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If any of the securities being registered on this form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act, check the following box.   x

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

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

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

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

PRELIMINARY PROSPECTUS

Subject to Completion, dated April 28, 2008

Patient Safety Technologies, Inc.

5,950,171 Shares of
Common Stock

This prospectus relates to an aggregate of up to 5,950,171 shares of our common stock which may be offered by the
selling stockholders identified in this prospectus for their own account. Of such shares, 1,254,200 shares are issuable
upon exercise of warrants that we issued to the selling stockholders and 81,971 shares are issuable upon conversion of
a convertible promissory note. Our filing of the registration statement, of which this prospectus is a part, is intended to
satisfy our obligations to certain of the selling stockholders to register for resale the shares issued to them and the
shares issuable upon exercise of the warrants issued to them. The selling stockholders may sell common stock from
time to time in the principal market on which our stock is traded at the prevailing market price or in negotiated
transactions.

We will not receive any proceeds from the sale of the shares by these selling stockholders. We will, however, receive
proceeds in the event that some or all of the warrants held by the selling stockholders are exercised.

Unless the context otherwise requires, the terms “Patient Safety Technologies,” “we,” “us,” “our” or the “Company” refer to
Patient Safety Technologies, Inc.

Our common stock is listed on the Over the Counter Bulletin Board under the symbol “PSTX.OB.” The last reported
sales price per share of our common stock, as reported by the Over the Counter Bulletin Board on April 25, 2008, was
$1.20.

Investing in our common stock involves a high degree of risk.
See “ Risk Factors” beginning on page 5.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or determined if this prospectus is truthful or complete. Any representation to
the contrary is a criminal offense.

The date of this prospectus is April 28, 2008
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You should rely only on the information contained in this prospectus. We have not authorized any other person
to provide you with different information or represent anything not contained in this prospectus. If anyone
provides you with different or inconsistent information, you should not rely on it. We are not making an offer
to sell these securities in any jurisdiction where the offer or sale is not permitted. You should assume the
information contained in this prospectus is accurate only as of the date on the front cover of this prospectus.
Our business, financial condition, results of operations and prospects may have changed since that date.
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This prospectus contains product names, trade marks and trade names of our company and other
organizations.
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PROSPECTUS SUMMARY

The following summary highlights selected information contained in this prospectus. This summary does not contain
all the information you should consider before investing in the securities. Before making an investment decision, you
should read the entire prospectus and all documents incorporated by reference carefully. On April 1, 2005 we changed
our name from Franklin Capital Corporation to Patient Safety Technologies, Inc. As used throughout this prospectus,
the terms “Company”, “we,” “us,” and “our” refer to Patient Safety Technologies, Inc., together with its consolidated
subsidiaries.

Patient Safety Technologies, Inc.

Organizational History

Patient Safety Technologies, Inc. (referred to in this report as the “Company,”“we,” “us,” and “our”) (formerly known as
Franklin Capital Corporation) is a Delaware corporation. Currently we conduct our operations through a single
wholly-owned operating subsidiary: SurgiCount Medical, Inc. (“SurgiCount”), a California corporation. Beginning in
July 2005 through August 2007, the Company’s wholly-owned subsidiary, Automotive Services Group, Inc. (formerly
known as Ault Glazer Bodnar Merchant Capital, Inc.), a Delaware corporation, held the Company’s investment in
Automotive Services Group, LLC (“ASG”), its wholly-owned express car wash subsidiary. During the period from
June 29, 2007 to August 13, 2007, Automotive Services Group sold all the assets held by ASG.

The Company, including SurgiCount, is engaged in the acquisition of controlling interests in companies and research
and development of products and services focused primarily in the health care and medical products field, particularly
the patient safety markets. SurgiCount is a developer and manufacturer of patient safety products and services. In
addition, the Company holds various other unrelated investments which it is in the process of liquidating. The
unrelated investments are recorded on the Company’s balance sheet in “long-term investments”.

The Company was incorporated on March 31, 1987, under the laws of the state of Delaware. Beginning in July 1987
until March 31, 2005 we operated as an investment company registered pursuant to the Investment Company Act of
1940, as amended (the “1940 Act”). In or about August 1997 our Board of Directors determined it would be in the
best interest of the Company and our stockholders to elect to become a registered business development company (a
“BDC”) under the 1940 Act. On September 9, 1997 our shareholders approved the proposal to be regulated as a BDC
and on November 18, 1997 we filed a notification of election to become a BDC with the Securities and Exchange
Commission (“SEC”).

On March 30, 2005, stockholder approval was obtained to withdraw our election to be treated as a BDC and on March
31, 2005 we filed an election to withdraw our election with the Securities and Exchange Commission. At December
31, 2007, 8.1% of our assets, consisting of our investment in Alacra Corporation, on a consolidated basis were
comprised of investment securities within the meaning of the 1940 Act (“Investment Securities”). We continue to
evaluate ways in which we can dispose of these Investment Securities.

Our operations currently focus on the research and development of products and services in the health care and
medical products field, particularly the patient safety markets, and the acquisition of controlling interests in companies
in the medical products field. In the past we also focused on the financial services and real estate industries. On
October 2005 our Board of Directors authorized us to evaluate alternative strategies for the divesture of our
non-healthcare assets. As an extension on our prior focus on real estate, in March 2006 we acquired the remaining
50% equity interest in ASG and upon doing so we entered the business of developing properties for the operation of
automated express car wash sites. However, on March 29, 2006, our Board of Directors determined to focus our
business exclusively on the patient safety medical products field. The Board of Directors established a special
committee in January 2007 to evaluate potential divestiture transactions for ASG and our other real estate assets. The
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divestiture of ASG was completed on August 13, 2007.

SurgiCount, developer of the Safety-Sponge™ System, a wholly-owned operating subsidiary, was acquired to enhance
our ability to focus our efforts in the health care and medical products field, particularly the patient safety markets.
Currently, we are evaluating ways in which to monetize our few remaining non-patient safety related assets (the
“non-core assets”).

1
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SurgiCount

SurgiCount’s Safety-Sponge System helps reduce the number of retained sponges and towels in patients during
surgical procedures and allows for faster and more accurate counting of surgical sponges. The SurgiCount
Safety-Sponge System is a patented turn-key array of modified surgical sponges, line-of-sight scanning
SurgiCounters, and printPAD printers integrated together to form a comprehensive counting and documentation
system. The Safety-Sponge System works much like a grocery store checkout process: Every surgical sponge and
towel is affixed with a unique inseparable two-dimensional data matrix bar code and used with a SurgiCounter to scan
and record the sponges during the initial and final counts. Because each sponge is identified with a unique code, a
SurgiCounter will not allow the same sponge to be counted more than one time. When counts have been completed at
the end of a procedure, the system will produce a printed report, or can be modified to work with a hospital's paperless
system. By scanning the surgical dressings in at the beginning of a surgical procedure and then scanning them out at
the end of the procedure, the sponges can be counted faster and more accurately than traditional methods which
require two medical personnel manually counting the used and un-used sponges. The Safety-Sponge System is the
only FDA 510k approved computer assisted sponge counting system. SurgiCount is the first acquisition in our plan to
become a leader in the patient safety market.

Investments

Our investment portfolio, also known as our non-core assets, which is valued at $666,667, is reflected below. At
December 31, 2007, our investment portfolio includes our investment in Alacra Corporation, our only significant
investment security. At December 31, 2006, our investment portfolio also consisted of certain real property located in
Arkansas and Tennessee. At December 31, 2007 the real property met the “held for sale” criteria and was classified as
such. The investment portfolio securities, which are described below, are classified on our balance sheet as long-term
investments. 

December 31, December 31,
2007 2006

Alacra Corporation $ 666,667 $ 1,000,000
Investments in Real Estate — 430,563
Digicorp — 10,970

$ 666,667 $ 1,441,533

Alacra Corporation

At December 31, 2007, we had an investment in Alacra Corporation (“Alacra”), valued at $667,000, which represents
8.2% of our total assets. On April 20, 2000, we purchased $1,000,000 worth of Alacra Series F Convertible Preferred
Stock. We have the right, subject to Alacra having the available cash, to have the preferred stock redeemed by Alacra
over a period of three years for face value plus accrued dividends beginning on December 31, 2006. Pursuant to this
right, in December 2006 we informed management of Alacra that we were exercising our right to put back one-third
of our preferred stock. Alacra had a sufficient amount of cash to redeem our preferred stock and in December 2007
completed the initial redemption of one-third of our preferred stock. We received proceeds of $333,000 which
accounted for the entire amount of the decrease in value of our Alacra investment. We continue to exercise our right to
put back our remaining preferred stock to Alacra.

Real Estate Investments

At December 31, 2006, we had two real estate investments, valued in the aggregate at $431,000. During the quarter
ended December 31 2007 these real estate investments were reclassified as assets held for sale. The real estate
investments, consisting of approximately 8.5 acres of undeveloped land in Heber Springs, Arkansas and 0.61 acres of
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undeveloped land in Springfield, Tennessee, are currently being marketed for sale. In March 2008, we completed the
sale of the undeveloped land in Heber Springs for net proceeds of $226,000, which resulted in a realized loss of
$25,000. During the year ended December 31, 2006, we received payment on loans that were secured by real estate of
$50,000. During the year ended December 31, 2005, we liquidated properties with a cost basis of $113,000, which
resulted in a gain of $28,000. We expect that any future gain or loss recognized on the liquidation of our final real
estate holding would be insignificant primarily due to the value paid for the real estate combined with the absence of
any significant changes in property values in the real estate market where the real estate is located.

2

Edgar Filing: Patient Safety Technologies, Inc - Form POS AM

9



Our principal executive offices are located at 43460 Ridge Park Drive, Suite 140, Temecula, CA 92590. Our
telephone number is (951) 587-6201. Our website is located at http://www.patientsafetytechnologies.com.

THE OFFERING

Common stock outstanding before the offering 11,972,710 shares as of November 16,
2007

Common stock offered by selling stockholders Up to 5,950,171 shares, based on current
market prices and assuming full conversion
of outstanding common stock purchase
w a r r a n t s  a n d  f u l l  c o n v e r s i o n  o f  a
convertible promissory note by the selling
stockholders. This number represents
approximately 49.7% of  our  current
outstanding stock and includes up to
1,254,200 shares of common stock issuable
upon exercise of outstanding common
stock purchase warrants and up to 81,971
shares of common stock issuable upon the
conversion of a convertible promissory
note.

Common stock to be outstanding after the
offering

Up to 11,972,710 shares

Use of proceeds We will not receive any proceeds from the
sale of the common stock hereunder. We
will, however, receive the sale price of any
common stock we sell for cash to the
selling stockholders upon exercise of
warrants.  See “Use of Proceeds” for a
complete description.

OTCBB Symbol PSTX.OB

3
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RISK FACTORS

An investment in our securities involves a high degree of risk. Before you invest in our securities you should carefully
consider the risks and uncertainties described below and the other information in this prospectus. Each of the
following risks may materially and adversely affect our business, results of operations and financial condition. These
risks may cause the market price of our common stock to decline, which may cause you to lose all or a part of the
money you paid to buy our securities. We provide the following cautionary discussion of risks, uncertainties and
possible inaccurate assumptions relevant to our business and our products. These are factors that we think could
cause our actual results to differ materially from expected results.

RISKS RELATING TO OUR BUSINESS AND STRUCTURE

WE HAVE JUST BEGUN TO GENERATE SALES FROM OUR SAFETY-SPONGE SYSTEM AND THE REVENUES
HAVE JUST NOW BEGUN TO REPRESENT A SIGNIFICANT SOURCE OF CASH..

We have just begun to generate a significant amount of revenue from our Safety-Sponge System. During the year
ended December 31, 2007, sales from our Safety-Sponge System amounted to $1,089,000. Further, of our $245,000 of
revenue during fiscal 2006, only $141,000 was generated from our Safety-Sponge System. Our future success is
dependent on our ability to develop our patient-safety related assets into a successful business, which depends upon
wide-spread acceptance of and commercializing our Safety-Sponge System. None of these factors is demonstrated by
our historic performance to date and there is no assurance we will be able to accomplish them in order to sustain our
operations. As a result, you should not rely on our historical results of operations as an indication of the future
performance of our business.

WE RECENTLY RESTRUCTURED OUR BUSINESS STRATEGY AND OBJECTIVE AND HAVE LIMITED
OPERATING HISTORY UNDER OUR NEW STRUCTURE. IF WE CANNOT SUCCESSFULLY IMPLEMENT OUR
NEW BUSINESS STRUCTURE THE VALUE OF YOUR INVESTMENT IN OUR BUSINESS COULD DECLINE.

Upon the change of control that occurred in October 2004, we restructured our business strategy and objective to
focus on the medical products, healthcare solutions, financial services and real estate industries instead of the radio
and telecommunications industries. Although we still own certain real estate assets, we are no longer focusing on the
financial services and real estate industries. As of March 29, 2006, our Board of Directors determined to focus our
business exclusively on the patient safety medical products field. We have a limited operating history under this new
structure. Historically, we have not operated in the patient safety medical products field and therefore our historical
results of operations should not be relied upon as an indication of our future financial performance. If we do not
successfully implement our new business structure the value of your investment in our business could decline
substantially.

WE INTEND TO UNDERTAKE ADDITIONAL FINANCINGS TO MEET OUR GROWTH, OPERATING AND/OR
CAPITAL NEEDS, WHICH MAY RESULT IN DILUTION TO YOUR OWNERSHIP AND VOTING RIGHTS.

We anticipate that revenue from our operations for the foreseeable future will not be sufficient to meet our growth,
operating and/or capital requirements. We believe that in order to have the financial resources to meet our operating
requirements for the next twelve months we will need to undertake additional equity or debt financings to allow us to
meet our future growth, operating and/or capital requirements. We currently have no commitments for any such
financings. Any equity financing may be dilutive to our stockholders, and debt financing, if available, may involve
restrictive covenants or other adverse terms with respect to raising future capital and other financial and operational
matters. We may not be able to obtain additional financing in sufficient amounts or on acceptable terms when needed,
which could adversely affect our operating results and prospects. If we fail to arrange for sufficient capital in the
future, we may be required to reduce the scope of our business activities until we can obtain adequate financing.
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WE MAY NEED TO RAISE ADDITIONAL FUNDS IN THE FUTURE WHICH MAY RESULT IN DILUTION TO
YOUR OWNERSHIP AND VOTING RIGHTS OR MAY RESULT IN THE INCURRENCE OF SUBSTANTIAL DEBT.

We may decide to raise additional funds from investors. If we determine that we need to raise additional funds,
additional financing may not be available on favorable terms, if at all. Furthermore, if we do sell any such securities it
will result in dilution to your ownership and voting rights and/or possibly result in our incurring substantial debt. Any
such equity financing would result in dilution to existing stockholders and may involve securities that have rights,
preferences, or privileges that are senior to our common stock. Any such debt financing may be convertible into
common stock which would result in dilution to our stockholders and would have rights that are senior to our common
stock. Further, any debt financing must be repaid regardless of whether or not we generate profits or cash flows from
our business activities, which could strain our capital resources.

SHOULD THE VALUE OF OUR PATENTS BE LESS THAN THEIR PURCHASE PRICE, WE COULD INCUR
SIGNIFICANT IMPAIRMENT CHARGES.

At December 31, 2007, patents received in the acquisition of SurgiCount Medical, Inc., net of accumulated
amortization, represented $3,764,000, or 46%, of our total assets. We perform an annual review in the fourth quarter
of each year, or more frequently if indicators of potential impairment exist to determine if the recorded amount of our
patents is impaired. This determination requires significant judgment and changes in our estimates and assumptions
could materially affect the determination of fair value and/or impairment of patents. We may incur charges for the
impairment of our patents in the future if sales of our patient safety products, in particular our Safety-Sponge System,
fail to achieve our assumed revenue growth rates or assumed operating margin results.

WE MAY NOT BE ABLE TO EFFECTIVELY INTEGRATE OUR ACQUISITION TARGETS, WHICH WOULD BE
DETRIMENTAL TO OUR BUSINESS.

On February 25, 2005, we purchased SurgiCount Medical, Inc., which at the time of the purchase was a holding
company for intellectual property rights relating to our Safety-Sponge System. We anticipate seeking other
acquisitions in furtherance of our plan to acquire assets and businesses in the patient safety medical products industry.
Acquisitions involve numerous risks, including potential difficulty in integrating operations, technologies, systems,
and products and services of acquired companies, diversion of management's attention and disruption of operations,
increased expenses and working capital requirements and the potential loss of key employees and customers of
acquired companies. In addition, acquisitions involve financial risks, such as the potential liabilities of the acquired
businesses, the dilutive effect of the issuance of additional equity securities, the incurrence of additional debt, the
financial impact of transaction expenses and the amortization of goodwill and other intangible assets involved in any
transactions that are accounted for by using the purchase method of accounting, and possible adverse tax and
accounting effects. Any of the foregoing could materially and adversely affect our business.

FAILURE TO PROPERLY MANAGE OUR POTENTIAL GROWTH WOULD BE DETRIMENTAL TO OUR
BUSINESS.

Any growth in our operations will place a significant strain on our resources and increase demands on our
management and on our operational and administrative systems, controls and other resources. There can be no
assurance that our existing personnel, systems, procedures or controls will be adequate to support our operations in the
future or that we will be able to successfully implement appropriate measures consistent with our growth strategy. As
part of this growth, we may have to implement new operational and financial systems, procedures and controls to
expand, train and manage our employee base and maintain close coordination among our technical, accounting,
finance, marketing, and sales staffs. We cannot guarantee that we will be able to do so, or that if we are able to do so,
we will be able to effectively integrate them into our existing staff and systems. We may fail to adequately manage
our anticipated future growth. We will also need to continue to attract, retain and integrate personnel in all aspects of
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our operations. Failure to manage our growth effectively could hurt our business.

IF THE PROTECTION OF OUR INTELLECTUAL PROPERTY RIGHTS IS INADEQUATE, OUR ABILITY TO
COMPETE SUCCESSFULLY COULD BE IMPAIRED.

In connection with our purchase of SurgiCount Medical, Inc., we acquired one registered U.S. patent and one
registered international patent of the Safety-Sponge System. We regard our patents, copyrights, trademarks, trade
secrets and similar intellectual property as critical to our business. We rely on a combination of patent, trademark and
copyright law and trade secret protection to protect our proprietary rights. Nevertheless, the steps we take to protect
our proprietary rights may be inadequate. Detection and elimination of unauthorized use of our products is difficult.
We may not have the means, financial or otherwise, to prosecute infringing uses of our intellectual property by third
parties. Further, effective patent, trademark, service mark, copyright and trade secret protection may not be available
in every country in which we will sell our products and offer our services. If we are unable to protect or preserve the
value of our patents, trademarks, copyrights, trade secrets or other proprietary rights for any reason, our business,
operating results and financial condition could be harmed.

5
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Litigation may be necessary in the future to enforce our intellectual property rights, to protect our trade secrets, to
determine the validity and scope of the proprietary rights of others, or to defend against claims that our products
infringe upon the proprietary rights of others or that proprietary rights that we claim are invalid. Litigation could result
in substantial costs and diversion of resources and could harm our business, operating results and financial condition
regardless of the outcome of the litigation.

Other parties may assert infringement or unfair competition claims against us. We cannot predict whether third parties
will assert claims of infringement against us, or whether any future claims will prevent us from operating our business
as planned. If we are forced to defend against third-party infringement claims, whether they are with or without merit
or are determined in our favor, we could face expensive and time-consuming litigation, which could distract technical
and management personnel. If an infringement claim is determined against us, we may be required to pay monetary
damages or ongoing royalties. Further, as a result of infringement claims, we may be required, or deem it advisable, to
develop non-infringing intellectual property or enter into costly royalty or licensing agreements. Such royalty or
licensing agreements, if required, may be unavailable on terms that are acceptable to us, or at all. If a third party
successfully asserts an infringement claim against us and we are required to pay monetary damages or royalties or we
are unable to develop suitable non-infringing alternatives or license the infringed or similar intellectual property on
reasonable terms on a timely basis, it could significantly harm our business.

THERE ARE POTENTIAL CONFLICTS OF INTEREST WITH OUR PRESIDENT AND OUR EXCLUSIVE
MANUFACTURING PARTNER WHICH COULD ADVERSELY AFFECT OUR RESULTS FROM OPERATIONS.

Mr. Adams, our President and Chief Executive Officer of SurgiCount has provided, and continues to provide,
consulting services to A Plus, our exclusive manufacturing partner. Mr. Adams devotes approximately 85% of his
time to our business, based on a 60-hour, 6-day workweek. Accordingly, certain conflicts of interest may arise from
time to time with our President.

Because of this possible conflict of interest, such individual may direct potential business opportunities to other
entities rather than to us, which may not be in the best interest of our stockholders. We will attempt to resolve any
such conflicts of interest in our favor. Our Board of Directors does not believe that we have experienced any losses
due to any conflicts of interest, other than Mr. Adams responsibility to devote his time to provide services to other
entities from time-to-time. These related party transactions may raise conflicts of interest and, although we do not
have a formal policy to address such conflicts of interest, our Audit Committee intends to evaluate relationships and
transactions involving conflicts of interest on a case-by-case basis and the approval of our Audit Committee is
required for all such transactions. The Audit Committee intends that any related party transactions will be on terms
and conditions no less favorable to us than terms and conditions reasonably obtainable from third parties and in
accordance with applicable law.

WE HAVE EXPERIENCED TURNOVER IN OUR CHIEF EXECUTIVE OFFICER POSITION IN RECENT MONTHS
AND IF WE ARE NOT ABLE TO RETAIN OUR CURRENT CHIEF EXECUTIVE OFFICER, WILLIAM HORNE,
AND PRESIDENT, WILLIAM ADAMS, WE MAY HAVE DIFFICULTY IMPLEMENTING OUR BUSINESS
STRATEGY.

Milton "Todd" Ault, III resigned as our Chairman and Chief Executive Officer on January 9, 2006. On January 7,
2006, our Board of Directors appointed Louis Glazer, M.D., Ph.G. as Chairman and Chief Executive Officer in
anticipation of Mr. Ault's resignation. During March 2006, Dr. Glazer had indicated his intent to resign as Chairman
and Chief Executive Officer at such time that we retain a suitable candidate for the position of Chief Executive
Officer. Due to health concerns, Dr. Glazer resigned his position as Chief Executive Officer on July 11, 2006 and
Milton "Todd" Ault, III was re-appointed Chief Executive Officer and a Director of the Company. On January 5,
2007, Milton “Todd” Ault, III resigned as our Chief Executive Officer and on January 9, 2007, Milton “Todd” Ault, III
resigned as our Chairman. On January 9, 2007, our Board of Directors appointed William B. Horne as our Chief
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Executive Officer. On February 28, 2007, our Board of Directors appointed William Adams, the Chief Executive
Officer of SurgiCount Medical, as our President. Our future success is dependent on our ability to retain both our
Chief Executive Officer and our President. Although we do not believe we have experienced any losses or negative
effects from Mr. Ault's and Dr. Glazer's resignations and we do not expect any adverse consequences in the future, if
we are not able to retain our current Chief Executive Officer and our current President we may have difficulty
implementing our business strategy.
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RISKS RELATED TO OUR MEDICAL PRODUCTS AND HEALTHCARE-RELATED BUSINESS

WE RELY ON A THIRD PARTY MANUFACTURER AND SUPPLIER TO MANUFACTURE OUR SAFETY-SPONGE
SYSTEM, THE LOSS OF WHICH MAY INTERRUPT OUR OPERATIONS.

On January 29, 2007, SurgiCount entered into an agreement for A Plus International Inc. to be the exclusive
manufacturer and provider of SurgiCount's Safety-Sponge products and granted A Plus the exclusive, world-wide
license to manufacture and import SurgiCount's products including the right to sublicense to the extent necessary to
carry out the grant. A Plus was previously engaged in the manufacturing of SurgiCount's products under a Supply
Agreement dated August 17, 2005, but was not previously granted the exclusive, world-wide license to manufacture
and import the products. In the event A Plus International Inc. does not meet the requirements of the agreement,
SurgiCount may seek additional providers of the Safety-Sponge products. While our relationship with A Plus
International Inc. is currently on good terms, we cannot assure you that we will be able to maintain our relationship
with A Plus International Inc. or secure additional suppliers and manufacturers on favorable terms as needed.
Although we believe the raw materials used in the manufacture of the Safety-Sponge System are readily available and
can be purchased and/or produced by multiple vendors, the loss of our agreement with A Plus International Inc., the
deterioration of our relationship with A Plus International Inc., changes in the specifications of components used in
our products, or our failure to establish good relationships with major new suppliers or manufacturers as needed, could
have a material adverse effect on our business, financial condition and results of operations.

THE UNPREDICTABLE PRODUCT CYCLES OF THE MEDICAL DEVICE AND HEALTHCARE-RELATED
INDUSTRIES AND UNCERTAIN DEMAND FOR PRODUCTS COULD CAUSE OUR REVENUES TO
FLUCTUATE.

Our target customer base includes hospitals, physicians, nurses and clinics. The medical device and healthcare-related
industries are subject to rapid technological changes, short product life cycles, frequent new product introductions and
evolving industry standards, as well as economic cycles. If the market for our products does not grow as rapidly as our
management expects, our revenues could be less than expected. We also face the risk that changes in the medical
device industry, for example, cost-cutting measures, changes to manufacturing techniques or production standards,
could cause our manufacturing, design and engineering capabilities to lose widespread market acceptance. If our
products do not gain market acceptance or suffer because of competing products, unfavorable regulatory actions,
alternative treatment methods or cures, product recalls or liability claims, they will no longer have the need for our
products and we may experience a decline in revenues. Adverse economic conditions affecting the medical device and
healthcare-related industries, in general, or the market for our products in particular, could result in diminished sales,
reduced profit margins and a disruption in our business.

WE ARE SUBJECT TO CHANGES IN THE REGULATORY AND ECONOMIC ENVIRONMENT IN THE
HEALTHCARE INDUSTRY, WHICH COULD ADVERSELY AFFECT OUR BUSINESS.

The healthcare industry in the United States continues to experience change. In recent years, the United States
Congress and state legislatures have introduced and debated various healthcare reform proposals. Federal, state and
local government representatives will, in all likelihood, continue to review and assess alternative healthcare delivery
systems and payment methodologies, and ongoing public debate of these issues is expected. Cost containment
initiatives, market pressures and proposed changes in applicable laws and regulations may have a dramatic effect on
pricing or potential demand for medical devices, the relative costs associated with doing business and the amount of
reimbursement by both government and third-party payors to persons providing medical services. In particular, the
healthcare industry is experiencing market-driven reforms from forces within the industry that are exerting pressure on
healthcare companies to reduce healthcare costs. Managed care and other healthcare provider organizations have
grown substantially in terms of the percentage of the population in the United States that receives medical benefits
through such organizations and in terms of the influence and control that they are able to exert over an increasingly
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large portion of the healthcare industry. Managed care organizations are continuing to consolidate and grow,
increasing the ability of these organizations to influence the practices and pricing involved in the purchase of medical
devices, including our products, which is expected to exert downward pressure on product margins. Both short-and
long-term cost containment pressures, as well as the possibility of continued regulatory reform, may have an adverse
impact on our business, financial condition and operating results.

7
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WE ARE SUBJECT TO GOVERNMENT REGULATION IN THE UNITED STATES AND ABROAD, WHICH CAN BE
TIME CONSUMING AND COSTLY TO OUR BUSINESS.

Our products and operations are subject to extensive regulation by numerous governmental authorities, including, but
not limited to, the FDA and state and foreign governmental authorities. In particular, we must obtain specific
clearance or approval from the FDA before we can market new products or certain modified products in the United
States. The FDA administers the Food, Drug and Cosmetics Act (the "FDC ACT"). Under the FDC Act, most medical
devices must receive FDA clearance through the Section 510(k) notification process ("510(K)") or the more lengthy
premarket approval ("PMA") process before they can be sold in the United States. All of our products, currently
consisting only of the Safety-Sponge System, must receive 510(k) clearance or PMA approval. The Safety-Sponge
System has received 501(k) clearance to market and sell its patented Safety-Sponge System from the FDA. To obtain
510(k) marketing clearance, a company must show that a new product is "substantially equivalent" in terms of safety
and effectiveness to a product already legally marketed and which does not require a PMA. Therefore, it is not always
necessary to prove the actual safety and effectiveness of the new product in order to obtain 510(k) clearance for such
product. To obtain a PMA, we must submit extensive data, including clinical trial data, to prove the safety,
effectiveness and clinical utility of our products. The process of obtaining such clearances or approvals can be
time-consuming and expensive, and there can be no assurance that all clearances or approvals sought by us will be
granted or that FDA review will not involve delays adversely affecting the marketing and sale of our products. FDA's
quality system regulations also require companies to adhere to certain good manufacturing practices requirements,
which include testing, quality control, storage, and documentation procedures. Compliance with applicable regulatory
requirements is monitored through periodic site inspections by the FDA. In addition, we are required to comply with
FDA requirements for labeling and promotion. The Federal Trade Commission also regulates most device advertising.

In addition, international regulatory bodies often establish varying regulations governing product testing and licensing
standards, manufacturing compliance, such as compliance with ISO 9001 standards, packaging requirements, labeling
requirements, import restrictions, tariff regulations, duties and tax requirements and pricing and reimbursement levels.
Our inability or failure to comply with the varying regulations or the imposition of new regulations could restrict our
ability to sell our products internationally and thereby adversely affect our business, financial condition and operating
results.

Failure to comply with applicable federal, state or foreign laws or regulations could subject us to enforcement actions,
including, but not limited to, product seizures, injunctions, recalls, possible withdrawal of product clearances, civil
penalties and criminal prosecutions, any one or more of which could have a material adverse effect on our business,
financial condition and operating results. Federal, state and foreign laws and regulations regarding the manufacture
and sale of medical devices are subject to future changes, as are administrative interpretations of regulatory
requirements. Any such changes may have a material adverse effect on our business, financial condition and operating
results.
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