifications, amendments or changes to any of Essentialis’s certificate of incorporation or bylaws or alter, or enter into any
commitment to alter, its interest in any corporation, association, joint venture, partnership or business entity in which the Essentialis directly or
indirectly holds any interest;

declare, set aside, or pay any dividends on or make any other distributions (whether in cash, stock or property) in respect of its equity interests, or
directly or indirectly make any redemption or purchase of its equity interests (other than with respect to the repurchase of Essentialis stock from
former employees or service providers pursuant to agreements in effect as of the date of the merger agreement);

sell, assign or transfer any of its tangible assets, except for sales of Essentialis’s products in the ordinary course of business consistent with past
practice;

sell, assign, transfer or license any of Essentialis’s intellectual property, nor grant any sublicenses under, or other rights with respect to, any
intellectual property licensed by Essentialis, except for non-exclusive licenses granted in the ordinary course of business in connection with the
performance of services or other activities on behalfand for the benefit of Essentialis and consistent with past practice;

amend, modify and/or terminate, nor waive, release or assign any rights or claims under, any material contract;

enter into or materially amend, modify and/or voluntarily terminate any material contract;

fail to take all commercially reasonable efforts which are customary in the industry to protect and maintain Essentialis’s intellectual property;
make any capital investment in, or any loan to, any other person, except pursuant a contract existing as of the date of the merger agreement;

make any capital expenditures or commitments therefor in excess of $25,000, except pursuant to a contract existing as of the date of the merger
agreement;

make any loan to, or enter into any other transaction with, any of'its officers, employees, consultants or other service providers or related parties,
except pursuant to a contract existing as of the date of the merger agreement;

except to the extent required by applicable law, (1) grant or announce any incentive awards or any increase in the salaries, bonuses or other
compensation (cash, equity or otherwise) and benefits payable by Essentialis to any of its employees, officers, directors or other service
providers; (2) enter into or amend any employment, change in control, severance, retention, consulting or similar contract with any officer,
employee, consultant or other agent of Essentialis; (3) grant any severance or termination pay (cash, equity or otherwise) to any employee,
except pursuant to written agreements outstanding, or

49



Table of Contents

policies existing, on the date hereof and as previously disclosed in writing to Capnia, or adopt any new severance plan, or amend or modify or
alter in any respect any severance plan, agreement or arrangement existing on the date hereof; or (4) terminate or materially amend any employee
benefit plan or adopt any arrangement for the current or future benefit or welfare of any officer or employee of Essentialis that would be an
employee benefit plan if it were in existence as of the date hereof;

hire, offer to hire or terminate any employees, or encourage any employees to resign from Essentialis;
commence or settle any claim or action;

waive or release any material right or claim of Essentialis, including any material write-off or other compromise or account receivable of
Essentialis;

cancel any third-party indebtedness;

incur any indebtedness, amend the terms of any outstanding loan agreement, guarantee any indebtedness of any person, issue or sell any debt
securities or guarantee the indebtedness of any person or encumber any assets of Essentialis;

cancel or amend any insurance policy of Essentialis;

grant any discounts, credits or rebates to any customer or supplier of Essentialis other than in the ordinary course of business consistent with past
practices;

change Essentialis’s accounting policies or procedures (other than as required by GAAP), including with respect to reserves for doubtful
accounts, or payment or collection policies or practices;

revalue any of'its assets (whether tangible or intangible), including writing down the value of inventory or writing off notes or accounts
receivable;

enter into any agreement to purchase or sell any interest in real property, grant any security interest in any real property, enter into any lease,
sublease, license or other occupancy agreement with respect to any real property or alter, amend, modify, violate or terminate any of the terms of
any agreement relating to any leased real property;

acquire or agree to acquire by merging or consolidating with, or by purchasing any assets or equity securities of, or by any other manner, any
business or any corporation, partnership, association or other business organization or division thereof, or otherwise acquire or agree to acquire
any assets or any equity securities, that are material individually or in the aggregate, to the business of Essentialis;

make or change any material election in respect of taxes, adopt or change any accounting method in respect of taxes, enter into any agreement in
respect of the indemnification, sharing or allocation of taxes (in each case excluding agreements entered into in the ordinary course of business
with a principal purpose unrelated to tax), settle any claim or assessment in respect of taxes, surrender any right to claim any material tax refunds,
consent to any extension or waiver of the limitation period applicable to any claim or assessment in respect of taxes or file any income or other
material tax return or amend any tax return; or

authorize any of, or agree to commit to take, any of the foregoing actions.

The merger agreement expressly provides, however, that during this same period, Essentialis will have the right to issue convertible debt and warrants,
in each case, convertible into shares of Essentialis Series B preferred stock and will have the right to amend its certificate of incorporation to accommodate
the shares of capital stock of Essentialis that such convertible debt (and existing convertible debt) and warrants would convert into, subject to the conditions
contained in the merger agreement.
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Capnia and Essentialis are Required to Terminate Any Existing Discussions with Third Parties and are Prohibited from Soliciting Other Offers

During the period from the execution of the merger agreement until the earlier of the termination of the merger agreement or the effective time of the
merger, each of Capnia and Essentialis will not, and will not permit any of its representatives to, take any actions to engage in any discussions or negotiations
with, solicit or knowingly support or endorse any acquisition proposal from, enter into any contract with, or disclose or furnish any information conceming
any such acquisition transaction (except for specific exceptions concerning communications with each party’s respective stockholders as further described
herein). The foregoing “no-shop” covenant does not apply to any financing transaction of Capnia and/or certain sale or licensing transactions involving
Capnia.

However, prior to receipt of stockholder approval, Capnia may negotiate with, provide non-public information to any person that has made a bona fide
unsolicited acquisition proposal, so long as, among other things: (1) Capnia’s board (or special committee) determines in good faith (after consultation with
its financial advisor and outside legal counsel) that such acquisition proposal constitutes a “superior proposal” and (2) Capnia’s board (or special committee)
determines in good faith (after consultation with its financial advisor and outside legal counsel) that the failure to take such action would constitute a breach
of its fiduciary duties under Delaware law.

For purposes of the restrictions described above, “acquisition proposal” means any proposal, offer, or indication of interest (other than one made by the
other party) relating to any acquisition transaction, and “acquisition transaction” means, with respect to Essentialis, any transaction or series of related
transactions involving (i) any reorganization, recapitalization or similar transaction involving Essentialis; (ii) any equity financing involving Essentialis;
(iii) any sale, license transfer or other disposition of the capital stock or assets of Essentialis; (iv) any merger or similar transaction involving Essentialis; or
(v) any other transaction that would reasonably be expected to have a material adverse effect on the ability of Essentialis to consummate the transactions
contemplated by the merger and with respect to Capnia, (i) any acquisition or purchase by any person of 50.1% or greater of the voting securities of Capnia or
any tender offer or exchange offer that would result in any such person beneficially owning 50.1% or more of the voting securities of Capnia; (ii) any merger
or similar transaction involving Capnia in which the stockholders of Capnia hold less than 50% of the equity interests of the surviving company; (iii) any
liquidation, recapitalization or similar transaction of Capnia constitute 50.1% or more of the net revenues, net income or assets as of the 12 month period
ending on the last day of Capnia’s most recently completed year or; (iv) any combination of the foregoing.

In addition, in the event that either of Capnia or Essentialis receives any acquisition proposal from a third party following the date of the merger
agreement, such party shall notify the other party in writing as promptly as practicable (but in no event later than 24 hours) after receipt of such proposal and
will provide, to the extent not otherwise prohibited by confidentiality restrictions, the identity of such third party and a copy of the proposal and its material
terms.

Obligations of each of the Essentialis and Capnia Boards with Respect to its Recommendation

The Essentialis board agreed to recommend the approval and adoption of the merger agreement and the transactions contemplated by the merger
agreement to its stockholders. The requisite holders of Essentialis capital stock have adopted the merger agreement and approved the merger as of the date of
this proxy.

The Capnia board (and its special committee) agreed to recommend the approval of the issuance of shares of Capnia common stock in the merger to its
stockholders and, among other things, agreed to not approve, endorse, or recommend any alternative acquisition proposal, subject to the below exceptions.

Notwithstanding the obligations described above, at any time before receiving the approvals of their Capnia stockholders, the Capnia board (or its
special committee) may change its recommendation if certain conditions are satisfied with respect to a superior proposal or an intervening event.
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With respect to a superior proposal, the Capnia board (or its special committee) may change its recommendation if and only if:

*  Capnia has received an unsolicited, bona fide acquisition proposal that its board has determined in good faith (after consultation with its
financial advisor, its outside counsel or special committee) constitutes a superior proposal;

»  priorto changing its board recommendation, Capnia has given the Essentialis at least three business days’ prior written notice and the
opportunity to meet and discuss in good faith potential amendments or other modifications to the merger agreement so that the merger and other
transactions contemplated by the merger agreement can take place; Essentialis has not made, within the three business days after receiving notice
of Capnia’s intent to change its board recommendation, a counteroffer or proposal that the Capnia board (or special committee) determines in
good faith (after consultation with its financial advisors and its outside legal counsel) is at least as favorable to its stockholders as the superior
proposal; and

» after such discussions, the Capnia board (or its special committee) determines in good faith (after consultation with its outside legal counsel and
after considering in good faith any counteroffer or proposal) that the failure to change its recommendation would constitute a breach of its
fiduciary duties under Delaware law.

The Capnia board (or its special committee) may also change its recommendation in connection with an intervening event if and only if:

*  before changing its recommendation, Capnia has given Essentialis at least three business days’ notice and the opportunity to meet and discuss in
good faith the basis for the proposed change in recommendation, and potential amendments and modifications to the merger agreement so that
the merger and other transactions contemplated by the merger agreement can take place; and

»  after such discussions, the Capnia board (or special committee) determines in good faith (after consultation with outside legal counsel and after
considering in good faith any counteroffer or proposal made by Essentialis) that the failure to change its recommendation would constitute a
breach ofits fiduciary duties under Delaware law.

For purposes of the provisions described above, “intervening event” means any material event, circumstance, change, effect, development or condition
occurring or arising after the date of the merger agreement that was not known to the Capnia board (or special committee) as of or before the date of the
merger agreement and did not result from or arise out of, among other things, the announcement or pendency of, or any actions required to be taken by such
party, pursuant to the merger agreement.

Efforts to Complete and Regulatory Matters

Each party to the merger agreement has agreed to use its commercially reasonable efforts to take all actions and to do all things reasonably necessary to
consummate and make effective the transactions contemplated by the merger agreement.

Proxy Statement

The merger agreement provides that as promptly as practicable after the execution and delivery thereof, Capnia will prepare and file with the Securities
and Exchange Commission, a proxy statement of Capnia for use in connection with the solicitation of proxies for the Capnia special meeting.

Capnia Stockholder Meeting

Essentialis agreed that the Capnia board, or a special committee thereof, will call, hold and convene a meeting of'its stockholders as promptly as
practicable.
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Public Announcements

Capnia may, without the prior consent of Essentialis, issue a press release or make a public statement relating to the merger agreement or the merger,
including any press release or public announcements required by applicable law or the rules and regulations of the Nasdaq Capital Market, as applicable.
However, Essentialis will not issue any press release or make any public statement with respect to the merger agreement or the merger without the prior
written consent of Capnia, which consent shall not be unreasonably withheld, conditioned or delayed.

Essentialis Employee Benefits; 401(k) Plans

Essentialis (and its ERISA affiliates) will take all necessary actions to terminate (i) any and all group severance, separation, deferred compensation or
salary continuation plans, programs or arrangements (except as otherwise provided by the merger agreement), (ii) plans, programs or arrangements required by
law, (iii) agreements entered into between Essentialis or its subsidiaries and individual employees providing for severance or other employment benefits, and
(iv) its 401 (k) plan, in each case, effective as of the date immediately prior to the closing of the merger and contingent upon the consummation of the merger.

Indemnification of Directors and Officers; Directors’ and Officers’ Insurance

Under the terms of the merger agreement, Capnia will honor all obligations of Essentialis and its subsidiaries contained in any indemnification
agreement in effect prior to completion of the merger between Essentialis or its subsidiaries and any of its current or former directors or officers for a period of
six years after completion of the merger. In addition, the merger agreement also provides that, for a period of six years following the effective time of the
merger, the surviving company will, and Capnia will cause the surviving company and its subsidiaries to, cause their respective certificates of incorporation
and by-laws (or other similar organizational documents) to include indemnification and exculpation provisions at least as favorable as the indemnification
and exculpation provisions contained in the applicable organizational documents of Essentialis and its subsidiaries as of immediately prior to the
completion of the merger.

In connection with the closing of the merger, Essentialis will purchase, at its own expense, a “tail” prepaid insurance policy on terms and conditions
reasonably acceptable to Capnia, which covers claims arising from facts or events that occurred prior to the completion of the merger. Capnia will be
obligated to maintain such insurance policy for the full term thereof.

Indemnification
General

On the terms and subject to the limitations in Article VII of the merger agreement, from and after the effective time of the merger, each of the Essentialis
stockholders shall severally (in accordance with their respective portion of the merger consideration) and not jointly indemnify Capnia and its officers,
directors, agents and employees and affiliates, or the Capnia indemnified parties, against any “indemnifiable damages” arising out of, resulting from or in
connection with:

* any breach of any representation or warranty of Essentialis contained in the merger agreement or any certificate delivered by Essentialis pursuant
to the merger agreement;

* any breach or default in connection with any of the covenants or agreements made by Essentialis under the merger agreement;
* any pre-closing taxes (as defined in the merger agreement and subject to the limitations contained therein);
+ any indebtedness of Essentialis not paid or otherwise satisfied as of the effective time of the merger;

* any fraud or intentional misrepresentation by Essentialis on or prior to the effective time with respect to the merger agreement or any of the other
agreements delivered pursuant to the merger agreement;

53



Table of Contents

*  any threatened or actual claims made by any Essentialis stockholder (or consideration recipient) with respect to merger agreement, the
transactions or any prior corporate transaction (including claims for breach of fiduciary duties by the officers or directors of Essentialis),
including any claims arising from the exercise by any Essentialis stockholder of appraisal or dissenters rights under Delaware law or other
applicable law; and

* any inaccuracy in the consideration spreadsheet delivered to Capnia by Essentialis pursuant to the merger agreement.

Indemnification Limitations

The Capnia indemnified parties’ indemnification rights, and the liability of the Essentialis stockholders, are subject to the following limitations (as
more specifically described in the merger agreement):

*  The Essentialis stockholders’ maximum indemnification obligation with respect to breaches of representations and warranties of Essentialis
(except for breaches of “fundamental representations” as described below, referred to as general claims) shall be limited to the holdback shares
and to set off any losses against the shares issuable upon achievement of the development milestone, and the maximum liability of the
Essentialis stockholders for general claims shall not exceed $3,000,000.

»  With respect to general claims, Essentialis stockholders will not be liable in respect of any such indemnification claim until the aggregate
amount of all such losses exceeds $1,000,000, in the aggregate, in which case the Essentialis stockholders will be liable from the first dollar of
any such loss.

*  For (i) breaches of “fundamental representations” (which are the representations and warranties of Essentialis regarding (A) organization and
power; (B) authority; (C) capitalization; (D) taxes; and (E) brokerage), (ii) claims in respect to fraud or intentional misrepresentation and
(iii) other specified matters set forth in the merger agreement, the maximum liability of each Essentialis stockholder to the Capnia indemnified
parties will not exceed the portion of the merger consideration actually received by such stockholder.

*  The Capnia indemnified parties will also be obligated to mitigate its damages in accordance with the terms in the merger agreement and will be
obligated to pursue recourse for indemnification claims first against the holdback shares, to the extent available.

Survival of Representations and Warranties

For the purpose of indemnification claims by the Capnia indemnified parties under the merger agreement, the non-“fundamental” representations and
warranties of Essentialis, other than the representations and warranties regarding the intellectual property of Essentialis, survive the closing of the merger
until 12 months following the closing date and the “fundamental” representations and warranties of Essentialis survive the closing of the merger until the
date that is 30 days after the expiration of all the applicable statute of limitations, in each case, subject to the terms and conditions of the merger agreement.
The representations and warranties of Essentialis regarding intellectual property of Essentialis survive the closing of the merger until the date that is one-year
anniversary of the date of the first sale of any pharmaceutical product containing the diazoxide choline compound developed by Essentialis, for monetary
value by Capnia, or its affiliates, to a third party end user or distributor (for purposes of commercial distribution).

Holdback Shares

The holdback shares will serve as partial security for the indemnification obligations of Essentialis stockholders as provided for in Article VII of the
merger agreement. The holdback shares (less any stock previously released to Capnia indemnified parties in accordance with the merger agreement or then
subject to pending claims by Capnia indemnified parties under the merger agreement) will be issued by Capnia promptly following the date that is 12 months
after the closing of the merger in accordance with the terms of the merger agreement.
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Value of Merger Consideration for Purposes of Indemnification Obligations

The merger agreement provides that the value per share of Capnia common stock for purposes of satisfying Essentialis stockholders’ indemnification
obligations under the merger agreement is $0.96 per share (subject to adjustments for any stock splits, combinations and the like of Capnia), provided that
such amount only reflects an agreed-upon number to fix such amount as the value of Capnia common stock for the limited purpose of satisfying any
indemnification claims of Essentialis stockholders.

Indemnification Obligations of Capnia

The merger agreement also provides for certain indemnification obligations of Capnia for the benefit of the Essentialis stockholders with respect to
breaches of representations, warranties and covenants of Capnia.

Listing of Capnia Common Stock

Capnia will take all such actions necessary to list on The Nasdaq Capital Market for trading, the additional shares of Capnia common stock that are
issuable in the merger at the effective time of the merger, as well as, if issuable under the merger agreement, the shares of Capnia common stock issuable upon
release of the hold back and/or upon achievement of the development milestone pursuant to the merger agreement.

Capnia and Essentialis Insiders

A special committee of the Capnia board of directors, consisting solely of non-employee directors has adopted a resolution providing that the receipt
of Capnia common stock by the three Essentialis insiders who will be appointed to the Capnia board of directors in connection with the merger is intended to
be exempt pursuant to Rule 16b-3 under the Securities Exchange Act of 1934.

Capnia Board of Directors

On or prior to the effective time, Capnia will take all necessary corporate action so that (i) effective as of the effective time of the merger, the size of its
board is increased to a total of nine members and (ii) Mahendra Shah, Jim Glasheen, and Stuart Collinson will be appointed to the Capnia board to fill
vacancies on the Capnia board.

Conditions to Obligations to Complete the Merger

The respective obligations of Capnia, Merger Sub, and Essentialis to consummate the merger are subject to the satisfaction or waiver of each of the
following conditions:

* therequired approvals of the stockholders of each of Capnia and Essentialis will have been obtained;

* no law shall be in effect and no order shall have been entered which would prevent the performance of the merger agreement or the
consummation of the transactions contemplated by the merger agreement; and

+  all waiting periods, if any, applicable to the merger will have terminated or expired under the HSR Act and all applicable foreign antitrust las
shall have been obtained (or the waiting periods shall have expired or terminated early (this condition has already been satisfied).

In addition, the obligations of each of Capnia and Merger Sub to effect the merger and the other transactions contemplated by the merger agreement are
subject to the satisfaction or waiver of the following additional conditions:

+ the representations and warranties of Essentialis relating to organization and power, authorization, corporate approvals and enforceability,
capitalization, tax matters and brokers will have been true and correct in all respects as on and as of the date of the closing date of the merger,
subject only to de minimus exceptions;
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» the representations and warranties of Essentialis (other than those described above), will have been true and correct in all material respects on and
as of the date of the closing date of the merger (except for those representations and warranties that address matters only as of a particular date,
which will have been true and correct as of that particular date, in which case as of such date); provided, that for purposes of determining the
accuracy of those representations and warranties, all qualifications based on a “material adverse effect” and all materiality qualifications and
other qualifications based on the word “material” or similar phrases will be disregarded;

+  Essentialis will have performed and complied in all material respects with all covenants and agreements required by the merger agreement to be
performed or complied with by it at or prior to the closing of the merger;

* since the date of the merger agreement, there will not have occurred or arisen any material adverse effect with respect to Essentialis that is
continuing;

*  holders of no more than 2% ofthe outstanding shares of Essentialis stock shall have exercised or continue to have a right to exercise appraisal
rights;

+  Essentialis shall have delivered joinder agreements signed by the holders of at least 91% of Essentialis stock, which includes the holders of a
majority of the shares of Essentialis common stock outstanding as of immediately prior to the effective time of the merger (and which holders of
at least a majority of the outstanding shares of Essential common stock have approved the merger agreement and the merger);

*  no action, injunction or proceeding before any governmental entity is pending, or overtly threatened in writing against Capnia or Essentialis by
any governmental entity arising out of the merger or which would reasonably be expected to have a material adverse effect on Essentialis;

+  Capnia will have received a certificate, signed for and on behalf of Essentialis by an authorized officer of Essentialis, certifying the satisfaction
of certain closing conditions;

»  Capnia will have received a certificate, signed for and on behalf of Essentialis by an authorized officer of Essentialis, certifying the terms and
effectiveness of the certificate of incorporation and bylaws of Essentialis, approval of the merger and the merger agreement by the board of
directors of Essentialis and the stockholders of Essentialis;

»  Capnia will have received a certificate from Essentialis setting forth the allocation of the merger consideration to its securityholders;

*  Capnia will have received evidence that Essentialis has purchased a “tail” insurance policy with respect to acts or omissions of'its directors and
officers occurring on or prior to the effective time of the merger;

*  Capnia will have consummated the concurrent financing at or substantially contemporaneous with the closing of the merger;
* all required consents and evidence of termination of any liens or other encumbrances on the assets of Essentialis will have been obtained;

*  Capnia will have received resignations from all directors and officers of Essentialis effective as of the effective time of the merger unless
otherwise specified by Capnia;

*  Capnia will have received evidence that certain investor agreements among Essentialis stockholders have been terminated; and

+  Essentialis will have received waivers of payments or benefits that may separately or in the aggregate, constitute a “parachute payment” within
the meaning of Section 280G(b)(2) of the Code from persons who may be entitled to receive such payments, in the event Essentialis stockholder
approval of such payments is not obtained.
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In addition, the obligations of Essentiali