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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the fiscal year ended December 31, 2005
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the transition period from to
Commission file number 000-30885
Retractable Technologies, Inc.
(Name of registrant as specified in its charter )
Texas 75-2599762
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

511 Lobo Lane
Little Elm, Texas 7506¢-0009

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area cod€72) 294-1010

Securities registered pursuant to Section 12(b) dfie Act:

Title of each class Name of each exchange on which registered
Common The American Stock Exchan

Securities registered pursuant to Section 12(g) tie Act:

Preferred Stock
(Title of Class)

Indicate by check mark if the registrant is a welbwn, seasoned issuer, as defined in Rule 40aecfecurities Act.  Yed No
Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®acl5(d) of the Act. Yes[O No

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wejuired to file such reports), and
(2) has been subject to such filing requirementsHe past 90 days. Ye&l No [

Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K is oontained herein, and will not be
contained, to the best of registr's knowledge, in definitive proxy or information t@ments incorporated by reference in Part |1l & form



10-K or any amendment to this Form 10-Kx]

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act (check one):

Large accelerated filefd Accelerated filer (I Non-accelerated filerX]
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Actyes [ No

State the aggregate market value of the votingnamdvoting common equity held by naiffiliates computed by reference to the pric
which the common equity was last sold, or the ayeitsid and asked price of such common equity, #dseofast business day of the
registrant’s most recently completed second figoalrter. The aggregate market value of the commaityeheld by non-affiliates is
$26,385,436.80 which was computed with referendhecclosing price as of June 30, 2005.

APPLICABLE ONLY TO REGISTRANTS INVOLVED IN BANKRUPTY
PROCEEDINGS DURING THE PRECEDING FIVE YEARS

Indicate by check mark whether the registrant Hed &ll documents and reports required to be filgdection 12, 13, or 15(d) of the
Securities Exchange Act of 1934 subsequent toigtakiition of securities under a plan confirmedabgourt. Yes[l No O

(APPLICABLE ONLY TO CORPORATE REGISTRANTYS)

Indicate the number of shares outstanding of e&tfearegistrant’s classes of common equity, aheflatest practicable date. As of
March 1, 2006, there were 23,524,384 shares o€ounmon Stock issued and outstanding.

DOCUMENTS INCORPORATED BY REFERENCE
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PART |

Item 1. Business.
DESCRIPTION OF BUSINESS
General Description

We design, develop, manufacture, and market innevatatented safety needle devices for the heakhiodustry. Our VanishPoifdt
products utilize a unique friction ring mechanisatgmted by Thomas J. Shaw, our Founder, PresigiedtChief Executive Officer.
VanishPoint products are designed specifically to prevent restittk injuries and to prevent reuse. The frictimig mechanism permits the
automated retraction of the syringe needle intdtdreel of the syringe, directly from the patieafter delivery of the medication is completed.
The VanishPoin? blood collection tube holder utilizes the same namitm to retract the needle after blood has bemnrdfrom the patient.
Closure of an attached end cap of the blood cadlec¢tibe holder causes the needle to retract djréroim the patient into the closed tube
holder. We introduced a IV safety catheter in fh& fluarter of 2006. Advantages of our productiuide protection from needlestick injuries,
prevention of cross contamination through reusd,raduction of disposal and other associated cBetferal regulation now requires the use
of safe needle devices. We have an exclusive leecénsn Thomas J. Shaw, our President and Chief ixecOfficer, for the patent rights for
our safety needle products.

We and Thomas J. Shaw entered into a Technolognki& Agreement dated effective as of the 23rd fadyree 1995, whereby
Mr. Shaw granted us a worldwide exclusive licemsmanufacture, market, sell, and distribute ‘Lieah®roducts’ and ‘Improvements’ until
the expiration of the last to expire of the lagt#nsed Patents’ unless sooner terminated undirteonditions without right to sublicense.
‘Licensed Products’, ‘Improvements’, and ‘Licend@atents’ are all terms that are extensively defindle Technology License Agreement.
In exchange, we paid Mr. Shaw a $500,000 initzgising fee and a 5 percent royalty on gross sé#lesreturns of ‘Licensed Products’. See
“ Patents, Licenses and Proprietary Righisr a more detailed discussion. Our goal is todme a leading provider of automated retraction
safety devices.

Development of the Company

While owning and operating Checkmate Engineerirgpla proprietorship, Thomas J. Shaw, our PresiagietitChief Executive Officer,
developed and patented the idea and early protetypthe syringe that were to become the VanishttPaafety syringe. On May 9, 1994, the
Company was incorporated in Texas to design, dpyetanufacture, and market medical safety devioethe healthcare industry.

We have been manufacturing and marketing our ptsdot the market place since 1997. In May 200Gigaed a National Marketing
and Distribution Agreement with Abbott Laboratoriésc. (“Abbott Laboratories” or “Abbott”). We terimated this agreement in October
2003. Our products have been and continue to Inébdited nationally through numerous distributddiewever, we have been blocked from
access to the market by exclusive marketing prestimgaged in by Becton Dickinson and Company(1B&”) who dominates our market.

We continue to attempt to gain access to the manketigh our sales efforts and our innovative tedtgy. We are focusing on methc
of upgrading our manufacturing capability and édficy in order to enable us to offer our technolagy reduced price. We believe our
current capitalization provides the resources remgggo implement these changes and greatly impsavenanufacturing capacity and
efficiency, thereby reducing our unit cost.

Principal Products

Our products with Notice of Substantial Equivalet@¢he FDA include 1cc tuberculin, insulin, antéady antigen VanishPoirft
syringes; 3cc, 5cc, and 10cc VanishP@igsyringes; and the VanishPoitiblood collection tube holder and small tube adaj@gringe sales
comprised 98.0%, 97.5%, and 98.6% of revenues®3,20004, and 2005.

1



Table of Contents

We also have begun selling allergy trays with 2&ngyes per tray. The trays accounted for approetyelt% of US sales in 2005. The
tray design eliminates the need to individually uapveach syringe.

We introduced the IV safety catheter into the meirkéhe first quarter of 2006.

Our products (without Notice of Substantial Equérade to the FDA) also include a dental syringeyttelfly 1V, and an autodisable
syringe. From 1999 to 2001 and in 2003 ECRI (fofynknown as the Emergency Care Research Institate¢ognized authority in
evaluating medical devices, awarded the VanishPaptinge and blood collection tube holder its highgsssible rating. The VanishPoint
blood collection tube holder received Risk and tasge magazine’s 1997 “Top of the Line” Award facellence.

Principal Markets

The VanishPoin® syringe and needle device products are sold taiaad by healthcare providers primarily in the Ushisates (with
7.9% of revenues in 2005 generated from salesdmutbe United States) which include, but are moitéid to, acute care hospitals, alternate
care facilities, doctors’ offices, clinics, emerggrtenters, surgical centers, convalescent hospiaiterans Administration facilities, military
organizations, public health facilities, and prison

The syringe and needle device market continues ® fnarket in transition. The nature of the proslgcimprising the market is slowly
changing from standard to safety devices. The iogpfr the change to safety devices is the riskithaarried with each needlestick injury
which includes the transmission of over 20 bloodkegrathogens, including the human immunodeficiesimys (“HIV,” which causes AIDS),
hepatitis B, and hepatitis C. Because of the odiupal and public health hazards posed by conveatidisposable syringes, public health
policy makers, domestic organizations and goverrragancies have been involved in the effort tongete effective safety needle product
healthcare workers. Federal legislation was signtedlaw on November 6, 2000, by former Presiddiit@n. This legislation, which became
effective for most states on April 12, 2001, noguiees safety needle products be used for themagidrity of procedures. However, even
with this requirement, many hospitals are neglectinfollow the law intended to protect healthcaxkers.

According to Greystone Associates, the worldwidek®egfor safety syringes was a little over $1 bifliin 2003 and is projected to be
approximately $1.6 billion by 2007. The safety age market made up approximately 43% of the td@B2syringe market and is expected to
make up 57% of the market in 2007.

Methods of Marketing and Distribution

Under the current supply chain system in the UcBteacare market, the vast majority of decisiotetirgy to the contracting for and
purchasing of medical supplies are made by theesgmtatives of group purchasing organizations (“&Pether than the end-users of the
product (nurses, doctors, and testing personned.@POs and manufacturers often enter into tengrexclusive contracts which can pror
entry in the marketplace by competitors.

We distribute our products throughout the Uniteat&t and its territories through general line gretmlty distributors. We also utilize
international distributors. We have developed &nat direct marketing network in order to markat products to health care customers and
their purchaser representatives. Our marketers malkeon target markets that are users of syringesd collection tube holders and IV
safety catheters. Our marketers make contact Witf the departments that affect the decision-mgkirocess for safety products, including
the purchasing agents. They call on acute carakechate care sites and speak directly with thoegsam-makers of these facilities. We
employ trained clinicians, including registeredsas and/or medical technologists, that educatéhvaaé providers and
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healthcare workers on the use of safety devicesigir exhibits at related tradeshows and publicatairrelevant articles in trade journals and
magazines. These nurses provide clinical suppaistomers. In addition to marketing our produttts,network demonstrates the safety and
cost effectiveness of the VanishPdirgutomated retraction products to customers.

In the needle and syringe market, the market deader, BD, has utilized, among other things, lterga exclusive contracts which h¢
restricted our entry into the market.

We have numerous agreements with organizationthéodistribution of our products in foreign markedsles to these markets incre¢
to 7.9% of revenues in 2005. The total populatibestern Europe exceeds 310 million, and the neitiog for the urgency of safe needle
devices in parts of Europe has followed the Un8éates model. In France, England, Germany, ang kadjanized healthcare worker unions
have taken action to force hospitals and governmgancies to place safety as a priority. RegionisimvAsia and Africa are also recognizing
the need for our products. In 2004 and 2005, weserarded a federal contract to supply syringesitmus African countries. The first
award from PATH was for 1,530,000 units. The 20@am@ was for 11,700,000 units. Both awards wetedibver multiple quarters due
principally to logistical requirements for the orsleWe are hopeful that these awards will contitai@crease under this program.

Key components of our strategy to increase our gtathare are to: (a) focus on methods of upgraalimgnanufacturing capability and
efficiency in order to enable us to offer produats reduced price; (b) continue marketing emphagise U.S. which has implemented the
requirements outlined by safe needle legislatiopcéntinue to add Veterans Administration fa@hkti health departments, emergency mei
services, federal prisons, long-term care and hosadthcare facilities as customers; (d) educatétuzae providers, insurers, healthcare
workers, government agencies, government officeisl, the general public on the reduction of rist e cost effectiveness afforded by our
VanishPoint® products; (e) supply product through GPOs and hateg Delivery Networks where possible; (f) considessibilities for futur
licensing agreements and joint venture agreementhé& manufacture and distribution of safety paislin the United States and abroad;

(9) introduce new products where market accessssibple; and (h) continue to increase internatisalds.

Status of New Products

We have patented and are in the process of dewgj@ulditional safety needle products. Such prodactade a dental syringe and a
winged butterfly IV for which we have developedlgatage prototypes. We have preproduction proesyfor our autodisable syringe. Our
limited access to the market has slowed the inttiolu of these products into the market. We laudce |V safety catheter in the first qua
of 2006.

Competitive Conditions

We believe VanishPoirftproducts continue to be the most effective safetyiacs in todays market. Our products include passive si
activation, require less disposal space, and dneased while in the patient.

Founded in 1897, BD is headquartered in New JeBB3s safety-engineered syringe and needle prodates accounted for
approximately 15 percent of BD’s total 2003 sal&3.currently manufactures the SafetyL'8ka syringe that utilizes a tubular plastic sheath
that must be manually slid over the needle aftangattion, and the SafetyGlidg, a syringe which utilizes a hinged lever to cather needle
tip. BD also manufactures a safety blood collectieadle that utilizes the EclipSeeedle cover. BD also manufactures a 3cc and 1cc
retracting needle product based on a license agngtewith Med-Design. The Integra, a retractabléngye offered by BD, does not offer a full
product line and cannot be used with highly viscogslication due to leakage (as described on thkél$). The introduction of this syringe
has had little impact on our sales due to BD’sdnistmarket dominance. BD’s “Vacutairn®t blood collection products are commonly used
as industry jargon to refer to blood collectiongarots in general.
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Sherwood was acquired by Tyco International Lta:pmpany headquartered in Bermuda. Sherwood manuésche Monoject, a
safety syringe that utilizes a sheath similar ®BD SafetyLoK" syringe. Sherwood also manufactures the Magellatysayringe, a product
similar to the BD SafetyGlid# .

Founded in 1974, Terumo was the first company licdisposable syringes in Japan. Today Terumo neartufes standard syringes and
blood collection tube holders, operates internalignand has sales in some 120 countries.

Both BD’s SafetyLoK" and Sherwood’s Monojeétsafety syringes require the use of two hands anerakextra steps to activate the
tubular plastic shield which must be slid and latkgo place to protect the needle. In contras,afshe VanishPoirft syringe is identical to
that of a standard syringe until the end of anciipm, when the automated retraction mechanisnagttithe needle directly from the patient
safely into the barrel of the syringe. This alldveth hands to remain safely out of harm’s way. 8Dtegra operates in a similar way but r
have to be removed from the patient in order taehatraction of the needle occur.

BD and Sherwood have controlling market share,tgrdmancial resources, larger and more estaldisiades, marketing and
distribution organizations, and greater marketigfice, including the long-term and/or exclusivetasis with GPOs described earlier. The
current conditions have restricted competitiorhia heedle and syringe market. BD may be able tatsisesources to improve its products
through research or acquisitions or develop newlyets, which may compete more effectively with ptoducts. We continue to attempt to
gain access to the market through our sales efimdsour innovative technology. We are focusingmathods of upgrading our manufactur
capability and efficiency in order to enable usdmpete by offering our technology at a reducedepVe believe our current capitalization
provides the resources necessary to implement teseges and greatly improve our manufacturingagpand efficiency, thereby reducing
our unit cost.

Our competitive strengths include that the VanishPbsyringe is one of four syringes given the highestsible rating by ECRI. Our
blood collection tube holder is one of only twoetgfproducts given the highest possible rating. @aducts also have an advantage over
non-retracting safety needles because minimalitrigiand changes to practitioners’ normal routinesraquired. Use of our products also
prohibits unfortunate and improper reuse. Seva@bfs could materially and beneficially affect tharketability of our products. Demand
could be increased by existing legislation and okbgislative and investigative efforts. Outsougcarrangements such as our purchases from
Double Dove have increased our manufacturing cpadih little or no capital outlay and provide aropetitive cost. Licensing agreements
such as the one with Baiyin Tonsun Medical Devioe, Ctd. (“BTMD”) could provide entry into new maeks and generate additional
revenue.

Our competitive weaknesses include our current ¢tdekarket share because two westablished companies control most of the me
Our competitive position is also weakened by th¢hoe that providers use for making purchasing dessand the fact that our initial price
per unit may be higher. However, our price per im@dompetitive or even lower than the competitbmee all the costs incurred during the life
cycle of a syringe are considered. Such life cgolts include disposal costs, testing and treateesis for needlestick injuries, and treatment
for contracted illnesses through needlestick imgirDemand for our products could decrease duetmtroduction of the Integra, a
retractable syringe manufactured by BD, which datés the market. Although, to date, the introductibthe Integra has not noticeably
impacted our sales, BD has a wider range of proaffietings and more capital resources.

4



Table of Contents

Principal Suppliers and Sources of Raw Materials

We purchase most of our product components frogiesisuppliers, including needle adhesives and gacgamaterials. There are
multiple sources of these materials. We own thedsitiat are used to manufacture the plastic commsé our products. Our suppliers
include Magor Mold, Inc., APEC, Multivac, Inc., Eota Spring Corporation, Sterigenics, Nipro Corpomatand ISPG. We have received
shipment of product from Double Dove since earl9£0

Dependence on Major Customers

Two distributors accounted for an aggregate of @408 our revenue in 2005. We have numerous otlgrilolitors that sell our products
in the U.S. and internationally.

Backlog Orders

Order backlog is not material to our business inadmas orders for our products generally are receand filled on a current basis,
except for items temporarily out of stock.

Patents, Licenses, and Proprietary Rights

Thomas J. Shaw and the Company entered into a dahnLicense Agreement dated effective as of & @ay of June, 1995,
whereby Mr. Shaw granted us “... a worldwide excladigense and right under the ‘Licensed Patentd™brformation’, to manufacture,
market, sell and distribute ‘Licensed Products’ dmprovements’ without right to sublicense and jgabto such nonexclusive rights as may
be possessed by the Federal Government...” ‘LiceRsgents’, ‘Information’, ‘Licensed Products’, arithprovements’ are all defined
extensively in the Technology License Agreement.ié&y enter into sublicensing arrangements withShaw’s written approval of the
terms and conditions of the licensing agreemeng. Tltensed Productshclude all retractable syringes and retractahli& fsampling device
and components thereof, assembled or unassembtiézh esomprise an invention described in ‘LicensateRts’, and improvements thereof
including any and all ‘Products’ which employ tmeéntive concept disclosed or claimed in the ‘LesshPatents’.

In exchange, we paid Mr. Shaw a $500,000 init@@riising fee which was fully paid in 1997. Furtherepave agreed to pay a 5 percent
royalty on gross sales after returns. The liceagminates upon expiration of the last licensedngatenless sooner terminated under certain
circumstances. The licensing fees have been paiddardance with this agreement with the excepifdbil,500,000 in fees which were
waived by Mr. Shaw and his wife.

We have the right and obligation to obtain protatif the invention, including prosecution of patproperties. The license unilaterally
changes to a nonexclusive license in the eventhoistile takeover. Also, if Mr. Shaw involuntarlyses control of the Company, the license
becomes a nonexclusive license and a right tonmdition.

We have sought foreign patent protection throughRhtent Cooperation Treaty and have filed apjdicatfor regional and national
patent protection in selective countries. In additiwe have filed applications for national paténtselective countries where we believe the
VanishPoint® syringe can be utilized most.

We hold numerous United States patents relatedrtawtomated retraction technology, including petéor dental syringes, 1V safety
catheters, winged IV sets, syringes, and bloodctiin tube holders. In addition, we have multggplications for patents currently pending.
The principal syringe patents in the U.S., as asltheir foreign counterparts, will expire in Mayl15.
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We have also registered the following trade namelstaademarks: VanishPoifit VanishPoin® logos, RT with a circle mark, the Spi
Logo used in packaging our products, and the amded spots on the ends of our syringes. We alge thademark protection for the phrase
“The New Standard for Safety.”

There are currently no patent infringement clairisdging against the VanishPoftetraction technology. We have decided, on the
advice of patent counsel, not to purchase patsntamce because it would require inappropriatdatisce of information that is currently
proprietary and confidential.

We currently obtain roughly 50% of our finished guats through Double Dove, a Chinese manufactuverbelieve we could make up
any long-term disruption in these supplies by zitig more of the capacity at the Little EIm fagiJiexcept for 5¢cc and 10cc syringes which
comprised about 4.4% of our 2005 revenues.

We anticipate receiving royalties from the licegsagreement with BTMD before the end of the fimttcact year ending August 2006.

During the first contract year, BTMD is requireds@ll at least 25,000,000 units which, based onaest possible royalty rate, would result
in a payment of $625,000.

Seasonal Effect on Business

We have generally experienced higher syringe shléag the last half of the year which we belieselue to flu season.

Working Capital Practices

Cash and cash equivalents include unrestrictedaaglinvestments with maturities of three monthiess.

Our credit policy has provided for negligible reserequirements on our Accounts Receivable. Oulstgraccounts are reviewed
regularly and reserves provided for potential woitk if applicable.

Inventories are valued at lower of cost or maréd. maintain a reserve for potential write-downsvate offs, and obsolete inventory is
writen off.

Receivables are established for federal and siaéstwhere we have determined we are entitledefuad for overpayments of
estimated taxes or loss carry backs.

Accounts payable and other short-term liabilitiesude amounts that we believe we have an obligdtioat the end of year. This
included charges for goods or services receiv@®db but not billed to us at the end of the ydaaldo included estimates of potential
liabilities such as rebates and other fees.

Our domestic return policy is set forth in our stard Distribution Agreement, a copy of which isdrmorated by reference in Exhibit
number 10.1. This policy provides that a customay meturn incorrect shipments within 10 days follegvarrival at the distributor’s facility.
In all such cases the distributor must obtain ghairation code from us and affix the code toRsturned Product. We will not accept
returned goods without a Returned Goods Authonmatiumber. We may refund the customer’s moneypace the product.

Our international contracts do not provide for astyrns.

Our return policy also provides that a customer medyrn product that is overstocked. Overstockitgnns are limited to two times in
each twelve month period up to 1% of Distributddtal purchase of Products for the prior twelve thqueriod upon the following terms: i)
an “Overstocked” Product is that portion of Distribr's inventory of the Product (individual catalogmber) which exceeds Distributor’s
sales volume for the Product during the preceding fmonths; ii) Distributor must not have takeni2edy of the Product which is
Overstocked (individual catalog number) during pheceding four
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months, iii) Overstocked Product held by Distrilrutoexcess of twelve (12) months from the daterajinal invoice will not be eligible for
return; iv) the Overstocked Product must be retitioeus in our saleable case cartons which areamampand untampered with no broken or
re-taped seals; v) Distributor will be granted edir which may be used only to purchase other Raitsduom us, the credit to be in the amount
of the invoice price of the returned Products B49% restocking fee which will be assessed agBiisstibutor’'s subsequent purchase of
Product; vi) Distributor must obtain an authorieatcode from our distribution department and atffi@ code to the returned Product; and vii)
Distributor shall bear the cost of shipping theireéd Products to us. All Product overstocks aitatme are subject to inspection and
acceptance by Manufacturer.

Regulatory Status and Effect of Regulation

We and our products are regulated by the FDA. Thiage and the IV safety catheter are Class Il wadievices which require
assurance by the manufacturer that the devicdesasal effective and that they meet certain peréoree standards. The FDA issued its N¢
of Substantial Equivalence declaring the VanishPbayringe products to be substantially equivalers tegally marketed predicate device
(i.e., granted us permission to market our safgtinges in interstate commerce) for the 3cc Vanshf syringe in December 1995; for the
5cc and 10cc VanishPoifisyringes in May 1997; for the 1cc allergy and imsslringes in November 1997; for the 1cc VanishP®i
tuberculin syringe in February 1998; and for thenighPoint® blood collection tube holder and small tube adajstéugust 1997. In
September 2005, the FDA granted permission to maikelV safety catheter in interstate commerce.

In addition to the Notice of Substantial Equivalenewe must register with the FDA on an annual bastsprovide the FDA with a list
commercially distributed products. Texas has simidgistration requirements. The FDA tries to irgpdl medical device manufacturing
facilities at least once every two years to detamthe extent to which they are complying with @uadystem Regulation. The most recent
inspection occurred in July 2005 after which thditur determined “No Action Indicated.”

RWTUV-USA, a member of the TUV Nord Group, performg quality management system certification. Weengiginally certified
to 1SO 9001:1994 in 1997 and received annual sllemee audits, maintaining that certification uiMiarch of 2004 with no major non-
conformances. We received certification to ISO E2800, CAN/CSA:13485:1996 and EN 13485.2000 in 4si004. We have since
received certification to the most current versidthese standards. In addition, the VanishPoiotlpct line was certified for a CE Mark by
RWTUV. The CE Mark authorizes us to sell in thed@gan Union. RWTUV performs annual surveillanceitsud ensure our compliance
with ISO 13485:2003, CAN/CSA:13485:2003 and EN 182803 and the Medical Device Directive, 93/42/EEC.

Government Funding of Research and Right to License

Thomas J. Shaw developed his initial version daifaty syringe with the aid of grants by the Natidnatitute of Drug Abuse, a
subsidiary of the National Institutes of Health. @sesult, the federal government has the righerevtthe public interest justifies it, to dispe
the technology to multiple manufacturers so thatghfety syringe can be made widely available éqtlblic. However, the funding was only
used to develop and patent the earlier syringegdess of 1991. That syringe was a bulkier, lessctiffe, and more expensive version of the
current product. Accordingly and on the adviceairmsel, Management believes that the risk of thegonent demanding manufacture of
this alternative product is minimal.

Research and Development

We spent $561,135; $626,941; and $934,209 in f2@a8, 2004, and 2005, respectively, on researdidawelopment. Costs in 2005
were primarily for compensation and experimentataur ongoing research and development activitie performed by an internal
research and development staff. This team of ergsrie developing process improvements for cumadtfuture automated machines.
Products currently in development by our interealt include the winged butterfly 1V, the dentalisge, a'/ 2 cc insulin syringe and an
autodisable syringe. Our limited access to the etdrls slowed the introduction of these produdtstime market. Possible future products
include all needle medical devices to which themated retraction mechanism can be applied.
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Environmental Compliance

We believe that we do not incur material costsanrection with compliance with environmental laW#e are considered a
Conditionally Exempt Small Quantity Generator bessawe generate less than 100 kilograms (220 Ib&dzardous waste per month.
Therefore, we are exempt from the reporting requinets set forth by the Texas Commission on Enviemtal Quality. The waste that is
generated at our facility is primarily made up laffimable liquids and paint-related waste and is feerfuel blending by Safety Kleen. This
fuel blending process completely destroys our wastkesatisfies our “cradle-to-grave” responsibility

Other nonhazardous production waste includes g@eamropylene regrind that is sold for recyclindgieTCompany also grinds dirty
plastics, syringes, and needles for disposal byt¥danagement. All other nonhazardous waste pratlisceonsidered municipal solid waste
and sent to a sanitary landfill by Waste Management

We also produce small amounts of regulated bioldazsrwaste from contaminated sharps and laboratasyes. This waste is sent for
incineration by American 3ClI.

Employees

As of March 20, 2006, we had 137 full-time emplacgebree partime employees, and four independently contractedaltants. Of th
137 full-time employees, five persons were engagedsearch and development activities, 56 pera@ire engaged in manufacturing and
engineering, 18 persons were engaged in qualityasse and regulatory affairs, 35 persons weregawi sales and marketing, 22 persons
were engaged in general and administrative funstiand one person in facilities. No employees aver@d by collective bargaining
agreements. We are dependent upon a number of &egigament and technical personnel, and the lossreites of one or more key
employees could have a material adverse effecso®ur President and Chief Executive Officer, TheaShaw, has an employment
contract with an initial term that ended on SeptenD02 that contains an automatic and continuenswal provision for consecutive two-
year periods

FINANCIAL INFORMATION

We have no long-lived assets in foreign counti@spments to international customers generallyirequprepayment either by wire
transfer or an irrevocable confirmed letter of @réd&/e do extend credit to international custon@rsome occasions depending upon certain
criteria, including, but not limited to, the credibrthiness of the customer, the stability of toemry, banking restrictions, and the size of the
order. All transactions are in United States curyen

2005 2004 2003
Domestic sale $22,310,15  $20,193,99  $18,956,10
International sale 1,924,806l 1,327,70: 122,23(
Total sales $24,235,01 $21,521,70 $19,078,33
Long-lived asset:
Domestic $11,925,97 $11,056,86 $ 9,678,82
Foreign $ — $ — $ —

Item 1A. Risk Factors.

You should carefully consider the following matériaks facing the Company. If any of these risksur, our business, results of
operations or financial condition could be matdyiadversely affected.
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We Compete in a Monopolistic Marketplace

We operate in an environment that is dominatedhbymajor syringe manufacturer in the United St@&s, We believe that its
monopolistic business practices continue desptpaying the Company $100 million to settle a latv&uw anticompetitive practices, busine
disparagement, and tortious interference. Althowghmade limited progress in some areas, such adtdraate care and international
markets, our volumes are not as high as they sHmufglven the nature and quality of our produat,fdderal and state legislation requiring
use of safe needle devices, and the Senate Subti@@mearings on GPOs.

We Have Generally Been Unable to Gain Sufficienthd¢aAccess to Achieve Profitable Operations

Since our formation, we have incurred net operatisges in all fiscal quarters except the fourtartgr of 2005 and may experience
operating losses in the future. If we are unablgaio sufficient market access and market shareyilée unable to continue to finance
research and development as well as support opesadind expansion of production.

Our Patent Protection Is Aging

Our main competitive strength is our technology.itegyes (and the associated patent life expioes)competitive position in the
marketplace will weaken. The initial patents prategour revolutionary spring action syringe wikpre beginning in May 2015. Patent life
may be extended, not through the original patdénitsrelated improvements. Eventually, however,gatent protection may decrease and we
will be vulnerable to other competitors utilizingraechnology.

We Are Vulnerable to New Technologies

Because we have a narrow focus on a particulamugtdishe and technology (retractable needles), ievalnerable to the development
of superior competing products and to changesdhnelogy which could eliminate or reduce the needfir products. If a superior
technology is created, the demand for our prodogtdcgreatly diminish.

We May Lack Future Financial Resources to Captucechsed Market Share

The three leading manufacturers of hypodermic ggsrand blood collection products are BD with aldwide market share in the
safety syringe market of approximately 68 perc8herwood with approximately 18 percent, and Terwitib a market share of
approximately 4 percent. All three companies dffeth standard syringes and at least one safetyggyadlternative. BD also offers a
retractable syringe. BD and Sherwood have greatandial resources, larger and more establishes sadd marketing and distribution
organizations, and greater market influence, inolgidbng-term contracts with GPOs. These competitoay be able to use these resources tc
improve their products through research and adipnsi or develop new products, which may competeeneffectively with our products. If
our competitors choose to use their resourcessteproducts superior to ours, we may be unaldeltour products and the ability of our
company to continue would be weakened.
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Fluctuations in Supplies of Inventory Could Tempibydncrease Costs

Fluctuations in the cost and availability of rawteréals and inventory and the ability to maintaawdrable supplier arrangements and
relationships could result in the need to manufactli (as opposed to one-half) of the producth@United States. This could temporarily
increase unit costs as we ramp up domestic pramucti

We Face Inherent Product Liability Risks

As a manufacturer and provider of safety needléyxts, we face an inherent business risk of exgasuproduct liability claims in the
event of product failure or claim of harm causegbyduct operation. Product failure could resuliniry to the patient or loss of blood and
could expose healthcare workers to the risk of dloorne pathogens. If any of our products provieetalefective, we may be required to re
those products. If a product liability claim is neaaihd damages are in excess of our product liabibiverage, our competitive position could
be weakened by the amount of money we could bearezhto pay to compensate those injured by ouryected We have products liability
coverage with St. Paul Insurance Company covenngp$1,000,000 per occurrence, with coverage $21600,000 in the aggregate. Each
claim is subject to a $10,000 deductible. Additibnave have additional products liability protemi under an Umbrella Liability Policy. This
policy provides an additional $10,000,000 per ommge and aggregate limits in the event claimsegktlee primary commercial general
liability policy limit. We have not had any produ@bility claims.

We Have Limited Access to the Capital Markets

The volume of trading in our Common Stock on theefican Stock Exchange (the “AMEXi§ low. Accordingly, it is unclear if there
any significant market for our shares. This mayuoedour ability to raise cash through public owvate offerings in the future.

Our Company Is Controlled by Two Shareholders

Thomas J. Shaw, our President and a Director, dhi@dnLE. Salerno, a consultant to the Company, @wré% and 10.8%, respectively,
of the Common Stock as of March 1, 2006. Thesestwareholders will, therefore, have the ability it@ct our operations and financial affe
and to substantially influence the election of memtof our Board of Directors. The interests obthpersons may not always coincide with
the Company'’s interests or the interests of ottwakholders. This concentration of ownership, fearaple, may have the effect of delaying,
deferring or preventing a change in control of @mwnpany, impeding a merger, consolidation, takeov@ther business combination
involving the Company or discouraging a potenteudrer from making a tender offer or otherwisemipting to obtain control of the
Company, which in turn could materially adversefget the market price of the Common Stock. Ofrdsaining 9,782,384 shares of
Common Stock outstanding as of March 1, 2006, @&ff@and Directors own 32,500 of the shares.

Current Investigations Could Result in Beneficiabislation Increasing Our Access to the Hospitatkda

On March 15, 2006, the Senate Judiciary SubcomenitteAntitrust, Competition Policy and Consumert®sgheld its fourth hearing on
the anti-competitive practices of GPOs. As the 83adouryear inquiry has revealed, these purchasing camtetollusion with the dominai
medical supply manufacturers, have harmed competistifled innovation, and increased the costeafithcare. Senate testimony,
government studies, and media reports have expoked) list of abuses, including conflicts of irdst, kickbacks, sole-source and long-term
contracts, and other exclusionary practices that kept patients and healthcare workers in GPO-reembspitals from gaining access to
better, safer, and more cost-effective medical pectal The U. S. Department of Justice and the Gaiimg Attorney General are also
conducting wide-ranging criminal investigations@RO practices and have issued subpoenas to mahg pations largest medical supplie
GPOs, and hospital systems.
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Iltem 1B. Unresolved Staff Comments.
Not applicable and non

Item 2. Properties.

Our 22,500 square foot headquarters is locateddat 6bo Lane, on 35 acres, which we own, overlogkiake Lewisville in Little Elm
Texas. The building is a modular portion of a langlenned building for which the engineering dedigis been finalized which could be
expanded with minimal disruption of production. Theadquarters are in good condition and housedrimastrative offices and
manufacturing facility. We put a 45,000 square foatehouse in service in March 2005. Our facilityquced approximately one-half of the
units that were sold in 2005. In the event of autison in service of our outside supplier, we &edi we could produce quantities sufficient to
meet demand under current circumstances excepefoand for 5¢cc and 10cc syringes which are softtipally in the international market.
In that event, we would attempt to engage anotterufacturer.

The Company obtained a loan frord thternational Bank (“®International”)for $2,500,000, secured by the land and existirilglings,
which provided interim funding for the constructiohthe 45,000 square foot warehouse. The prodeenisthe loan were used to pay off the
remaining $475,000 of the revolving credit agreetwéth 1 stinternational in addition to funding the new warebe and related
infrastructure. Payments on the note were intenaistduring the first twelve months. The paymeitsthe permanent funding are based on a
twenty-year amortization with a five-year maturityterest rates are based on the amount of funutsdcedeposit with the bank. Accordingly,
interest will vary from the Wall Street JournalrRe Rate (the “WSJPR”) to the WSJPR plus 1 pereétit, floors that may range from 4.25
percent to 6.50 percent. Compensating balance§ latdrnational affecting the interest rate will rerfgom $0 to $500,000.

Additional capital expenditures may include additibassembly lines, molding equipment, manufactusipace, warehousing, and
related infrastructure. The expansion could inclimese products that have been developed but hovgeketed, as well as expanding
manufacturing capacity for existing products.

We also lease Suites 618, 620, 622, and 628 S Sttidket, Lewisville, Texas, as well as storagdsstatated at 102 E. Purnell,
Lewisville, Texas, from LES Development, the suscedo Mill Street Enterprises, a sole proprietgggdwned by Lillian E. Salerno, a
shareholder holding more than 10% of the CommonkStbhis lease is for over 4,000 square feet atefépace in good condition. The lease
is for a five-year period beginning in July 200Zanonthly rate of $2,900. This space is useddaresiffice documents and for general office
and marketing purposes. This lease is expectestiariate in the second quarter of 2007.

In the opinion of Management, all the propertied aquipment are suitable for their intended useaaadhdequately covered by an
insurance policy.

Item 3. Legal Proceedings.

We are not a party to any material legal proceedihgr than a lawsuit against Abbott Laboratoriégcv was announced in a Form 10-
Q filed on August 15, 2005.
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Item 4. Submission of Matters to a Vote of Securityolders.
No matters were submitted to a vote during thetfoquarter of 2005.

PART Il

Item 5. Market for Registrant's Common Equity, Relaed Stockholder Matters, and Issuer Purchases of Eqty Securities.
MARKET INFORMATION

Our Common Stock has been listed on the AMEX sMag 4, 2001. Shown below is the high and low sphise of our Common Stox
as reported by the AMEX for each quarter of thé thas fiscal years:

Common Stock

High Low

2005

Fourth Quarte $4.8: $3.51

Third Quartel $6.4¢ $2.6¢

Second Quarte $4.04 $2.6(

First Quartel $4.8C  $3.7C
2004

Fourth Quarte $5.24  $3.5%

Third Quartel $9.1¢€ $4.5C

Second Quarte $7.7¢ $5.2C

First Quarte! $8.8¢ $5.82

SHAREHOLDERS

As of March 1, 2006, there were 23,524,384 shar€ommon Stock held by 327 shareholders of recotdntluding shareholders wi
beneficially own Common Stock held in nominee drést name.”

DIVIDENDS

We have not ever declared or paid any dividendherCommon Stock. We have no current plans to pgycash dividends on the
Common Stock. We intend to retain all earningsgekthose required to be paid to the holders ofttederred Stock, to support operations
and future growth.

The Board of Directors declared a dividend on thgeS | and Il Class B Convertible Preferred StocR004. The cumulative dividend
arrearage through June 30, 2004, on the Seried ll &lass B Convertible Preferred Stock of $7,583, was paid on August 27, 2004, to the
holders of record as of August 17, 2004. As of Deloer 31, 2005, $10,712,000 in dividends were iaa® on the Class B stock. Dividends
may not be paid on the Common Stock until all diwvids on the Preferred Stock have been paid.

EQUITY COMPENSATION PLAN INFORMATION

See Item 12 Security Ownership of Certain Bendfioiners and Management and Related Stockholdeteks&br a chart describing
compensation plans under which equity securitiesaathorized.
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RECENT SALES OF UNREGISTERED SECURITIES

No options were exercised in the fourth quarte2@d5. In the first quarter of 2006, an employeehased 5,000 shares of Common
Stock through the exercise of nonqualified stockaoms issued under the 1996 Incentive Stock Of@iam.

Sales of unregistered securities in the first tlye&rters of 2005 were reported in the CompanyisnFi0-Q quarterly reports filed with

the United States Securities and Exchange Commigiie “Commission”) which are available via Edgar.

Item 6. Selected Financial Data.

The following selected financial data are qualifmdreference to, and should be read in conjunatiibin, our audited financial
statements and the notes to those statements amtbtddment’s Discussion and Analysis of Financialditan and Results of Operations”

appearing elsewhere herein. The selected statesheperations data presented below for the yeats@®ecember 31, 2002 and 2001, and

the balance sheet data as of December 31, 2003, 208 2001, have been derived from our auditexhfiral statements, which are not

included herein.

(In thousands except for earnings per share, slatetanding and percentages)

2005 2004 2003 2002 2001
Sales, ne $ 21,157 $ 21,13¢ $ 19,07¢ $ 20,31¢ $  16,14¢
Reimbursed discoun 3,07¢ 38¢€ —
Total sales 24,23t 21,52; 19,07¢ 20,31¢ 16,14¢
Cost of sale: 15,42¢ 16,41: 14,65¢ 15,47: 13,32:
Gross profit 8,80¢ 5,111 4,42¢ 4,84¢ 2,82:
Total operating expens 11,68: 13,11( 10,327 11,23¢ 9,537
Loss from operation (2,877 (7,999 (5,909 (6,390 (6,719
Interest incomt 1,37: 47¢ 45 10 52
Interest expense, n (340 (243) (30¢) (44¢) (559
Litigation settlements, n« — 74,63: 13,88( — —
Net income (loss) before income ta: (1,849 66,86¢ 7,714 (6,82€) (7,21%)
Provision (benefit) for income tax (605 12,171 26€ — —
Net income (loss (1,239 54,69 7,44¢ (6,82€) (7,21%)
Preferred Stock dividend requireme (1,509 (1,999 (2,560 (2,266 (2,029
Earnings (loss) applicable to common

shareholder $ (2,749 $ 52,69¢ $ 4,88¢ $ (9,092 $ (9,239
Earnings (loss) per sha— basic $ (0.19) $ 2.3¢ $ 0.2 $ (0.45) $ (0.47)
Earnings (loss) per sha— diluted $ (0.19) $ 2.0¢ $ 0.2C $ (0.45) $ (0.47)
Weighted average shares outstanc 23,332,27 22,600,16 21,001,00 20,300,45 19,774,00
Current assel $ 61,48: $ 64,67 $ 13,49 $ 7,06t $ 6,27(
Current liabilities $ 5,45¢ $ 7,85: $ 5,77: $ 8,021 $ 8,79¢
Property, plant, and equipment, | $  11,92¢ $ 11,05: $ 9,67¢ $ 10,51f $ 11,74
Total asset $  73,75¢ $ 76,12 $ 23,63 $ 18,05¢ $  18,54(
Long-term debt $ 4,64¢ $ 3,80 $ 2,93¢ $ 3,441 $ 10,26t
Stockholder’ equity $ 63,62¢ $ 63,66 $ 15,13t $ 7,431 $ 162
Redeemable Preferred Stock (in sha 2,498,66! 2,572,111 3,591,211 5,379,36! 3,018,64!
Cash dividends per common sh $ 0 $ 0 $ 0 $ 0 $ 0
Gross profit margit 36.2% 23.1% 23.2% 23.8% 17.5%

As of and for the Years Ended December 31,
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Item 7. Management’s Discussion and Analysis of Famcial Condition and Results of Operation.
FORWARD-LOOKING STATEMENT WARNING

Certain statements included by reference in thirggficontaining the words “could,” “may,” “believgsanticipates,” “intends,”
“expects,” and similar such words constitute fordvivoking statements within the meaning of the &evSecurities Litigation Reform Act.
Any forward-looking statements involve known andmoiown risks, uncertainties, and other factors thay cause our actual results,
performance, or achievements to be materially diffefrom any future results, performance, or adghieents expressed or implied by such
forward-looking statements. Such factors incluaeoag others, the impact of dramatic increases imadah&, our ability to quickly increase
capacity in the event of a dramatic increase inatamour ability to access the market, our abibtgecrease production costs, our ability to
continue to finance research and development dsawelperations and expansion of production, therry increased interest of larger
market players, specifically BD, in providing safeieedle devices and other factors listed in lgaRisk Factors. Given these uncertainti
undue reliance should not be placed on forwarditapktatements.

OVERVIEW

We have been manufacturing and marketing our ptsdoto the marketplace since 1997. Our products leen and continue to be
distributed nationally through numerous distribatddowever, we have been blocked from access tm#rket by exclusive marketing
practices engaged in by BD who dominates the mavketbelieve that their monopolistic business fcastcontinue despite their paying
$100 million to settle a lawsuit with the Company &nticompetitive practices, business disparagémaen tortious interference. Although
we made limited progress in some areas, such adtdreate care and international markets, ournmekiare not as high as they should be
given the nature and quality of our product, theefal and state legislation requiring use of sefedie devices, and the Senate Subcommittee
hearings on GPOs. We continue to pursue varioategiies to have better access to the hospital makevell as other markets including
attempting to gain access to the market throughsalas efforts and innovative technology.

We are focusing on methods of upgrading our manufig capability and efficiency in order to enabketo offer our technology at a
reduced price. We believe our current capitalizafiovides the resources necessary to implemese ttieanges and greatly improve our
manufacturing capacity and efficiency, thereby rdg our unit cost. We are also marketing more pebéhternationally. In 2004 and 2005,
we were awarded a federal contract to supply sgsng various African countries. The first awaihfirPATH was for 1,530,000 units. The
2005 award was for 11,700,000 units. Both awardefiked over multiple quarters due principallyltmistical requirements for the orders.
We are hopeful that these awards will continuantwaase under this program. We continue to produéeges and blood collection tube
holders in Little EIm, Texas.

Product purchases from Double Dove have enabléd insrease manufacturing capacity with little ¢apoutlay and provided a
competitive manufactured cost. These purchasesdrmaaigled improved profit margins in spite of linditeevenues. The cost of production per
unit has generally declined as volumes increased.

We also have a license agreement with BTMD, a Geim®mpany. We anticipate receiving royalties fthmlicensing agreement with
BTMD before the end of the first contract year egdhugust 2006. During the first contract year, BDli4 required to sell at least 25,000,
units which, based on the lowest possible royaitg,rwould result in a payment of $625,000.

Historically, unit sales have increased in theelatart of the year due, in part, to the demandsyonges during the flu season.

We reported net income of $316,000 for the threathmending December 31, 2005 on record salesiéoguarter of $7.9 million,
compared with a loss of $423,000 in the same 2@0ibg. These results were due largely to a 48.5%ease in unit sales over the fourth
quarter of 2004, a dramatic improvement in grosdifpmargins, and higher interest income. For thleyear 2005, we posted record sales of
$24.2 million, an increase of 12.6% over the yegfole. Unit sales increased 19.1% in 2005.

International sales rose sharply in the three-mpetiod ended December 31, 2005 principally dudecsshipment of a large order
received through our second contract under the Bulshinistration’s global HIV/AIDS initiative. Salefer the quarter and full-year also
include $1.5 million and $3.1 million, respectiveiy reimbursed discounts arising from the Compsar2003 legal settlement with a hospital
GPO.

The diluted loss per share was $0.00 for the fogutrter, compared with a diluted loss per sha®0d¥3 for the same 2004 period. For
the twelve-month period ended December 31, theedilloss per share was $0.12, compared with $8.@8uted earnings per share in 2004.
The results for 2004 reflect $74.6 million in ligiion proceeds, including $65.5 million from thétlsenent of Retractable’s federal antitrust
lawsuit against BD.

Operating results, notably gross profit margingrioved dramatically in the fourth quarter and fgdar mainly because of higher
revenues and lower unit costs. Gross profit margiss to 42.2% in the fourth quarter from 13.4%him same 2004 quarter. For the full-year,
the gross profit margin was 36.3%, compared witif23in 2004. The $3.7 million improvement in grpssfit and the $1.4 million decrease
in operating expenses in 2005 resulted in a redocif the operating loss to $2.9 million from $&dlion in 2004.

Results of Operations

The following discussion contains trend informatamd other forwal-looking statements that involve a number of rigkd



uncertainties. Our actual future results couldadifhaterially from our historical results of op&wat and those discussed in the forward-
looking statements. All period references are tofisgal year ended December 2005 or 2004. Dollaounts have been rounded for ease of
reading.
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Comparison of Year Ended
December 31, 2005, and Year Ended December 31, 2004

Revenues increased, due principally to increasked gathe alternate care and international maileinestic sales were 92.1% of
revenues with international sales comprising timeaieder. Unit sales of the 1cc syringe increasefl%nd 3cc unit sales increased 12.7%.
Unit sales of all products increased 19.1%. Thehalsmarket continues to lag despite very favaggiomotional pricing under the discount
reimbursement program. The increase in discountlreisements in 2005 is due principally to the réidacof the promotional prices in April
2005. The discount reimbursement program is likelgxpire before the end of 2006, since the GPesatnt agreement under which it was
established only provided for a total of $8,000,00€eimbursements. We have recognized $3.5 milliodiscount reimbursements through
December 31, 2005. Sales to two distributors adealfor 34.8% of our revenues.

Cost of sales as a percentage of revenues impas/adjher volumes of product are produced and 3bie.increased volume results in
a lower unit cost of production. The effect of teeuction in staff in August 2005 also contributedhe lower unit cost. Royalty expenses
declined due to a reduction in gross revenues.

Operating expenses decreased from the prior yeataddecreases in general and administrative aodtigated by increases in sales .
marketing costs as well as an increase in researdlievelopment costs.

Sales and marketing expenses increased as we wedtio grow our sales force, resulting in highenpensation and travel expense.
This increase in sales and marketing costs wagaéil by a reduction in consulting expenses. Weebgales and marketing costs will
continue to increase as we work to get our prodattsU.S. hospitals.

Research and development costs increased duepailydio validation testing and the developmentkvan the IV safety catheter. We
began marketing the IV safety catheter in the fjtsirter of 2006. We also anticipate that untilre@ch economies of scale in manufacturing
this product, we will incur losses on its sale.

General and administration costs decreased significdue principally to lower legal costs incuried2005. The legal costs incurred in
2005 in regard to the Abbott Laboratories litigatiwere substantially less than the legal costsnweried for the BD and NMT litigation in
2004. However, we expect such costs to increasardgtigation against Abbott continues.

Preferred Stock dividend requirements declinedtdumnversion of Preferred Stock into Common Stddie dividend arrearage at
December 31, 2005, on all classes of PreferreckStas approximately $10,700,000.

Interest income increased due to a higher averatptamding cash balance and higher interest raesest expense increased due to
higher debt balances incurred for the warehoussiimg and higher interest rates.

Provision for income tax benefits consists prinyaod federal tax subject to the carry back provisioState income taxes are also sul
to the various states’ carry back rules.

Cash flow from operations was negative for 2005 ghirecipally to the loss for the year and changewsérking capital.

Comparison of Year Ended
December 31, 2004, and Year Ended December 31, 2003

Revenues increased due principally to increasess sialthe alternate care and international maB@testic sales comprised 94.0
percent of our revenues with international salekingaup the remainder. Unit sales of the 1cc syimgreased 21.1 percent and 3cc unit
sales increased 13.0 percent. Sales to one distrihacounted for 16.6 percent of our revenues.
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Cost of sales increased due to the higher volunpeaafuct being sold in 2004. Unit costs declined tuhigher volumes of products
being produced. The remaining increase is dued®@sed royalty expense mitigated by decreasesumance costs, supplies, and testing
costs.

Operating expenses increased from the prior yeapducipally to increases in general and admiaiiste costs and sales and marketing
costs.

Sales and marketing expenses increased as we trddedsales force, resulting in higher compensatiod travel expense. Other
increases in this expense include administraties feid under our GPO contracts, stock option esggaronsulting costs, advertising expe
and trade shows. This increase in sales and magketists was mitigated by a reduction in markeftzgg due to the termination of the Abbott
Laboratories Agreement.

Research and development costs increased duegailydio labor costs and experimental parts, miéddy lower consulting costs.

General and administration costs increased sigmifig due principally to increased legal costs med in the BD litigation. The legal
costs also increased for patents. Other cost isesciaclude labor costs, stock option expenseta®s other than income taxes.

Effective July 2, 2004, the Company entered in8ettlement Agreement and Release with BD. The Campeceived $65.1 million of
the proceeds which is net of attorneys’ fees ameeses. Approximately $3.4 million was paid to Tlasnd. Shaw, President and CEO, under
a Covenant Not to Sue (BD and other defendantsairs€ No. 5:01CV036).

Effective as of April 27, 2004, the Company and ias J. Shaw entered into a Settlement AgreemerRalehse with New Medical
Technology, Inc. et. al. (“NMT"). NMT is enjoineddm importing the NMT Safety Syringe into the Uulit8tates and from making, using,
selling, or offering to sell the NMT Safety Syringgthin the United States until the lapse or exjpiraof the subject patents. Additionally,
NMT paid $1 million to the Compan

In 2003, the Company reached settlement agreemithtshree of the defendants in its federal ansitdawsuit, Retractable
Technologies, Inc. v. BD et al. As part of the lsatients, the Company received $8,051,250 in 20@awasient under the financial terms of
these settlement agreements which is net of aferfees, court costs, legal expenses, and a paymdir. Thomas J. Shaw of $423,750
pursuant to the Covenant Not to Sue. Rete 12 LITIGATION SETTLEMENTS of the Notes to Financial Statements for a discunsef
these settlements.

Provision for income tax consists primarily of feeldncome tax. The Company utilized all of its nperating loss carry forward for
federal and state tax purposes.

Preferred Stock dividend requirements were lowe2fi®4 compared to 2003. The decrease is due twotheersion of Preferred Stock,
principally Series IV Class B Stock and Series ¥<SIB Stock, resulting in fewer preferred shardstanding.

On July 20, 2004, the Board of Directors declarelivalend payable August 27, 2004, to shareholdérscord as of August 17, 2004.
The dividend paid the arrearage of $2,550,338 erStries | Class B stock and arrearage of $4,56&84he Series Il Class B stock from
date of original issue to date of conversion oreJg@, 2004, whichever was appropriate.

As a result of the litigation proceeds, we wera jorofitable position for 2004.
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Cash flow from operating activities improved fro®03 to 2004. The principal factor in the improveme&as the proceeds from the
litigation settlements. Property, plant, and equéptincreased principally due to construction ef warehouse. Accounts payable and income
taxes payable increased and accrued royaltiesnéecliThe Company paid $7,118,583 in dividends erBiries | and Series Il Class B
Preferred Stock.

SIGNIFICANT ACCOUNTING POLICIES

We consider the following to be our most signifitancounting policies. Careful consideration andn@any review is given to these
and all accounting policies on a routine basisisuee that they are accurately and consistentliiezpp

Accounts Receivable

The Company records trade receivables when reviemeeognized. No product has been consigned tomess. The Company’s
allowance for doubtful accounts is primarily detered by review of specific trade receivables. Thaseounts that are doubtful of collection
are included in the allowance. An additional alloe@ has been established based on a percentagredfables outstanding. These provis
are reviewed to determine the adequacy of the athaw for doubtful accounts. Trade receivables laaeged off when there is certainty as to
their being uncollectible. Trade receivables amsatered delinquent when payment has not been mildi@ contract terms.

Revenue Recognition

Revenue is recognized for sales to distributorsnattike and risk of ownership passes to the distdb generally upon shipment.
Revenue is recorded on the basis of sales pridestigbutors, less contractual pricing allowandesntractual pricing allowances consist of
(i) rebates granted to distributors who providekiag reports which show, among other things, #wlity that purchased the products, and
(i) a provision for estimated contractual priciallpwances for products that the Company has ratived tracking reports. Rebates are
recorded when issued and are applied against gterner’s receivable balance. The provision for @msttial pricing allowances is reviewed
at the end of each quarter and adjusted for chandesels of products for which there is no trakreport. Additionally, if it becomes clear
that tracking reports will not be provided by indival distributors, the provision is further adpt The estimated contractual allowance is
netted against individual distributors’ accountseigable balances for financial reporting purpo3ée resulting net balance is reflected in
accounts receivable or accounts payable, as apat®prhe terms and conditions of contractual pgallowances are governed by contracts
between the Company and its distributors. ReveausHtipments directly to end-users is recognizedmiftle and risk of ownership passes
from the Company. Any product shipped or distrilui@ evaluation purposes is expensed.

Inventories

Inventories are valued at the lower of cost or raarlith cost being determined using a standartirethod, which approximates
average cost. Provision is made for any excesbswlete inventories.

Marketing Fees

Under a sales and marketing agreement with AbthatCompany paid marketing fees until the Companyinated the contract for
breach. The contracted services were to includicfaation in promotional activities, developmeffitealucational and promotional materials,
representation at trade shows, clinical demonstrafiinservicing and training, and tracking repdetailing the placement of our products to
end-users. Marketing fees were accrued at thedifrnttee sale of product to Abbott. These fees waiid pfter Abbott provided us a tracking
report of product sales to end-users. These camts included in Sales and marketing expense iSthements of Operations. No marketing
fees have been accrued since October 15, 2008athdhe National Marketing and Distribution Agregrhwith Abbott was terminated.

Litigation Proceeds

Proceeds from litigation settlements in our fedaraltrust lawsuit, Retractable Technologies, inBecton Dickinson & Co., et al. we
recognized when realized. Generally, realizatios nat reasonably assured and expected until preageck collected. Such amounts were
net of attorneys’ fees, court costs, legal experaas$ amounts payable under the Covenant Not tolSalgility for attorneys’ fees was not
incurred until proceeds were collected.

Reimbursed Discounts

The Company receives reimbursed discounts fronobtige settlement agreements reached in its fedetafust lawsuit, Retractable
Technologies, Inc. v. Becton Dickinson & Co. etRdyments under the discount reimbursement programecognized upon delivery of the
product, provided collection is reasonably assugeath amounts are presented in the Statementseshtigns as a separate component of
revenues.
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Stock-Based Compensation

Prior to 2002, the Company accounted for stock-dasenpensation under the recognition and measurtgonevisions (intrinsic value
method) of APB Opinion No. 2%ccounting for Stock Issued to Employees, and related Interpretations. Effective Januarg0D2, the
Company adopted the fair value recognition provisiof SFAS No. 123Accounting for Stock-Based Compensation , prospectively to all
director, officer, and employee awards granted, ifiemtj or settled after December 31, 2001. The peotve method is one of the alternative
transition methods provided in FAS 148. Awards \w&r periods up to three years. Therefore, thereteted to stock-based compensation
included in the determination of net income for 2@less than would have been recognized if thresédue method had been applied to all
awards since the original effective date of SFAS M8. SFAS No. 123 indicates that the fair valiethad is the preferable method of
accounting.

LIQUIDITY AND FUTURE CAPITAL REQUIREMENTS
Historical Sources of Liquidity

We have historically funded operations primarilgrfr proceeds from private placements, loans argatitin settlements. We were
capitalized with approximately $52,600,000 raisexhf six separate private placement offerings. Visketh$47,375,600 in cash from the
private sales of an aggregate of 11,710,221 sludi@envertible Preferred Stock. In addition, weadhéd a cancellation of $3,679,284 in debt
and $1,550,000 in Accounts Payable in exchang8édoies V Class B Convertible Preferred Stock.

We obtained $3,910,000 in 2000 from bank loansutiw$3,435,000 has been repaid and $475,000 iaameed with a new note
with 1 stinternational. Additionally, we received a Smalldhess Administration loan of $1,000,000 in 19964y for portions of automated
assembly equipment, multavity molds, and other equipment. This loan habepaid. Furthermore, we borrowed $5,000,00@002inde
our Credit Agreement with Abbott Laboratories. lat@ber 2002 we repaid the Abbott Laboratories motke proceeds from a new note from
Katie Petroleum, Inc. (“Katie Petroleum”) for $3@000 and a portion of the proceeds from a pripéeement.

We obtained a loan fromslinternational for $2,500,000 for interim and lorgrh financing of the warehouse. Principal and eger
payments began in the first part of 2005. See MdteFinancial Statements for a discussion of ¢hms of the note.

Internal Sources of Liquidity

In early 2004 we began to receive shipment of pcoffom Double Dove, a Chinese manufacturer. Flatbms in the cost and
availability of raw materials and inventory and #iglity to maintain favorable supplier arrangenseamd relationships could result in the r
to manufacture all (as opposed to one-half) ofptteelucts in the United States. This could templyr@ncrease unit costs as we ramp up
domestic production. To achieve break even quavterseed minimal access to hospital markets whashideen difficult to obtain due to the
monopolistic marketplace which was the subjectuwsfantitrust lawsuit against BD. We will continueattempt to gain access to the market
through our sales efforts and innovative technolalg are focusing on methods of upgrading our netufing capability and efficiency in
order to enable us to offer our technology at aiced price. We believe our current capitalizatioovjiles the resources necessary to
implement these changes and greatly improve ouufaaturing capacity and efficiency, thereby redgaiur unit cost.

We anticipate receiving royalties from the licegsagreement with BTMD before the end of the fimttcact year ending August 2006.
During the first contract year, BTMD is requireds@ll at least 25,000,000 units which, based onaest possible royalty rate, would result
in a payment of $625,000.
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Historically, unit sales have increased in theslapart of the year due, in part, to the demandyoinges during the flu season. We
believe the sales for flu vaccine were much grethten last year due to there being no shortag®®® 2nd our product gaining in popularity.

At the present time Management does not intendige requity capital in 2006. Due to the litigatsmitlements, we have sufficient cash
reserves and intend to rely on operations, caghves, and debt financing as the primary ongoingcss of cash.

In the event we continue to have only limited madaecess and cash generated from operations ahdeseves become insufficient to
support operations, the Company would take cosingutneasures to reduce cash requirements. Sucsumesacould result in reduction of
units being produced, reduction of workforce, reaaucof salaries of officers and other nonhourlypdogees, and deferral of royalty payme
to Thomas Shaw. Since we have not seen a reasdnaf#ase in our market share, the Company haduetien in force in August 2005.

External Sources of Liquidity

We have obtained several loans over the past sissyavhich have, together with proceeds from thessaf equities and litigation
settlements, enabled us to pursue developmentraxdigtion of our products. Currently we believeaeeild obtain additional funds through
loans if needed. Furthermore, the shareholders maxeously authorized an additional 5,000,000 skaf a Class C stock that could, if
necessary, be authorized and used to raise furalggin the sale of equity.

Contractual Obligations and Commercial Commitments

The following chart summarizes all of our mategdhligations and commitments to make future paymentier contracts such as debt
and lease agreements as of December 31, 2005:

Payments Due by Period

Contractual Obligations Total 2006 2007-2008 2009-2010 Thereafter
Long-Term Debt Obligation $5,048,39: $390,40( $763,93" $3,113,35 $780,70:
Capital Lease Obligatior 6,13¢ 6,13¢ — — —
Operating Lease Obligatiol 52,20( 34,80( 17,40( — —

Purchase Obligatior — — — — _
Other Lon¢-Term Liabilities Reflected on Balance Sh — — — — —

Total Contractual Cash Obligations $5,106,72! $431,33¢ $781,33! $3,113,35 $780,70:

Material Commitments for Expenditures

Assuming we are able to access the market, we mi@ynoadditional capital to fund capital expendiaiand working capital needs.
Management would fund these expenditures throuphated equity offerings. Capital expenditures cantdude additional assembly lines,
manufacturing space, warehousing, and relatedsinéreture. The expansion could include those prisdihat have been developed but not
marketed, as well as expanding manufacturing capfmsi existing products.

We had $2,015,345 in capital expenditures in 2005%2,437,847 in 2004. Capital expenditures in 28@5dependent upon several
factors, including, but not limited to, acceptant¢he 1V safety catheter into the market and tbeeas to the market for the 1V safety catheter
as well as our other products.
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OFF BALANCE SHEET TRANSACTIONS
We have no off-balance sheet transactions.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk.

We believe that our market risk exposures are irar@tas we do not have instruments for tradingppses and reasonable possible
near-term changes in market rates or prices wilf@sult in material near-term losses in earnings.
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Report of Independent Registered Public Accountingrirm

To the Board of Directors and Stockholders
of Retractable Technologies, Inc.

We have audited the accompanying balance she&stadictable Technologies, Inc. as of December @25 2nd 2004, and the related
statements of operations, changes in stockholéersty, and cash flows for each of the three yeatise period ended December 31, 2005.
Our audits also included the financial statemehedale of Retractable Technologies, Inc., listedém 15(a). These financial statements and
financial statement schedule are the responsilufithe Company management. Our responsibility is to expresspaman on these financi
statements based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on flasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marnageas well as evaluating the overall
financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

In our opinion, the financial statements refer@alove present fairly, in all material respedts, financial position of Retractable
Technologies, Inc. as of December 31, 2005 and ,2&d the results of its operations and its cashdlfor each of the three years in the
period ended December 31, 2005 in conformity witB.lgenerally accepted accounting principles. Als@ur opinion, the related financial
statement schedule when considered in relationedasic financial statements taken as a wholegpts fairly in all material respects the
information set forth therein.

/sl CF & Co., L.L.P.
CF & Co., L.L.P.

Dallas, Texas
March 31, 2006
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RETRACTABLE TECHNOLOGIES, INC.
BALANCE SHEETS

ASSETS
Current asset:
Cash and cash equivalel
Accounts receivable, net of allowance for doub#fttounts of $267,174 and $196,320, respect
Inventories, ne
Income taxes receivab
Current deferred tax ass
Other current asse

Total current asse

Property, plant, and equipment, |
Intangible assets, n
Other asset

Total asset

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payabl

Current portion of lon-term debt

Accrued compensatic

Marketing fees payab

Accrued royalties to shareholc

Other accrued liabilitie

Income taxes payab

Total current liabilities

Long-term debt, net of current maturiti
Long-term deferred tax liabilit
Total liabilities

Stockholder equity:
Preferred Stock $1 par valt
Class B; authorized: 5,000,000 she
Series |, Class B; issued: 1,000,000 shares; awtistg: 171,000 and 199,400 shares,
respectively (liquidation preference of $1,068,25@ $1,246,250, respective
Series Il, Class B; issued: 1,000,000 shares;andgtg 255,200 and 289,000 shares,
respectively (liquidation preference of $3,190,60@ $3,612,500, respective

Series lll, Class B; issued: 1,160,445 sharestanting: 135,245 and 137,745 shares,

respectively (liquidation preference of $1,690,568 $1,721,813, respective
Series 1V, Class B; issued: 1,133,800 shares;andgtg 556,000 and 556,000 shares,
respectively (liquidation preference of $6,116,60@ $6,116,000, respective

Series V, Class B; issued 2,416,221 shares; odisignl,381,221 and 1,389,971 shares,

respectively (liquidation preference of $6,077,3n2 $6,115,872, respective

Common Stock, no par value; authorized: 100,0008b@0es; issued and outstanding: 23,511,884 an

23,201,998, respective
Additional paic-in capital
Retained earning
Total stockholder equity
Total liabilities and stockholde’ equity

See accompanying notes to financial statements
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2005 2004
$52,513,93 $55,868,52
3,404,90! 1,864,51.
3,297,72 3,778,94!
561,06: 1,349,14.
1,245,50:i 1,516,01.
462,15( 296,68:
61,485,28 64,673,82
11,925,97 11,056,86
316,92¢ 358,65¢
27,33¢ 34,00¢
$73,755,52 $76,123,35
$ 2,345,61° $ 3,402,03
295,41 271,84
388,72t 322,86
1,419,76! 1,419,76!
540,88t 504,01¢
467,81. 118,83:
— 1,813,08
5,458,211 7,852,43
4,350,62! 3,535,411
711,441 1,070,811
10,520,28  12,458,65
171,001 199,40(
255,20( 289,00(
135,24! 137,74!
556,00( 556,00(
1,381,22 1,389,97.
54,307,05 53,424,74
6,429,52. 7,667,84
63,235,24 63,664,70
$73,755,52 $76,123,35
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RETRACTABLE TECHNOLOGIES, INC.
STATEMENTS OF OPERATIONS

Sales, ne
Reimbursed discoun
Total sales

Cost of Sale:

Costs of manufactured prodt
Royalty expense to shareholt

Total cost of sale

Gross profit

Operating expense

Sales and marketir
Research and developmt
General and administrati

Total operating expens

Loss from operation

Interest incomt
Interest expense, n
Litigation settlements, nt

Net income (loss) before income ta:
Provision (benefit) for income tax

Net income (loss

Preferred Stock dividend requireme
Earnings (loss) applicable to common sharehol

Earnings (loss) per sha-basic
Earnings (loss) per sha-diluted
Weighted average common shares outstan

Years Ended December 31,

2005

2004

2003

$21,156,66 $21,13594 $19,078,33
3,078,35I 385,75 —
2423501 21,521,70  19,078,33
13,713,67  14,564,40  13,176,79
1,715,02: 1,846,19! 1,477,221
15,428,69  16,41059  14,654,00
8,806,310  5111,10.  4,424,32
4,148,68.  3,648,45 3,374,211
934,20 626,94: 561,13
6,600,13.  8,834,52 6,391,93
11,683,03  13,109,92  10,327,27
(2,876,71)  (7,998,82)  (5,902,95)
1,372,71! 475,12 44,55
(339,68%) (243,92) (307,14:)

— 7463536  13,879,51
(1,843,68) 66,867,74 7,713,97!
(605,36  12,176,34 265,47
(1,238,32) 54,691,39 7,448,49
(1,502,88)  (1,993,51)  (2,560,72)
$(2,741,21) $52,697,87 $ 4,887,77.
$ (019 $ 2.3 $ 0.27
$ (012 $ 2.0t $ 0.2C
23,33227  22,600,16  21,001.00

See accompanying notes to financial statements
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RETRACTABLE TECHNOLOGIES, INC.
STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Class A Series | Class B Series Il Class B Series Ill Class B Series IV Class B Series V Class B Common
Shares Amount Shares Amount Shares Amount Shares Amount Shares  Amount Shares  Amount Shares Amount

Balance as of
December 31,
2002 1,056,000 $ 1,056,001 259,40( $259,40( 431,00( $ 431,000 150,74 $150,74! 1,066,000 $1,066,000 2,416,22. $2,416,22. 20,318,10 $ —

Conversion of debt

into Common

Stock 35,71« —
Conversion of

Preferred Stocl

into Common

Stock (1,056,00) (1,056,00) (30,00() (30,000) (12,5000 (12,500) (5,500 (5,500 (684,15()  (684,15() 1,788,15! —
Recognition of

stock option

compensatiol
Dividends declarec

and paid on

Class A

Preferred Stoc
Net income
Balance as of

December 31,

2003 — — 229,400 229,40( 418,50( 418,50( 145,24 145,24 1,066,000 1,066,000 1,732,07. 1,732,07. 22,141,96. —

Conversion of debt
into Common
Stock 40,93
Conversion of
Preferred Stocl
into Common
Stock (30,000 (30,000 (129,50() (129,500 (7,500 (7,500 (510,000 (510,00() (342,100 (342,100 1,019,10!
Recognition of
stock option
compensatiol
Dividends declarec
and paid on
Series | Class |
Stock
Dividends declared
and paid on
Series Il Class
B Stock
Net income
Balance as of
December 31,
2004 — — 199,40( 199,40( 289,00( 289,000 137,74* 137,74¢ 556,00( 556,000 1,389,97. 1,389,97. 23,201,99 —

Conversion of

Preferred Stocl

into Common

Stock (28,400) (28,40() (33,800 (33,80() (2,500 (2,500 (8,750 (8,750) 73,45(
Recognition of

stock option

exercise 236,43t
Recognition of

stock option

compensatiol
Net (loss)
Balance as of

December 31,

2005 — 3 — 171,000 $171,00( 255,20( $255,20( 135,24 $135,24! 556,000 $ 556,00( 1,381,22. $1,381,22. 23,511,88 $ —

See accompanying notes to financial statements
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RETRACTABLE TECHNOLOGIES, INC.
STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Additional
Paid-in Retained
Capital Earnings Total

Balance as of December 31, 2( $49,411,17  $(47,353,46) $ 7,437,07
Conversion of debt into Common Stc 249,99¢ 249,99¢
Conversion of Preferred Stock into Common St 1,788,15! —

Recognition of stock option compensat 458,32 458,32
Dividends declared and paid on Class A Preferredk (459,08 (459,08
Net income 7,448,49 7,448,49
Balance as of December 31, 2( 51,448,56 (39,904,96) 15,134,81
Conversion of debt into Common Stc 163,73¢ 163,73¢
Conversion of Preferred Stock into Common St 1,019,10! —

Recognition of stock option compensat 793,34° 793,34°
Dividends declared and paid on Series | Class Bk (2,550,33) (2,550,33)
Dividends declared and paid on Series Il Classdgk (4,568,24) (4,568,24)
Net income 54,691,39 54,691,39
Balance as of December 31, 2( 53,424,74 7,667,84! 63,664,70
Conversion of Preferred Stock into Common St 73,45( —

Recognition of stock option exerci 236,43¢ 236,43¢
Recognition of stock option compensat 572,42: 572,42:
Net (loss) (1,238,32)  (1,238,32)
Balance as of December 31, 2( $54,307,05 $ 6,429,52; $63,235,24

See accompanying notes to financial statements
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RETRACTABLE TECHNOLOGIES, INC.
STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net income (loss

Adjustments to reconcile net income (loss) to reshcprovided (used) by operating

activities:
Depreciation and amortizatic
Capitalized interes
Stock option compensatic
Provision for inventory valuatio
Provision for doubtful accoun
Accreted interes
Deferred income taxe
Loss on disposal of ass¢
Change in assets and liabiliti¢
(Increase) decrease in inventor
(Increase) decrease in accounts receiv
(Increase) decrease in prepaid income ti
(Increase) decrease in other current as
Increase (decrease) in accounts pay
Increase (decrease) in marketing fees pay
Increase (decrease) in other accrued liabil
Increase (decrease) in income taxes pay
Net cash provided (used) by operating activi
Cash flows from investing activities:
Purchase of property, plant and equipr
Acquisition of patents, trademarks, licenses atahigibles
Net cash used by investing activit
Cash flows from financing activities:
Repayments of lor-term debt and notes payal
Proceeds from lor-term deb
Proceeds from the exercise of stock opti
Payment of Preferred Stock divider
Net cash provided (used) by financing activi
Net increase (decrease) in cash and cash equis
Cash and cash equivalents
Beginning of perioc
End of perioc

Supplemental schedule of cash flow informati
Interest paic
Income taxes pai

Supplemental schedule of noncash investing andding activities

Debt assumed to acquire ass
Closing costs rolled into loi-term debt
Conversion of lon-term debt into Common Stox

Years Ended December 31,

2005 2004 2003
$(1,238,32) $54,601,39 $ 7,448,49
1,366,90 129429  1,308,62.
(104,96 (52,78%) (26,929
572,42 793,34° 458,32
13,97" — —
64,29¢ 146,04¢ 100,35:
101,12 101,12 101,11¢
(88,86%) (445,207) —
4,47t — —
467,24 197,631  (1,197,02)
(1,604,69) (840,33)  1,396,28:
788,08,  (1,349,14) —
(163,702 (75,817 87,44:
(1,056,42)  1,066,64i  (1,894,00)
— — (454,81}
456,62 (595,687) 464,78:
(1,813,08) _ 1,547,61 265,47
(2,234,89) 56,479,13  8,058,12!
(2,015,34)  (2,437,84)  (385,92)
— — (24,715
(2,015,34)  (2,437,84) (410,63
(391,629 (159,80) (374,899
1,050,84 950,00( —
236,43 — —
— (7,118,58) (459,089
895,65,  (6,328,38) _ (833,98)
(3,354,59) 47,712,90  6,813,50-
55,868,52  8,15562  1,342,11
$52,513,93 $55,868,52 $ 8,155,62
$ 33412 $ 202,57. $ 257,98
$ 2,062,49. $12,439,21 $ —
$ 7845: $ 12183 $ 16,26
$ — $ 2415 $ —
$ — $ 163,74 $ 249,99

See accompanying notes to financial statements
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NOTES TO FINANCIAL STATEMENTS

1.

BUSINESS OF THE COMPANY

Retractable Technologies, Inc. (the “Company”) wasrporated in Texas on May 9, 1994, to desigrmelbgm, manufacture and market
safety syringes and other safety medical productthe healthcare profession. The Company begdewelop its manufacturing
operations in 1995. The Company’s manufacturingadministrative facilities are located in Littlenk] Texas. The Company’s primary
products are the VanishPoitsyringe in the 1cc, 3cc, 5¢cc and 10cc sizes anadbdollection tube holders. The Company includes th
lcc syringe in an allergy tray. The Company hasiooted preliminary clinical evaluations and workeith national distributors to
encourage healthcare facilities to transition fith use of standard syringes to the VanishPaégtinge.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Accounting estimates

The preparation of financial statements in conftymiith United States generally accepted accouritigciples requires management
to make estimates and assumptions that affecefimted amounts of assets and liabilities andasce of contingent assets and
liabilities at the date of the financial statemeamsl the reported amounts of revenues and expduoseg the reporting period. Actual
results could differ significantly from those estites.

Cash and cash equivalents

For purposes of reporting cash flows, cash and egslvalents include unrestricted cash and investsneith original maturities of
three months or less.

Accounts receivable

The Company records trade receivables when revismeeognized. No product has been consigned towgss. The Company’s
allowance for doubtful accounts is primarily detered by review of specific trade receivables. Thaseounts that are doubtful of
collection are included in the allowance. An aduhitil allowance has been established based on enpage of receivables outstanding.
These provisions are reviewed to determine thewatsqof the allowance for doubtful accounts. Treeteivables are charged off when
there is certainty as to their being uncollectifileade receivables are considered delinquent whgment has not been made within
contract terms.

Inventories
Inventories are valued at the lower of cost or ragrlith cost being determined using a standartirneshod, which approximates
average cost. A reserve is established for anyssxaeobsolete inventories.

Property, plant and equipment

Property, plant and equipment are stated at cagertlitures for maintenance and repairs are chaogeperations as incurred. Cost
includes major expenditures for improvements apthceements which extend useful lives or increapadty and interest cost
associated with significant capital additions. & years ended December 31, 2005, 2004, and #t08ompany capitalized interest
of approximately $105,000; $53,000; and $27,006peetively. Gains or losses from property dispoaedsincluded in income.
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Depreciation and amortization are calculated utlilegstraight-line method over the following usdiués:

Production equipmet 3to 13 year
Office furniture and equipme 3to 10 year
Buildings 39 years
Building improvement: 15 years
Automobiles 7 years

Long-lived assets

The Company assesses the recoverability of lmegh assets using an assessment of the estimatiscounted future cash flows rela
to such assets. In the event that assets are folralcarried at amounts which are in excess ohattd gross future cash flows, the
assets will be adjusted for impairment to a leeghmensurate with a discounted cash flow analysieefinderlying assets.

Reclassifications
Certain prior year amounts have been reclassifiethform with the current year’s presentation.

Intangible assets

Intangible assets are stated at cost and congisally of patents, a license agreement grantindusive rights to use patented
technology, and trademarks which are amortizedgusia straight-line method over 17 years.

Financial instruments

The fair value of financial instruments is deteredrby reference to various market data and otHaatian techniques as appropriate.
The Company believes that the fair value of finahtistruments approximates their recorded values.

Concentrations of credit risk

The Company'’s financial instruments exposed to entrations of credit risk consist primarily of cashsh equivalents and accounts
receivable. Cash balances, some of which excee@deeally insured limits, are maintained in finednstitutions; however,
management believes the institutions are of higlitquality. The majority of accounts receivable due from companies which are
well-established entities. As a consequence, manageconsiders any exposure from concentratiowseafit risks to be limited. The
Company had a high concentration of sales withgigaificant customers. For the year ended Decei®@bg?005, the aforementioned
customers accounted for $8,422,754, or 34.8%, b$ales, and their aggregated accounts receivatdade at December 31, 2005, was
$365,888.

Revenue recognition

Revenue is recognized for sales to distributorsnathike and risk of ownership passes to the distob generally upon shipment.
Revenue is recorded on the basis of sales pridistigbutors, less contractual pricing allowangesntractual pricing allowances consist
of (i) rebates granted to distributors who provigeking reports which show, among other things,fcility that purchased the
products, and (ii) a provision for estimated coctiral pricing allowances for products that the Camphas not received tracking
reports. Rebates are recorded when issued angliechagainst the customer’s receivable balanbe.provision for contractual

pricing allowances is reviewed at the end of eadrtgr and adjusted for changes in levels of prsdiac which there is no tracking
report. Additionally, if it becomes clear that tkatg reports will not be provided by individual ttibutors, the provision is further
adjusted. The estimated contractual allowancetieth@gainst individual distributors’ accounts iigable balances for financial
reporting purposes. The resulting net balanceflisated in accounts receivable or accounts payalsl@ppropriate. The terms and
conditions of contractual pricing allowances argayoed by contracts between the Company and its
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distributors. Revenue for shipments directly to-esdrs is recognized when title and risk of ownigrglasses from the Company. Any
product shipped or distributed for evaluation pwgmis expensed.

Marketing fees

The Company paid Abbott Laboratories, Inc. (“AbBotharketing fees for services they provided. Thatcacted services were to
include participation in promotional activities,wédopment of educational and promotional materigpresentation at trade shows,
clinical demonstrations, inservicing and trainiaggd tracking reports detailing the placement ofGbenpany’s products to end-users.
Marketing fees were accrued at the time of the sfroduct to Abbott. These fees were paid aftebétt provided the Company a
tracking report of product sales to end-users. &lvests were included in sales and marketing expierthe Statements of Operations.
No marketing fees have been accrued since Octdh&0D3, the date the National Marketing and Distion Agreement with Abbott
was terminated.

Litigation Proceeds

Proceeds from litigation settlements in the Compmfgderal antitrust lawsuit, Retractable Techn@sginc. v. Becton Dickinson &
Co., et al. were recognized when realizable. Gdlgeraalization was not reasonably assured an@&ebgal until proceeds were collect
Such amounts were net of attorneys’ fees, coutscteggal expenses, and amounts payable underaben@nt Not to Sue. Liability for
attorneys’ fees was not incurred until proceedscaliected.

Reimbursed Discounts

The Company receives reimbursed discounts fronpbtige settlement agreements reached in its fedetafust lawsuit, Retractable
Technologies, Inc. v. Becton Dickinson & Co. etRdyments under the discount reimbursement programecognized upon invoicing
of amounts due under the agreement provided cmlledd reasonably assured. Such amounts are peesenthe Statements of
Operations as a separate component of revenues.

Income taxes

The Company provides for deferred income taxes@or@ance with Statement of Financial Accountingn8iard No. 109ccounting

for Income Taxes (“SFAS 109"). SFAS 109 requires an asset and lighapproach for financial accounting and reportiogincome

taxes based on the tax effects of differences lmtwige financial statement and tax bases of agedtfabilities, based on enacted rates
expected to be in effect when such basis differeneeerse in future periods. Deferred tax assetpaniodically reviewed for
realizability. The company has sufficient taxalsledme from prior carryback years to realize alt®turrent deductible temporary
differences that are reasonably expected to rewerthe upcoming year. The Company has establigheduation allowance for the
remaining net asset as future taxable income camotasonably assured at this time.

Earnings per share

The Company has adopted Statement of Financial éxtotg Standards No. 12Barnings Per Share, which establishes standards for
computing and presenting earnings per share. Basitings per share is computed by dividing netiegsrfor the period (adjusted for
any cumulative dividends for the period) by thegitéd average number of common shares outstandmggdhe period. The
Company'’s potentially dilutive Common Stock equerah, consist of options, convertible debt and ediite Preferred Stock and are
dilutive or antidilutive in different periods asahn in the schedule below:

Years Ended December 31,

2005 2004 2003
Net Income (loss $(1,238,32) $54,691,39 $ 7,448,49
Preferred Stock dividend requireme (1,502,88) (1,993,51) (2,560,72)
Earnings (loss) available to common sharehol (2,741,21)) 52,697,87 4,887,77
Effect of dilutive securities

Preferred Stock dividend requireme — 1,993,511 —

Convertible debt interest and loan f — (351,86() (454,379
Earnings (loss) available to common shareholdees afsumed conversio $(2,741,21)) $54,339,53 $ 4,433,39!
Average common shares outstanc 23,332,27 22,600,16 21,001,00
Dilutive stock equivalents from stock optia — 269,01¢ 292,52¢
Shares issuable upon conversion of Preferred ¢ — 2,572,111 —
Shares issuable upon conversion of convertible — 685,85! 750,00(
Average common and common equivalent shares odtatapr assuming

dilution 23,332,27 26,127,15 22,043,53

Basic earnings (loss) per shi $ (0.12) $ 2.3¢ $ 0.28
Diluted earnings (loss) per sh: $ (0.12) $ 2.0¢ $ 0.2C
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Research and development costs
Research and development costs are expensed asthcu

Stock-based compensation

The Company has three stock-based director, offindremployee compensation plans which are descnifoee fully in Note 11. Prior
to 2002, the Company accounted for those plansriuhdeaecognition and measurement provisions (isitivalue method) of APB
Opinion No. 25Accounting for Stock Issued to Employees, and related Interpretations. Effective January0022 the Company adopted
the fair value recognition provisions of SFAS N&31Accounting for Stock-Based Compensation, prospectively to all director, officer
and employee awards granted, modified, or setfted Becember 31, 2001. Awards under the Compaplgiss vest over periods up to
three years. Therefore, the cost related to stasleth compensation included in the determinatiarebfncome for 2003 is less than
what would have been recognized if the fair valghad had been applied to all awards since thénatigffective date of SFAS

No. 123. SFAS No. 123 indicates that the fair vathethod is the preferable method of accounting.fohewing table indicates the
effect on net income and earnings per share ifalnezalue method had been applied to all outstagdind unvested awards in each

period.
Year Ended December 31,
2005 2004 2003
Net income (loss), as report $(1,238,32) $54,691,39 $7,448,49
Add: Stock-based employee compensation expensgdietlin reported
net income, net of related tax effe 441,08 759,20: 458,32:
Deduct: Total stock-based employee compensatioarespdeterminec
by fair value based method for all awards, neetdted tax effect (441,089 (759,20 (566,779
Pro forma net income (los $(1,238,32) $54,691,39 $7,340,04.
Earnings (loss) per share (ba-as reporte: $ (0.12) $ 2.3¢ $ 0.2
Earnings (loss) per share (dilut-as reportet $ (0.12) $ 2.0¢ $ 0.2C
Earnings (loss) per share (ba-pro forma $ (0.12) $ 2.3t $ 0.28
Earnings (loss) per share (dilut-pro forma $ (0.19) $ 2.0¢ $ 0.2C
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Recent Pronouncements

In December 2004, the Financial Accounting Stansl&adiard (“FASB”) issued SFAS No. 123 (revised 200%&hare Based Payment

" (“SFAS No. 123(R)"). SFAS No. 123(R) supercedd?BAOpinion No. 25, ‘Accounting for Stock Issued to Employees, ” and amends
SFAS No. 95, ‘Satement of Cash Flows. ” Generally, the approach in SFAS No. 123(R) isiksinto the approach described in SFAS
No. 123. SFAS No. 123(R) must be adopted by the gamy by the first quarter of 2006. Currently, then@pbany uses the Blackehole:
model to estimate the value of stock options ghtdeemployees and is evaluating option valuati@aets, including the Blackcholes
model, to determine which model the Company willa¢ upon adoption of SFAS No. 123(R). The Compplans to adopt SFAS
No. 123(R) using the modified-prospective methodnislgement does not anticipate that adoption of SFRASL23(R) will have a
material impact on the Company'’s stock-based cosgiem expense.

In November 2004, the FASB issued SFAS No. 18dentory Costs, an amendment of ARB No. 43, Chaptelnentory Pricing , to
clarify that abnormal amounts of idle facility exyse, freight, handling costs, and wasted matesfaifage), should be expensed as
incurred and not included in overhead. In additibis Statement requires the allocation of fixeddorction overheads to the costs of
conversion be based on the normal capacity of theéyztion facilities. The provisions in SFAS No.llare effective for inventory costs
incurred during the Company’s fiscal year beginnlaguary 1, 2006. The Company is currently assg#iseimpact of SFAS No. 151
on its financial statements.

In September 2005, the Emerging Issues Task FUEtER”) ratified EITF Issue No. 05-7Accounting for Modifications to Conversion
Options Embedded in Debt Instruments and Related Issues. This consensus concludes that an entity shoulddieglupon the

modification of a convertible debt instrument, teange in fair value of the related embedded cawermption in the analysis to
determine whether a debt instrument has been exsihgd. The consensus should be applied to futodifivations of debt instruments
beginning in the interim reporting period beginnifanuary 1, 2006. The application of this consersunst expected to have a material
effect on the Company'’s results of operations, ¢msts or financial position.

EITF Issue No. 05-8ncome Tax Consequences of Issuing Convertible Debt with a Beneficial Conversion Feature was ratified in
September 2005. This consensus concludes thaggharice of convertible debt with a beneficial cosiom feature results in a
temporary basis difference for purposes of appl8R&S No. 109Accounting for Income Taxes. The consensus should be applied to
financial statements beginning in the interim réipgrperiod beginning January 1, 2006. The appboadf this consensus is not
expected to have a material effect on the Compaegslts of operations, cash flows or financialipos.

INVENTORIES
Inventories consist of the following:

December 31,

2005 2004

Raw material $ 865,28! $ 763,66«
Finished good 2,543,73 3,112,60:
3,409,02: 3,876,26!

Inventory reserwv (111,299 (97,319

$3,297,72 $3,778,94!
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4. PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment consist of the foilhgn
December 31,
2005 2004
Land $ 261,89 $ 261,89
Buildings and building improvemen 5,162,51. 1,896,18:
Production equipmet 13,928,34 13,491,62
Office furniture and equipme 1,258,69; 997,94:
Construction in progres 739,54: 2,617,99
Automobiles 105,31: 21,85¢
21,456,29 19,287,50
Accumulated depreciation and amortizat (9,530,31) (8,230,63)
$11,925,97 $11,056,86
Acquisition costs of production equipment finantgieugh capital leases were $45,000 and $45,00@e¢mber 31, 2005 and 2004,
respectively. Accumulated amortization on thesedeavas $15,865 and $12,404 at December 31, 2@0808d, respectively.
Depreciation expense and capital lease amortizatipense for the years ended December 31, 2008,£002003 was $1,325,174;
$1,258,587; and $1,265,762, respectively.
5.  INTANGIBLE ASSETS

Intangible assets consist of the following:

December 31,

2005 2004
License agreemel $ 500,00( $ 500,00
Trademarks and pater 226,84 226,84
726,84 726,84

Accumulated amortizatio (409,92) (368,189
$ 316,92¢ $ 358,65

In 1995, the Company entered into the license ageaewith the Chief Executive Officer of the Compdar the exclusive right to

manufacture, market and distribute products utifzautomated retraction technology. This technoisghe subject of various patents
and patent applications owned by an officer ofGleenpany. The initial licensing fee of $500,000 énly amortized over 17 years. The
license agreement also provides for quarterly pagsnef a 5% royalty fee to the officer on gros&sallhe royalty fee expense is
recognized in the period in which it is earned. &tyfees of $1,715,024; $1,846,195; and $1,477&&3ncluded in cost of sales for
the years ended December 31, 2005, 2004 and 28§®:atively. Accrued royalties under this agreeraggtegated $540,888 and
$504,016 at December 31, 2005 and 2004, respectivel

Amortization expense for the years ended Decembe2@®5, 2004 and 2003, was $41,733; $35,710; 48862, respectively. Future
amortization expense for the years 2006 througld 20 &stimated to be $ 42,000 per year.

F-14



Table of Contents

6.

LONG-TERM DEBT

Long-term debt consists of the followin

Note payable to Katie Petroleum. Interest accrtigsime plus 1%, 8.00% and 6.25%
December 31, 2005 and 2004, respectively. Intendgtwas payable monthly through
February 1, 2004. The original amount of the ndt$3;000,000 was discounted for
presentation purposes by $299,346 for stock opigsged in conjunction with the debt and
$412,500 for the intrinsic value of a beneficiaheersion feature of the debt. Beginning
March 1, 2004, the loan is payable in equal instaiits of principal and interest payments
(except for changes in the interest rate) of apprately $37,000 and matures on
September 30, 2012. Guaranteed by an officer. Apmately $413,738 of the principal
payment was converted into 103,435 shares of ConBtack as of March 1, 2006. Not
otherwise collateralized. Convertible into Commadac® at $4.00 per share at the option of
the holder

Note payable to 1st International Bank for $2,500,0rhe proceeds from the loan paid off
remaining $475,000 of a revolving credit agreenzemt funded a new warehouse and rela
infrastructure. Payments were interest only dutivgfirst twelve months. After twelve
months, payments are based on a twenty-year amtotizwith a five-year maturity on
March 29, 2010. The interest rate at December 305 2nd 2004, was 7.25% and 5.25%,
respectively and is based on the amount of fungds dwe deposit with the bank. Accordingl
interest will vary from the Wall Street JournalrRe rate (the “WSJPR”) to the WSJPR plL
1%, with floors that may range from 4.25% to 6.5@émpensating balances at 1st
International affecting the interest rate will rerfgom $0 to $500,000. The Company had
excess of $500,000 on deposit with 1st InternatiBaak throughout the year. The note is
secured by the Compa's land and buildings

Note payable to DaimlerChrysler Services North AimeetLC. Sixty (60) monthly payments
$1,009. Interest is 5.49%. Collateralized by a 2Bfsghtliner truck

Note payable to GMAC. Sixty (60) monthly paymertt$427. Interest is zero perce
Collateralized by a 2005 Chevrolet vi

Note payable to CitiCorp. Vendor Finance; Inteadst.2%; Collateralized by software; paya
in eight quarterly principal and interests paymait$15,955

Capital lease obligation payable in monthly instedhts of approximately $1,070 through Jur
2006. Interest at 14.87% collateralized by cerggjnipment. Guaranteed by an offic

Less: current portio

The aggregate maturities of long-term debt as afeD#er 31, 2005 are as follows:

2006
2007
2008
2009
2010
Thereaftel
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December 31,

2005 2004
$2,059,40  $2,233,81;
2,465,07 1,449,15.
44.21; —
24,31¢ —
46,88t 107,15¢
6,13¢ 17,12¢
4,646,04: 3,807,25;
(295,41) (271,84
$4,350,620  $3,535,41
$ 29541
265,51
356,05
390,44
2,640,41
698,20
$4,646,04.
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7.

COMMITMENTS AND CONTINGENCIES

The Company is involved in legal proceedings wltiakie arisen in the ordinary course of business.agament believes that any
liabilities arising from these claims and contingies would not have a material adverse effect erCbmpany’s annual results of

operations or financial condition.

INCOME TAXES

The provision for income taxes consists of theofwlhg:

Current tax provision (benefi
Federal
State

Total current provision (benefi

Deferred tax provision (benefi
Federal
State

Total deferred tax provision (benef

Total income tax provision (benef

The income tax benefit of net operating loss céorwards utilized in 2004 aggregated $12.1 milifoncurrent federal income taxes «

For the Years Ended December 31,

2005 2004 2003
$(500,51) $10,785,85  $173,54:
(15,98¢) 1,835,69. 91,93
(516,500  12,621,54 26547
(13,030 (399,12f) —
(75,83 (46,07¢) —
(88,869 (445,20:) —
$(605,36) $12,176,34  $265,47:

$7.5 million for current state income taxes. ADefcember 31, 2004, the Company had utilized alisafiet operating loss carry

forwards.

Deferred taxes are provided for those items redantaifferent periods for income tax and finanagborting purposes. The tax effects

of temporary differences that give rise to sigmifit portions of the deferred tax assets and liasliare presented below:

The Company has $500,514 in tax benefits attribetabcarry back losses for federal tax purposes®i®,548 for current state income

tax purposes. The Company has $37,538 in statg fmaward losses that will begin to expire in 2010.

Current deferred tax asse
Non-employee option expen:
Inventory
Accrued expenses and reser
Total current deferred tax ass
Non-current deferred tax liabilitie:
Non-employee option expen:
Employee option expen:
Property and equipme
State net operating loss carry forwa
Total nor-current deferred tax liabilitie
Valuation allowanct
Net deferred tax asse

December 31,

2005 2004
$ — $ 359,87
214,62 193,43
1,030,88: 962,69
1,245 50 1,516,01
669,34 313,55
56,98¢ 57,77¢
(1,376,03) (1,442,14)
37,53¢ —
612,167 (1,070,81()
(99,280) —
$ 534,06 $  44520;
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A reconciliation of income taxes based on the faldetiatutory rate and the provision (benefit) flsdme taxes is summarized as follc

December 31,

2005 2004 2003

Income tax (benefit) at the federal statutory (35.0% 35.(% 35.(%
State tax (benefit), net of federal (bene (2.9 2.9 0.8
Increase (decrease) in valuation allowa 5.4 (29.9) (41.¢)
Permanent difference 0.4 0.5 0.2
Other (0.7) (0.4 9.2

Effective tax (benefit) rat (32.8%  18.2% 3.4%

9. STOCKHOLDERS' EQUITY
Preferred Stock

The Company has one class of Preferred Stock odiisig: Class B Convertible Preferred Stock (“CIBsStock”). The Class B Stock
has five series: Series |, Series Il, Series Bki&s |V, and Series V.

Class B

The Company has authorized 5,000,000 shares oa$iatue Class B Stock which have been allocatezhgn$eries I, 11, Ill, IV and V
in the amounts of 171,000; 255,200; 135,245; 538,80d 1,381,221 shares, respectively. The renwmitin01,334 authorized shares
have not been assigned a series.

Series | Class B

There were 1,000,000 shares of $1 par value Se@itsss B Convertible Preferred Stock (“Seriesd<3IB Stock”) issued and 171,000
and 199,400 shares outstanding at December 31,8003004, respectively. Holders of Series | CBa&tock are entitled to receive a
cumulative annual dividend of $.50 per share, pygbarterly if declared by the Board of Directdrs2004, the Company paid
$2,550,000 in dividends. At December 31, 2005 &b@h2approximately $141,000 and $50,000, respegtie¢idividends which have
not been declared were in arrears.

Series | Class B Stock is redeemable after thraesyfeom the date of issuance at the option oftbepany at a price of $7.50 per sh
plus all accrued and unpaid dividends. Each shiaBees | Class B Stock may, at the option ofsteekholder, be converted to one
share of Common Stock after three years from the afcsissuance or in the event the Company filemiial registration statement
under the Securities Act of 1933. Pursuant to theses, a total of 28,400 shares of Series | GaSsock were converted into Common
Stock in 2005. In the event of voluntary or invaluny dissolution, liquidation or winding up of t@®mpany, holders of Series | Class B
Stock then outstanding are entitled to $6.25 parestplus all accrued and unpaid dividends pri@my distributions to holders of Series
Il Class B Convertible Preferred Stock (“Serie€lass B Stock”), Series Il Class B ConvertiblefBreed Stock (“Series Il Class B
Stock”), Series IV Class B Convertible PreferredcRt(“Series IV Class B Stock”), Series V Class @én@ertible Preferred Stock
(“Series V Class B Stock”) or Common Stock.

Series |l Class B

There were 1,000,000 shares of $1 par value Séi@ass B Stock issued and there were 255,2088¢d000 shares outstanding at
December 31, 2005 and 2004. Holders of Seriesd$<B Stock are entitled to receive a cumulativeiahdividend of $1.00 per share,
payable quarterly if declared by the Board of Dioeg. Holders of Series Il Class B Stock generadlye no voting rights until dividen:
are in arrears and unpaid for twelve consecutiatgus. In such case, the holders of Series lISBaStock have the right to elect one-
third of the Board of Directors of the Company2004, the Company paid $4.6 million in dividends December 31, 2005 and 2004,
approximately $443,000 and $167,000, respectiwéldjvidends which have not been declared wererieaas.
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Series Il Class B Stock is redeemable after thesgs/from the date of issuance at the option oCibmpany at a price of $15.00 per
share plus all accrued and unpaid dividends. Ebhatesof Series Il Class B Stock may, at the optibthe stockholder, be converted to
one share of Common Stock after three years frentéte of issuance or in the event the Company difeinitial registration statement
under the Securities Act of 1933. Pursuant to theses, 33,800 shares of Series Il Class B Stock wenverted into Common Stock in
2005. In the event of voluntary or involuntary disgion, liquidation or winding up of the Comparglders of Series Il Class B Stock
then outstanding are entitled to $12.50 per shrws, all accrued and unpaid dividends, after distion obligations to holders of Series
| Class B Stock have been satisfied and prior todistributions to holders of Series Ill Class B&&, Series IV Class B Stock, Series V
Class B Stock or Common Stock.

Series Ill Class B

There were 1,160,445 shares of $1 par value Sirietass B Stock issued and 135,245 and 137,74%eshoutstanding at December
2005 and 2004, respectively. Holders of Serie€ldss B Stock are entitled to receive a cumulaiveual dividend of $1.00 per share,
payable quarterly if declared by the Board of Dioes. At December 31, 2005 and 2004, approxim&k2]y 18,000 and $2,582,000,
respectively, of dividends which have not beenaed were in arrears.

Series Il Class B Stock is redeemable after tlyesars from the date of issuance at the option@fbmpany at a price of $15.00 per
share, plus all accrued and unpaid dividends. Ehahe of Series 11l Class B Stock may, at the optibthe stockholder, be converted to
one share of Common Stock after three years frentétte of issuance or in the event the Company difeinitial registration statement
under the Securities Act of 1933. Pursuant to tiexses, 2,500 shares of Series Il Class B Stodlewenverted into Common Stock in
2005. In the event of voluntary or involuntary disgion, liquidation or winding up of the Comparhglders of Series Ill Class B Stock
then outstanding are entitled to $12.50 per shws,all accrued and unpaid dividends, after distion obligations to Series | Class B
Stock and Series Il Class B Stock have been satisfind prior to any distributions to holders ofi€etV Class B Stock, Series V Class
B Stock or Common Stock.

Series IV Class B

There were 1,133,800 shares issued and 556,00951000 shares outstanding at December 31, 20023G0% respectively. Holders
of Series IV Class B Stock are entitled to receivaimulative annual dividend of $1.00 per shargaple quarterly, if declared by the
Board of Directors. Holders of Series IV Class Bcktgenerally have no voting rights. At DecemberZI05 and 2004, approximately
$5,368,000 and $4,813,000, respectively, of divitdawhich have not been declared were in arrears.

Series |V Class B Stock is redeemable after thesgs/from the date of issuance at the option o€bmpany at a price of $11.00 per
share plus all accrued and unpaid dividends. Ehatesof Series IV Class B Stock may, at the optibtihe stockholder any time
subsequent to three years from date of issuanamrbeerted into one share of Common Stock, orénetbent the Company files an
initial registration statement under the Securifies of 1933. Pursuant to these terms, no shar&eoés IV Class B Stock were
converted into Common Stock in 2005. In the evénbtuntary or involuntary liquidation, dissolutiar winding up of the Company,
holders of Series IV Class B Stock then outstandimgentitled to receive liquidating distributiosfs$11.00 per share, plus accrued and
unpaid dividends after distribution obligationsSeries | Class B Stock, Series Il Class B StocH,%eries Ill Class B Stock have been
satisfied and prior to any distribution to holdefsSeries V Class B Stock or Common Stock.

F-18



Table of Contents

10.

11.

Series V Class B

There were 2,416,221 shares issued and 1,381,2P1,389,971 outstanding at December 31, 2005 a@d,28spectively. Holders of
Series V Class B Stock are entitled to receiverautative annual dividend of $0.32 per share, payabhrterly, if declared by the
Board of Directors. Holders of Series V Class Bc&tgenerally have no voting rights. At DecemberZ10Q5 and 2004, approximately
$2,041,000 and $1,597,000, respectively, of dividewhich have not been declared were in arrears.

Series V Class B Stock is redeemable after twosygam the date of issuance at the option of then@amy at a price of $4.40 per share
plus all accrued and unpaid dividends. Each shagees V Class B Stock may, at the option ofsteekholder any time subsequent to
the date of issuance, be converted into CommorkSRuarsuant to the terms of the certificate of gieation, 8,750 shares of Series V
Class B Stock were converted into Common StoclOBB2 In the event of voluntary or involuntary ligation, dissolution, or winding

up of the Company, holders of Series V Class BlStioen outstanding are entitled to receive liquitatistributions of $4.40 per sha
plus accrued and unpaid dividends after distribbutibligations to Series | Class B Stock, SerigSldlss B Stock, Series Il Class B
Stock and Series IV Class B Stock have been sdisind prior to any distribution to the holdershaf Common Stock.

Common stock

The Company is authorized to issue 100,000,00@sta&rmo par value Common Stock, of which 23,514 &8d 23,201,998 shares are
issued and outstanding at December 31, 2005 and] 28§pectively.

RELATED PARTY TRANSACTIONS

The Company has a lease with Mill Street Enterpr{s®lill Street”), a sole proprietorship owned byl@% shareholder, for offices and
storage in Lewisville, Texas. During the years ehBecember 31, 2005, 2004 and 2003, the Companly$34i,800; $37,700; and
$34,800, respectively, under this lease. This Iéaise expires in June 2007. Beginning in Octob&528nd pursuant to the direction of
the owner of Mill Street Enterprises, payments Haaen made to LES Development. The future leasenionents are $34,800 and
$17,400 for 2006 and 2007, respectively.

The Company had a consulting agreement with Medd taternational Corporation, a company controbigch 10% shareholder. The
contract was terminated on February 28, 2005. MkerS8o was paid $16,667 per month and reimbursedusiness expenses incurred
on behalf of the Company, not to exceed $5,000vmerth without prior approval for the term of thentract. During the years ended
December 31, 2005, 2004, and 2003 the Companyj2ai@17; $304,282; and $253,952, respectively, uthde agreement.

The Company has a license agreement with the Exietutive Officer of the Company. See Note 5. THieer has a Covenant Not to
Sue Agreement with the Company. See Note 12.

During the years ended December 31, 2005, 200208, the Company paid $15,618; $13,578; and $85/23pectively, to family
members of its Chief Executive Officer for variaesulting services.

STOCK OPTIONS
Stock options

The Company has three stock option plans that geofdgr the granting of stock options to officensioyees and other individuals.
During 1999, the Company approved the 1999 Stodio®flan. The 1999 Plan is the only plan with ktoptions currently being
awarded. The Company has reserved 4,000,000 shfa@zsnmon Stock for issuance upon the exercis@tibs under this plan.
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The Company also has options for common sharesaodliag under the 1996 Incentive Stock Option Rlach the 1996 Stock Option
Plan for Directors and Other Individuals. A commdttappointed by the Board of Directors administéirplans and determines exercise
prices at which options are granted. Shares exset@isme from the Company’s authorized but unis€i@dmon Stock. The options
vest over periods up to three years from the daggamt and generally expire ten years after thhe dagrant. All unvested options
issued under the plans expire three months afterination of employment or service to the Company.

Employee options

A summary of director, officer and employee optignanted and outstanding under the Plans is preddmiow:

Outstanding at beginning of peri
Granted
Exercisec
Forfeited

Outstanding at end of peric
Exercisable at end of perit

Years Ended December 31,

Weighted average fair value of options grantedrdyri

period

2005 2004 2003

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise

Shares Price Shares Price Shares Price
2,634,888 $ 8.37 2,589,16/ $ 8.3¢ 1,748,78 $ 8.21
— — 131,77! 8.61 897,30( 8.6t
(139,760  (8.16) (86,050  (8.36)  (56,920)  (8.5%)
2,495,12' $ 8.3¢ 2,634,88 $ 8.37 2,589,16/ $ 8.3¢
1,712,100 $ 8.2t 1,295,031 $ 8.74 1,293,580 $ 8.7¢
$ — $ 2.0z $ 2.4z

The fair value of each option grant is estimatedhendate of grant using the Black-Scholes optidcing model with the following weighted
average assumptions used for grants in 2004 angt a@0dividend yield; expected volatility of 37%dah.30%, respectively; risk free interest
rates of 4.89% and 3.53%, respectively; and exgdites of 9.0 and 9.3 years, respectively. Noapiwere issued in 2005.

The following table summarizes information abouedior, officer and employee options outstandindeurthe aforementioned plans at

December 31, 2005:

Exercise

Prices

$ 1.0C
$ 5.0C
$10.0C
$ 6.9C
$ 8.6
$ 7.5C
$ 8.87

Weighted

Average
Remaining
Contractual

Shares
Outstanding Life

60,28( .32
150,30( 1.3z
874,45( 3.8¢
477,07( 6.7t
815,80( 6.72
25,00( 3.3¢€
92,22t 8.3¢
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Non-employee options
A summary of options outstanding during the yeadeel December 31 and held by non-employees idlas/fo

Years Ended December 31,

2005 2004 2003

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise

Shares Price Shares Price Shares Price

Outstanding at beginning of Peri 843,63¢ $ 6.1t 843,63¢ $ 6.1t 847,13¢ $ 6.17

Granted — — — — — —

Exercisec (236,43¢) (2.00 — — — —

Forfeited (3) (1.00) — — (3,500) (10.00)

Outstanding at end of peric 607,20( $ 8.1€ 843,63¢ $ 6.1t 843,63¢ $ 6.1F

Exercisable at end of peri 607,20( $ 8.1€ 843,63¢ $ 6.1t 843,63¢ $ 6.1

Weighted average fair value of options grantedriy. $ — $ — $ —
period

The fair value of each option grant is estimatedhendate of grant using the Black-Scholes optidcing model. No options were
issued in 2005, 2004, or 2003.

The following table summarizes information aboun+@mnployee options outstanding under the aforemeati plan at December 31,

2005:

Weighted

Average

Remaining
Exercise Contractual

Shares Shares

Prices Outstanding Life Exercisable
$ 1.0C 27,50( 31 27,50(
$ 5.0C 30,00( 1.3t 30,00(
$10.0¢ 317,20( 4.11 317,20(
$ 6.9C 232,50( 6.7t 232,50(

12. LITIGATION SETTLEMENTS

In the second quarter of 2003 the Company reactlérment agreements with Premier Inc.; Premiecirasing Partners, L.P.; VHA,
Inc.; Novation, L.L.C.; Tyco International (US) In@nd Tyco Healthcare Group L.P. in its federditarst lawsuit, Retractable
Technologies, Inc. v. Becton Dickinson & Co. etAs. part of the settlements, the litigation agafrstmier, VHA, Novation, and Tyco
has been dismissed.

Although specific terms are confidential, the agreats include cash payments and other financiaideration as well as provisions
that are intended to facilitate the sale of ouriglRoint® products to Premier and Novation member facilitiesexchange for the
settlement provisions, the Company has agreedstoup its claims against these companies.
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13.

14.

The initial cash payment of $29,125,000 was pai?ldd3. The Company received net cash payments38%2,511 of the cash paym
in 2003. These proceeds were net of attorneys, ftamst costs, legal expenses, and amounts paiti.t8haw.

Pursuant to a Covenant Not to Sue agreement eritecedn September 19, 2001, between the Compathyfhomas J. Shaw,
individually, Mr. Shaw received $728,609 of thetiadicash payment in 2003.

Total attorneys’ fees, court costs, and legal egpsnvere $14,516,880 paid in May 2003. An additipagment of $4,250,000 was
made by the defendants to the attorneys in DeceUfis.

As part of the settlement agreements, a discoimbrgsement program of $8,000,000, which is néegél fees, was established
whereby the Company is being provided quarterljnbeirsements for certain discounts given to pawdiing facilities. The Company
offers certain discounts to participating facilitiend is being reimbursed for such discounts. Thagments are recognized upon
delivery of products provided collection is readulgaassured. Cumulative reimbursements of $3,464vi€re recorded through
December 31, 2005.

In April 2004, $14,125,000 was paid into the rewgisif the court in the second quarter of 2003 uniderterms of settlement agreements
reached with Premier Inc; Premier Purchasing PestheP.; VHA, Inc.; Novation, L.L.C.; Tyco Intertianal (US) Inc; and Tyco
Healthcare Group L.P. in its federal antitrust laiysRetractable Technologies, Inc. v. Becton Diskin & Co. (“BD”) et al. The
Company received $8,051,250 in connection with paigment. The amount received by the Company isfrettorneys’ fees, court
costs, legal expenses, and the amount paid to hwS

Pursuant to a Covenant Not to Sue agreement, Mnv3baceived $423,750 as a result of this paymetitadCompany under the
settlement agreements.

The Company’s litigation attorneys received $5,680,0f the April 2004 payment.

Effective July 2, 2004, the Company entered inBettlement Agreement and Release with BD (the l&Se#&nt Agreement”). Pursuant
to the Settlement Agreement, BD delivered One Hedd\illion Dollars ($100,000,000.00) into the ragysof the Court. This amount
was received on July 7, 2004. The Company recebé&ds million of the proceeds which is net of atey fees and expenses and
approximately $3.4 million paid to Thomas J. ShBvesident and CEO, under a Covenant Not to Sue.

The Company realized an additional $433,808 in Ddxr 2004 as the remaining proceeds from the BBeS&nt Agreement were
distributed. The amount realized is net of $22,82#%ized by Mr. Shaw pursuant to a Covenant N&ue.

Effective as of April 27, 2004, the Company and fias J. Shaw entered into a Settlement AgreemeriRaleédse (the “NMT
Settlement Agreement”) with New Medical Technololpg.; New Medical Technology, LTD. and NMT Group® (collectively
“NMT"). Pursuant to the NMT Settlement Agreement Wind all parties acting in concert with them arpimed from importing the
NMT Safety Syringe into the United States and froaking, using, selling, or offering to sell the NNBRfety Syringe within the Unite
States until the lapse or expiration of the subpaténts. In addition NMT paid One Million Dolla($1,000,000.00) to the Company.

401(k) PLAN

The Company implemented an employee savings aindmamnt plan (the “401(k) Plan”) in 2005 that iseinded to be a tax-qualified
plan covering substantially all employees. Undertérms of the 401(k) Plan, employees may elecotdribute up to 90% of their
compensation, or the statutory prescribed limigss. The Company may, at its discretion, matcpleyee contributions. As of the date
of this Annual Report, the Company has made no mrajacontributions.

BUSINESS SEGMENTS

The Company does not operate in separate repogafjilaents. The Company has no Idinge assets in foreign countries. Shipment
international customers generally require a preatreither by wire transfer or an irrevocable conéd letter of credit. The Company
does extend credit to international customers omesoccasions depending upon certain criteria, diely but not limited to, the credit
worthiness of the customer, the stability of tharoy, banking restrictions, and the size of theeor All transactions are in United
States currency.

2005 2004 2003
Domestic sale $22,310,15  $20,193,99  $18,956,10
International sale 1,924,86! 1,327,70: 122,23(
Total sales $24,235,01 $21,521,70 $19,078,33
Long-lived asset:
Domestic $11,925,97 $11,056,86 $ 9,678,82
Foreign $ — $ — $ —
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15. SELECTED QUARTERLY FINANCIAL DATA - UNAUDITED

The selected quarterly financial data for the pesaded December 31, 2005 and 2004, have beereddrom our unaudited financial
statements and include all adjustments, consistithg of normal recurring adjustments, necessaryaftair presentation of the results of the
interim periods.

(In thousands, except for per share and outstarsioak amounts)

Quarter 1 Quarter 2 20 Quarter 3 Quarter 4
Sales, ne $ 4,064 $ 4,517 $ 6,13¢ $ 6,437
Reimbursed discoun 18C 49¢ 90C 1,50(
Total sales 4,24¢ 5,01¢ 7,03¢ 7,931
Cost of sale: 2,732 4,00z 4,10¢ 4,58¢
Gross profit 1,512 1,01z 2,93: 3,34¢
Total operating expens 2,51t 2,82¢ 3,10¢ 3,23¢
Income (loss) from operatiol (2,009%) (1,819 () 111
Interest incom 252 334 37C 417
Interest expense, n (62) (61) (116 (101)
Net income (loss) before income ta: (813) (1,547 83 427
Provision (benefit) for income tax (290 (480 55 111
Net income (loss (529) (1,060 28 31¢€
Preferred Stock dividend requireme (381 (379 (379 (370
Earnings (loss) applicable to common sharehol $ (909 $  (1,43) $ (347) $ (54
Earnings (loss) per sh«basic $ (0.09 $ (0.06) $ (0.01) $ 0.00)
Earnings (loss) per she«diluted $ (0.09 $ 0.0¢€) $ (0.01) $ 0.00)
Weighted average shares outstant 23,203,66 23,251,99 23,371,56 23,501,88
Profit margin 35.€% 20.2% 41. 7% 42.2%
Quarter 1 Quarter 2 Quarter 3 Quarter 4
Sales, ne $ 4,32¢ $ 4,271 $ 6,991 5,54¢
Reimbursed discoun 10 21 18¢€ 16¢
Total sales 4,33¢ 4,29: 7,17 5,71¢
Cost of sale: 3,20¢ 2,69¢ 5,55¢ 4,94¢
Gross profit 1,13( 1,59¢ 1,61¢ 76€
Total operating expens 3,17¢ 4,16¢ 2,78( 2,98¢
Income (loss) from operatiol (2,04%) (2,579 (1,167 (2,220)
Interest incom 9 23 20C 242
Interest expense, n (72) (66) (65) (42
Litigation settlements, ne — 9,051 65,15( 434
Net income (loss) before income ta: (2,107%) 6,43t 64,12« (1,585
Provision (benefit) for income tax — 63 13,27¢ (1,162)
Net income (loss (2,10%) 6,372 50,84¢ (423)
Preferred Stock dividend requireme (570 (569 (480 (381
Earnings (loss) applicable to common sharehol $ (2,679 $ 5,80¢ $ 50,36¢ $ (809
Earnings (loss) per shi-basic $ (0.19) $ 0.2¢€ $ 2.21 $ (0.09)
Earnings (loss) per shediluted $ (0.12) $ 0.22 $ 1.91 $ (0.03)
Weighted average shares outstant 22,168,75 22,226,45 22,803,45 23,201,99
Profit margin 26.(% 37.2% 22.t% 13.4%
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Item 9. Changes in and Disagreements with Account&on Accounting and Financial Disclosure.
The Company has had no change in accountants laghtwo fiscal years.

Item 9A. Controls and Procedures.

Pursuant to paragraph (b) of Rule 13a-15 or Rutt % of the Securities Exchange Act of 1934 (thectiange Act”) and on March 22,
2006, our President, Chairman, and Chief Exec@iffecer, Thomas J. Shaw (the “CEO3nd our Vice President and Chief Financial Offi
Douglas W. Cowan (the “CFQ"), acting in their caiti@as as our principal executive and financial offis, evaluated the effectiveness of our
disclosure controls and procedures, as definedila R3a-15(e) or Rule 15d-15(e), and determinet] #saof December 31, 2005, and based
on the evaluation of these controls and procedaseequired by paragraph (b) of Rule 13a-15, oeR60-15 there were no significant
deficiencies in these procedures. The CEO and G#€&miined that our disclosure controls and procsiare effective.

Also, the CEO and CFO did not identify any deficies or material weaknesses in our internal cositradr did they identify fraud that
involved our management or any other employee vatbahsignificant role in our internal controls. Yitéd not find any deficiencies or
weaknesses which would require changes to be nrad@@ctive actions to be taken related to owsrimal controls. There have been no
changes during the fourth quarter of 2005 or subseito December 31, 2005, in our internal contooksr financial reporting or in any other
factor that has materially affected or is reasoptikkly to materially affect our internal contrabser financial reporting.

Item 9B. Other Information.
None

PART 1lI

Item 10. Directors and Executive Officers of the Rgistrant.

The following table sets forth information conceiour Directors, executive officers, and certdiour significant employees as of the
date of this filing. Our Board of Directors consisif a total of nine (9) members, four (4) memidrehich are Class 1 Directors and five
(5) of which are Class 2 Directors which servetfen-year terms.

Term as
Name Age Position Director Expires
EXECUTIVES
Thomas J. Sha 55 Chairman, President, Chief Executive Officer, ahals€ 2 Directo 2006
Douglas W. Cowal 62 Vice President, Chief Financial Officer, Treasueard Class 2 Directc 2006
Kathryn M. Duesma 43 Executive Director, Global Heal N/A
Russell B. Kuhlmai 52 Vice President, Sales, and Class 1 Dire 2007
Michele M. Larios 39 Vice President, General Counsel, and Secre N/A
Lawrence G. Salern 46 Director of Operation N/A
Steven R. Wisne 48 Executive Vice President, Engineering & Productioil Class 2 Directc 2006
INDEPENDENT DIRECTORS
Patti S. King 48 Class 1 Directo 2007
Marco Laterze 58 Class 1 Directo 2007
Marwan Sake 50 Class 2 Directo 2006
Jimmie Shi. 72 Class 1 Directo 2007
Clarence Zierhu 77 Class 2 Directo 2006
SIGNIFICANT EMPLOYEES
Shayne Blythe 36 Director of Sales and Marketing Logisti N/A
John W. Fort IlI 37 Director of Accounting N/A
James A. Hoove 58 Director of Quality Assuranc N/A
R. John Mada 46 Production Manage N/A
Judy Ni Zhu a7 Research and Development Mana N/A
Phillip L. Zweig 59 Communications Directc N/A
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EXECUTIVES

Thomas J. Shaw, the Founder of the Company, hasdas Chairman of the Board, President, Chief ke Officer, and Director
since the Company’s inception. In addition to hiies overseeing the management of the Compargomtéues to lead our design team in
product development of other medical safety devibasutilize his unique patented friction ringhieology. Mr. Shaw has over 25 years of
experience in industrial product design and hasld@ed several solutions to complicated mechaeiegineering challenges. He has been
granted multiple patents and has additional pateetsling. Mr. Shaw received a Bachelor of Sciendgivil Engineering from the Universii
of Arizona and a Master of Science in Accountirapirthe University of North Texas.

Douglas W. Cowan is a Vice President and our Grilefincial Officer, Treasurer, and a Director. Mowzn joined the Company as
Chief Financial Officer and was elected to the BlogirDirectors in 1999. He is responsible for tmamcial, accounting, risk management
forecasting functions of the Company. Mr. Cowan a&achelor of Business Administration from Texasfhological College. He is a CPA
licensed in Texas.

Kathryn M. Duesman, RN, joined us in 1996 and auttyeserves as the Executive Director, Global Heahhe provides clinical
expertise on existing VanishPoihproducts as well as those in development. She dws instrumental in developing training and marigti
materials and has spoken and been published otenssdfdty issues. Ms. Duesman works with intermati@gencies to promote the use of
safe technologies in developing countries. Ms. asis a 1985 graduate of Texas Woman'’s Univevgitly a Bachelor of Science in
Nursing. Ms. Duesm¢'s clinical background as a registered nurse inesudiagnostic, acute, and home healthcare nursing.

Russell B. Kuhlman joined us in February 1997 anolur Vice President, Sales and a Director. Mr.|Kaim joined the Board of
Directors in 2001. Mr. Kuhlman is responsible faxmagement of the sales force and liaison with G&t@sproduct training for our sales
organization, as well as distribution. Mr. Kuhimsuefforts with us have resulted in bringing onbo@pe:cialty Distributors, influencing
legislation, and educating influential healthcapresentatives about the benefits of the VanishiPq@roduct line. Mr. Kuhlman is respected
throughout the industry and is a main contributothie safety effort in this country. He has a shkskground in the medical service industry
that includes his most recent work for ICU Medifatmerly Bio-Plexus), a medical device manufactgrcompany, from 1994 to 1997,
where he developed strategic marketing plans farsafety products. Prior to his work there, Mr. ikulan worked as Director of Sales and
Marketing for Ryan Winfield Medical, Inc., a medickevice manufacturing company, from 1989 to 1994ere he launched several new
products, developed strategic sales territoried veas the trainer for Sales and Regional Manag#rsKuhlman also worked for BD
Vacutainel® Systems, a medical products company, in severdtoiées from 1980 to 1989, where he was recognaethe National Sales
Representative for the year 1987. Mr. Kuhiman haldachelor of Science in Finance from the Unitgrsf Tennessee.

Michele M. Larios joined us in February 1998 andrently serves as a Vice President, General CoamkBecretary of the Company.
Ms. Larios is responsible for the legal and legigéa quality assurance, human resource and regyl&inctions of the Company. In addition
to working on legal matters and with outside colirds. Larios works with legislators on pertinessues and relevant legislation. Ms. Larios
received a Bachelor of Arts in Political ScienaanirSaint Mary’s College in Moraga, California, anduris Doctorate from Pepperdine
University School of Law in Malibu, California.

Lawrence G. Salerno has been employed with us 4988 and has served as Director of Operationsd@ince 1998. He is responsi
for the manufacture of all VanishPoihproducts, as well as all product development andgss development projects. In addition, he
supervised all aspects of the construction of adtilifies in Little EIm, Texas. Mr. Salerno is theother of Lillian E. Salerno, a shareholder
holding more than 10 percent of the Common Stock.

Steven R. Wisner joined us in October 1999 as Hrexlice President, Engineering and Production Rirdctor. Mr. Wisner’s
responsibilities include the management of engingeproduction, Chinese operations, and intermafisales. Mr. Wisner has over 29 years
of experience in product design, development, aadufacturing. Mr. Wisner holds a Bachelor of SceeimcComputer Engineering from
lowa State University.
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INDEPENDENT DIRECTORS

Patti S. King joined us as a Class 1 Director gffecMarch 15, 2005. She has also been retain@dcassultant for the Company. She
has over 25 years of healthcare experience, inojupatient care in respiratory therapy and cardiopoary technology, clinical data
research, clinical software development, salesssalanagement, and national account (group purgfasiisiness development. From 1998
to 2001, Ms. King served as the owner of The KLPnBany where she was responsible for clinical outcogsearch and clinical contracting
strategies. From 1998 to 2002, Ms. King was theavafi King Roswell where she addressed hospitalgpurchasing and business
development strategies. Since 2000 Ms. King hasedexs the owner of GPO Experts where she proddedces in healthcare litigation.
Finally, in 2003, Ms. King founded The Foundatian Healthcare Integrity to advocate the restoratiboonsumer choice, innovation, and
competition in the domestic hospital market throtlghdevelopment of business practices solutioinge003, Ms. King has served on the
GPO Taskforce of the Medical Device Manufacturessdciation. Since April 2004 she has served o\theésory Board for The Center for
Collaborative Health Care and Patient Advocacy.

Marco Laterza joined us as a Class 1 Director &ffe@s of March 22, 2005. Since 1988, Mr. Latdraa owned and operated a public
accounting practice. His practice includes corpgrpartnership and individual taxation, compilatieiew of financial statements, financial
planning, business consulting, and trusts andesst&rom 2004 to the present Mr. Laterza has als@d as the Chief Financial Officer for
EZ Blue Software Corporation, a development stag®svare company. Formerly, Mr. Laterza was emploiyed number of positions from
1977 to 1985 with El Paso Natural Gas Company exadigtserving as its Director of Accounting. Mr.teeza received his Bachelors of
Business Administration in Accounting from Pace \#msity in 1972. He is a Certified Public Accourttand has received a Certificate of
Educational Achievement in Personal Financial Rlagnfrom the American Institute of CPAs.

Marwan Saker first joined our Board of Directorslime 2000. Since 1983, Mr. Saker has served &t Exécutive Officer of Sovana,
Inc., an export management company that suppliesd¢tseas markets. Since 2000, he has served ect@inf Consolidated Food Concepts
Inc. Since 1986, he has served as President ahhttenal Exports & Consulting Inc., an export mg@ment, consulting, and distribution
company. Since 2000, he has served as Vice Présitielanneke Corp., an overseas sourcing compaoyn 998 to 2001, he served as a
Member of My Investments, LLC, an equity investmemmpany. Since 1999, he has served as PresidSatkef Investments Inc., a comp
that manages an investment portfolio. Since 1988)ds served as a General Partner of Maya Invesnidd., an investment management
limited partnership. He also serves as a Memb®&MDA, LLC, a real estate development company. Mak& has acted as a representative
for United States companies seeking distributimensing, and franchising in the Middle East, Ee;ognd North Africa. Mr. Saker was
instrumental in developing successful partnersimpaore than 15 countries. He offices in Dallasxds

Jimmie Shiu, M.D. joined us again as a class 1dbareeffective as of March 15, 2005. He previowsgyved as a Director for the
Company from 1996 to 2002 (both generally electatiglected by the Class A Convertible Preferreai8tolders). Prior to retirement in
1998, Dr. Shiu was in private practice as a Boagdified Otolaryngologist at Presbyterian HospitaDallas for 31 years. Dr. Shiu comple
his undergraduate work at Abilene Christian Uniitgrand received his medical degree from the Ursiitgrof Texas Southwestern Medical
Center at Dallas, Texas.

Clarence Zierhut has served on our Board of Dirscsmce April 1996. Since 1955, Mr. Zierhut hasmped an industrial design firm,
Zierhut Design, now Origin Design, that develops/mpeoducts from concept through final prototypesriBg his professional career,
Mr. Zierhut has created over 3,000 product designmore than 350 companies worldwide, in virtuaiery field of manufacturing, and has
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won many international awards for design excelleftie clients have included Johnson & Johnson, Atibatboratories, Gould, and
McDonnell Douglas. He received a Bachelor of Artsrf Art Center College of Design in Los Angeleslifomia.

SIGNIFICANT EMPLOYEES

Shayne Blythe has been with the Company for oveyéars and is our Director of Sales and Marketiogistics. She is responsible for
developing and implementing strategic directiofgectives, comprehensive sales and marketing ptantsprograms. In addition, she directs
and oversees all aspects of the distribution psaad customer service policies in order to moraitai maintain customer satisfaction. Prior
to joining us, Ms. Blythe served as Office ManafgerCheckmate Engineering where she assisted héttotiginal 3cc syringe and other
SBIR grant projects. Ms. Blythe has a BachelorBudiness Administration in management from Americgarnational University.

John W. Fort Il is our Director of Accounting. Mfort joined us in March of 2000 as a Financial lixsband has served as our Direc
of Accounting since October of 2002. His primarggensibilities include managing the day-to-day apiens of the Accounting and Finance
Department, coordination of the annual audits, iatetim reviews by our independent accountantsyelkas the cost accounting and
forecasting functions of the Company. Prior to jioinus, he served as the Manager of Financial Rigrfor the product-marketing
department of Excel Communications. Mr. Fort alswed as the Manager of Budgeting and ProjectionSielling and Snelling, Inc., an
international personnel services firm. Mr. Fortdsh Bachelor of Business Administration in Accanmfrom Tarleton State University.

James A. Hoover joined us in February 1996 andiidarector of Quality Assurance. Prior to his bexog Director of Quality
Assurance he was Production Manager. He is redperfsir quality assurance functions of the Compahy.Hoover has also developed and
implemented FDA required procedures and has beetvied in the FDA inspection process. Mr. Hoovengal us after working for
Sherwood for 26 years. During his tenure with Sherdy a medical device manufacturing company, heegbhands-on experience in all
aspects of the medical device manufacturing proddssHoover began his career with Sherwood as @rnads handler and worked his way
up through a series of positions with added regpdities to his final position there as Productiblanager of Off-Line Molding, Operating
Room/Critical Care. In this capacity, he managees® departments, ran several product lines, &ed land supervised over 200 employees.
While at Sherwood, he also gained experience withaf the country’s first safety syringes, the Migat® .

R. John Maday joined us in July 1999 and is oudBction Manager. He is responsible for supervisibthe production of our produc
Prior to becoming Production Manager on JanuaB®0@5, he served as our Production General SuperdisoMaday has 23 years of
manufacturing experience in both class two andetimedical devices. He spent three years with Me@bop. supervising two production
departments and 13 years with Sherwood Medicahichvhe gained hands-on experience in all aspéctedical device manufacturing
including managing the Kit and Packaging departmétit over 225 employees. Mr. Maday’s formal tramiincludes FDA, 1SO Six Sigma,
and Total Quality Management Systems.

Judy Ni Zhu joined us in 1995 and is our Reseanthevelopment Manager. Her primary focus is on pexduct development and
improvement of current products. Prior to joinirg Ms. Zhu worked with Checkmate Engineering, agirerering firm, as a design engineer
on the original 3cc syringe and other SBIR granjguts. Ms. Zhu received her Bachelor of ScienomfNorthwest Polytechnic University in
Xian, China, and her Master of Engineering fromugnsity of Texas at Arlington. Ms. Zhu has assistedesign modifications for the 3cc
syringe, which have maximized both product reliptnd production efficiency. She also designed daveloped a manual needle assembly
machine and an automatic lubricating and cappistesy for the 3cc syringe and developed and asdistbe design of automated blood
collection tube holder assembly equipment. Ms. Bhsi collaborated with Ms. Duesman and Mr. Shawérfiting of several patent
applications.

Phillip L. Zweig joined us in December 1999 as Camninations Director. Mr. Zweig is a prize winninigdncial journalist who has
worked as a staff reporter at The American BanKdre Wall Street
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Journal, Bloomberg Business Newasnd other media organizations. From 1993 to 198&ehnved as Corporate Finance Editor at Business
Week where he wrote a major article on the CompBefore joining us, he worked as a freelance firgmneriter and editorial consultant. H
clients included Andersen Consulting and Bostonddtimg Group. Mr. Zweig received a Bachelor ofdit Behavioral Psychology from
Hamilton College and a Master of Business Admiaistn from the Baruch College Graduate School ofiBess.

FAMILY RELATIONSHIPS
There are no family relationships among the ab@rsgns except as set forth above.

INVOLVEMENT IN CERTAIN LEGAL PROCEEDINGS

None of the above persons or any business in vdich person was an executive officer have beeriiagion a bankruptcy petition,
been subject to a criminal proceeding (excludiaffitr violations and other minor offenses), beehjsct to any order enjoining or suspending
their involvement in any type of business, or bfsemd by a court or administrative body to havdated a securities law.

DIRECTORSHIPS IN OTHER COMPANIES
No Directors hold Directorships in reporting comiganother than as set forth above.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMRINCE

Section 16 of the Exchange Act requires our Dinegtexecutive officers, and persons who own maae 0D percent of a registered
class of our equity securities to file with the Quission initial reports of beneficial ownership (Fo3) and reports of changes in beneficial
ownership (Forms 4 and 5) of our Common Stock andbther equity securities. Officers, Directorsg ameater than 10 percent shareholders
are required by the Commission’s regulations tai&ir us with copies of all Section 16(a) reportytfile. To our knowledge, all Directors,
Officers, and holders of more than 10 percent ofemuity securities registered pursuant to Sectof the Securities Exchange Act filed the
reports required by Section 16(a) of the Exchange A

CODE OF ETHICS

Effective as of March 9, 2004, we adopted a codetluts that applies to all employees, including, fot limited to, the Company’s
principal executive and financial officers, a cagywhich is incorporated herein as Exhibit No. ©4ir Code of Business Conduct and Ethics
is designed to deter wrongdoing and to promote:

1. Honest and ethical conduct, including the ettheadling of actual or apparent conflicts of istis between personal and
professional relationship

2. Full, fair, accurate, timely, and understandali$elosure in reports and documents that we fith,ver submit to, the Commission
and in other public communicatior

3. Compliance with applicable governmental laws, rusesl regulations

4. The prompt, internal reporting of violations of tb@de to an appropriate person or persons idesiifi¢he code; an

5. Accountability for adherence to the co

We have posted a copy of the code on our websitevat.vanishpoint.com. Any amendment to this codevaiver of its application to
the principal executive officer, principal finankdadficer, principal accounting officer, or conthet or similar person shall be disclosed to
investors by means of a Form 8-K filing with then@mission. We will provide to any person without i& upon request, a copy of such

code of ethics. Such requests should be submiitadliiing to Mr. Douglas W. Cowan at 511 Lobo LaReQ. Box 9, Little EIm, Texas
75068-0009.
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AUDIT COMMITTEE

We have a separately-designated standing Audit Qteerestablished in accordance with Section 38§ of the Exchange Act
consisting of Messrs. Clarence Zierhut, Marco Ladeand Marwan Saker. Each of the members of titit @ommittee is independent as
determined by The AMEX rules and Item 7(d)(3)(i¥)Sxhedule 14A under the Exchange Act.

Audit Committee Financial Expert

The Board of Directors has determined that we lzVeast one financial expert serving on the AGaimmittee. Mr. Marco Laterza
serves as the Company'’s designated Audit Comnfiiteencial Expert.
COMPENSATION AND BENEFITS COMMITTEE

We have a separately designated standing Compensatd Benefits Committee consisting of Messrstediee Zierhut and Marco
Laterza and Ms. Patti King.
NOMINATING COMMITTEE

We have a separately designated standing Nomin@imgmittee consisting of Mr. Marwan Saker, JimmiguSM.D., and Ms. Patti
King.
DISCLOSURE REPRESENTATIVE

Ms. Patti S. King has been designated as our BisodboRepresentative. Communications intended &Btard of Directors should be
addressed to the “Disclosure Representative” arid#oPatti King and sent to 511 Lobo Lane, P.O. Bokittle EIm, Texas 75068-0009.
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Item 11. Executive Compensation.

The following summary compensation table sets ftréhtotal annual compensation paid or accruedstip wr for the account of the
Chief Executive Officer and the four highest paildliional executive officers whose total cash congagion exceeded $100,000 for any of
the past three fiscal years:

SUMMARY COMPENSATION TABLE

Annual
Compensation Long-Term Compensation
Awards Payout(s)
Other Restricted Securities
Annual Stock Underlying LTIP All Other
Bonus Compensatior Award(s) Options/ Payouts Compensatior
Name and Principal Position Year Salary($) $) $) ($) SARs (#) ($)* $)
Thomas J. Shav 200  250,01¢
President and CE 200¢  259,63:
200t 307,70:
Steven R. Wisnel 200: 191,54 40,20( 12,50(
Executive Vice Presider 200¢ 249,23: 3,90(
Engineering and Productic 200t 247,69:
Douglas W. Cowar 200¢ 187,50:  37,40( 125,00(
Vice President 200¢  249,23: 4,00(
Chief Financial Officer, and Treasul 200t  248,31¢
Michele M. Larios, 200: 183,46: 62,10( 124,60(
Vice President 200¢ 249,23: 4,10¢
General Counsel, and Secret 200¢ 258,67t
Russell B. Kuhlmar 200:  105,02(  24,70( 79,40(
Vice President, Sale 200¢  120,69: 5,00( 1,90(C

200t 122,06
The following sets forth information regarding y«sand value of the unexercised options held by bHwea executives.

Aggregate Option/SAR Exercises in Last Fiscal Yeaand FY-End Option/SAR Values

Shares Number of Securities

Acquired Underlying Value of Unexercised in-
on Value Unexercised Options/SAR the-Money Options/SARs

Exercise Realizec at FY-End (#) at FY-End ($)
Name (#) ($) Exercisable/Unexercisabl Exercisable/Unexercisabl
Thomas J. Sha 0 0] 0 0
Steven R. Wisne 0 0 187,500/16,40 $ 8,975/(
Douglas W. Cowal 0 0 75,000/129,00 0
Michele M. Larios 0 0] 75,400/128,70 0
Russell B. Kuhimai 0 0] 70,600/81,30 0
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Compensation Committee Interlocks and Insider Eipgtion

The Compensation and Benefits Committee is composbtessrs. Clarence Zierhut and Marco LaterzaMadPatti King. Each
member of this committee is an independent Boanthibee and none have ever been employees. Only Mg, las received compensation,
other than for service as a Director. She rece$00 as a retainer for services as a consukgatrding market access.

There are no interlocking Directors or executiviicefs between our Company and any other public @omw. Accordingly, none of ol
executive officers and Directors served as a Darefcr another entity one of whose executives ae€brs served on our Board of Directors.

401(k) PLAN

We implemented an employee savings and retiremant(phe “401(k) Plan”) in 2005 that is intendedbt®a taxgualified plan coverin
substantially all employees. Under the terms ofdtb&(k) Plan, employees may elect to contributéoup0% of their compensation, or the
statutory prescribed limit, if less. We may, at digcretion, match employee contributions. As @f date of this Annual Report, we have
made no matching contributions.

COMPENSATION OF DIRECTORS

In 2005 we paid each non-employee Director a feg56D per meeting and reimbursed travel expensekelpast, the Company has
granted to each Director (except Mr. Shaw) stodkoop for Common Stock. We do not pay any additi@maounts for committee
participation or special assignment.

EMPLOYMENT AGREEMENT
There are no other employment agreements in ptaadving other Officers or Directors, except asfeeth below:
Thomas J. Shaw

We have a written employment agreement with Thodn&haw, our President and Chief Executive Offifieran initial period of three
years which ended September 2002 that automatigatlycontinuously renews for consecutive-year periods. The agreement is terminable
either by us or Mr. Shaw upon 30 days’ written o®tiThe agreement provides for an annual salaay lefast $150,000 with an annual salary
increase equal to no less than the percentageaseia the Consumer Price Index during the previalendar year. The agreement requires
that Mr. Shaw’s salary shall be reviewed by therax Directors each January, which shall make sncteases as it considers appropriate.
Mr. Shaw is also entitled to participate in all enttve bonuses as the Board of Directors, in its discretion, shall determine. The agreement
is being modified to avoid adverse tax consequetcdtr. Shaw created by the passage of the Amedohs Creation Act of 2004.

Under the employment agreement, we will also previdrtain fringe benefits, including, but not liedtto, participation in pension
plans, profit-sharing plans, employee stock owriprplans, stock appreciation rights, hospitalizamd health insurance, disability and life
insurance, paid vacation, and sick leave. We asoburse him for any reasonable and necessarydsss@xpenses, including travel and
entertainment expenses, necessary to carry onutiessdPursuant to the employment agreement, we agreed to indemnify Mr. Shaw for
legal expenses and liabilities incurred with anggereding involving him by reason of his being aficef or agent. We have further agreed to
pay reasonable attorney fees and expenses in éme ghat, in Mr. Shaw's sole judgment, he needgt@in counsel or otherwise expend his
personal funds for his defense.

Mr. Shaw has agreed to a one-year non-competéoiite or attempt to hire employees for one yaad to not make known our
customers or accounts or to call on or solicitaegounts or customers in the event of terminatfdnisoemployment for one year unless the
termination is without cause or pursuant to a ckasfgcontrol of the Company. Furthermore, Mr. Steas the right to resign in the event that
there is a change in control which is defined akange in the majority of directors within any 1@nth period
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without two-thirds approval of the shares outstagdind entitled to vote, or a merger where less S@apercent of the outstanding stock
survives and a majority of the Board of Direct@mains, or the sale of substantially all of ouetssor any other person acquires more than
50 percent of the voting capital. Mr. Shaw retaitfezlright to participate in other businesses ag ks they do not compete with us and so
long as he devotes the necessary working timegt@€tdmpany.

Item 12. Security Ownership of Certain Beneficial Qvners and Management and Related Stockholder Matter.
EQUITY COMPENSATION PLAN INFORMATION
The following table sets forth information relatitggour equity compensation plans as of Decembgp@d5:

Number of securities
remaining available
for future issuance

Number of securities tc Weighted average under equity
be issued upon exercis exercise price of compensation plans
of outstanding options outstanding options (excluding securities
warrants, and rights warrants, and rights reflected in column (a)
Plan category (@) (o) B (©
Equity compensation plans approved by security drs 2,816,32! $ 8.4z 2,183,67!
Equity compensation plans not approved by security
holders* 286,00( $ 7.5€ N/A

Total 3,102,32! N/A 2,183,67!

* In conjunction with a $3 million Loan Agreement ahe purchase of 525,000 Series V shares by Katimleum, we issued options for
purchase of 136,439 shares of Common Stock of thep@ny at an exercise price of $1 per share teekdiroleum and two affiliates.
Options for 136,436 shares were exercised in 2

In conjunction with a $2.5 million working cagitaan, purchase of a real estate note and a $000@onstruction loan (which was never
drawn on) we issued an option to Katie Petroleunttfe purchase of 100,000 shares of Common Stottkeo€Eompany at an exercise pi
of $1 per share. The options were exercised in Z

We authorized the issuance of an option for thelpase of 200,000 shares of Common Stock to Jir&miie, M.D., for his past services in
introducing the Company to purchasers of varioues®f Preferred Stock as well as for introdudimg Company to Mr. Jack Jackson,
who controlled Katie Petroleum. The option is eigable at $6.90 per share and will terminate in2

We authorized the issuance of an option for thelpase of 25,000 shares of Common Stock to MmyHAfatson for his past services in
assisting the Company in protecting its intelletpraperty. The option is exercisable at $6.90gt@re and will terminate in 201

In connection with a Consulting Agreement witkehmational Export and Consulting, we issued afmogdbr the purchase of 61,000 shares
of Common Stock to Marwan Saker, a Director. Thioopis exercisable at $10.00 and will expire iri@(
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS

The following table sets forth certain informati@garding the beneficial ownership of our capitatk as of March 1, 2006, for each
person known by us to own beneficially 5 percenmore of the voting capital stock. Except pursuargpplicable community property laws,
each shareholder identified in the table possessesvoting and investment power with respect sodniher shares.

Amount and Nature of

Percent of

Title of Class Name and Address of Beneficial Owner Beneficial Ownership Class®
Common Stoc}

Thomas J. Sha® 11,280,00 47.8%

511 Lobo Lane, P.O. Box 9

Little Elm, TX 7506¢-0009

Lillian E. Salernd®

432 Edwards

Lewisville, TX 75067 2,554,501 10.€%
Class B Stock

Thomas J. Sha 80,00( 3.2%

Lillian E. Salernc 12,50( Lessthan %

(1) The percentages of Common Stock are based ,64@884 shares of Common Stock equivalents camgist 23,524,384 shares of
Common Stock outstanding and 92,500 shares of iredf&tock convertible by the above persons wiBiimays of this Report. The
percentages of Class B Stock are based on 2,494tE66s of Class B Stock outstandi

(2) 80,000 of the shares identified as Common Stwekpreferred shares which are eligible for cosieerinto Common Stock within 60
days of the Repor

(3) 12,500 of the shares identified as Common Stwelpreferred shares which are eligible for casieerinto Common Stock within 60
days of the Repor

There are no arrangements the operation of whiallduesult in a change in control of the Company.

SECURITY OWNERSHIP OF MANAGEMENT

Amount and Nature of Percent of

Title of Class Name of Beneficial Owner Beneficial Ownership Class®W
Common Stock

As a Groug Officers and Director 12,558,00 50.6%

As Individuals  Thomas J. Sha® 11,280,00 45.4%
Marwan Sakef® 461,00( 1.9%
Russell B. Kuhlmaif 70,60( Less than %
Clarence Zierhu® 66,000 Less than %
Douglas W. Cowar) 75,00 Less than %
Steve R. Wisnel) 190,00( Less than %
Jimmie Shiu® 320,00( 1.2%
Michele M. Larios® 85,400 Less than %
Marco Laterz: 10,00( Lessthan %
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Amount and Nature of Percent o
Title of Class Name of Beneficial Owner Beneficial Ownership Class(1)
Class B Stock
As a Groug Officers and Director 475,00( 19.1%
As Individuals  Thomas J. Sha 80,00( 3.2%
Marwan Sake 355,00 14.2%
Jimmie Shi. 40,00( 1.6%

(1)

()
(3)

(4)
()
(6)
(7)
(8)

(9)

The percentages of Common Stock are based 842884 shares of Common Stock equivalents camgisf 23,524,384 shares of
Common Stock outstanding at March 31, 2006, 475sb@®es of Preferred Stock convertible by the alparsons and options for the
purchase of 820,500 shares of Common Stock obtailgithe above persons within 60 days of this Refitie percentages of Class B
stock are based on 2,491,166 shares of Class B Stistanding

80,000 of the 11,280,000 shares identified @am@on Stock are preferred shares which are elifisleonversion into Common Stock
within 60 days of the Repoil

355,000 shares identified as Common Stock mefeped shares which are eligible for conversidn Common Stock within 60 days of
this Report. The shares are held as follows: Skik@stments holds 15,500 shares of Series IV S40ck25,000 shares of Series V
Stock, Sovana Cayman Islands, Inc. holds 300,08festof Series IV Stock, and My Investments hokl§00 shares of Series IV
Stock. Mr. Saker is an Officer or Director and gtherder for each of these companies. The remaiti6g000 shares identified as
Common Stock are shares obtainable through theisrasf options held by Mr. Saker within 60 daydhef Report

These shares identified as Common Stock are shagesdrable by the exercise of stock options wiirdays of the Repoi
These shares identified as Common Stock are shagesrable by the exercise of stock options witindays of the Repoil
These shares identified as Common Stock are shagesrable by the exercise of stock options witindays of the Repoil
187,500 of these shares identified as Common Staekhares acquirable by the exercise of stockmptiithin 60 days of the Repc

270,000 shares identified as Common Stock lzaiees acquirable through the exercise of optiotisinv60 days of the Report and
40,000 shares are acquirable through conversi@redérred Stock within 60 days of the Rep

75,400 of the shares identified as Common Stoclslaaees acquirable by the exercise of stock optidtien 60 days of the Repol

Item 13. Certain Relationships and Related Transaans.

We believe that all of the transactions set foaloty were made on terms no less favorable to us¢bald have been obtained from

unaffiliated third parties.

Thomas J. Shaw, our President and Chief Executifieddwho beneficially owned 47.6 percent of thestanding Common Stock as

March 1, 2006, was paid a licensing fee of $500,@®0ortized over 17 years) by us for the exclusreeldwide licensing rights to
manufacture, market, sell, and distribute retrdetabedical safety products. In addition, Mr. Shaeeives a 5 percent royalty on gross sales
of all licensed products sold to customers ovellifaef the technology licensing agreement. Mra@hwas paid a royalty of $1,678,152 for
2005. Mr. Shaw, in 2005, received a total of $22,88m the proceeds of some
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of the settlements relating to an antitrust lawstyitedRetractable Technologies, Inc. v. Becton Dickinson & Co., Tyco International (U.S),
Inc., Tyco Healthcare Group, L.P., Novation, L.L.C., VHA, Inc, Premier, Inc., and Premier Purchasing Partners, L.P. pursuant to the terms of
the Covenant Not to Sue.

Lillian E. Salerno, a shareholder holding more thé&f6 of the Common Stock, d/b/a LES Developmerd gilccessor to Mill Street
Enterprises, a sole proprietorship), leases offte&l8, 620, 622, and 628 S. Mill Street, in Lewlis, Texas, to us for our marketing and
sales department. This lease term ends in June Z0@¥lease is for a five-year period beginningity 2002 at a monthly rate of $2,900.
Lease payments of $34,800 were paid in 2005.

The Company had a consulting agreement (to estatistacts with major European entities to devehgpketing and distribution
channels as well as licensing agreements) with Wedie International Corporation, a company corgblby Lillian E. Salerno. The contract
was terminated on February 28, 2005. MediTradepa#s $16,667 per month and reimbursed for busieggsnses incurred on behalf of the
Company, not to exceed $5,000 per month withowtr @pproval for the term of the contract. During $fear ended December 31, 2005, the
Company paid $27,217 under this agreement.

Item 14. Principal Accounting Fees and Services.
AUDIT FEES

The aggregate fees billed by CF & Co., L.L.P. fmfpssional services rendered for the audit ofGbmpany’s annual financial
statements for 2004 and 2005 and the reviews dirthacial statements included in the Company’'s#010Q or services normally provid
by the accountant in connection with statutory esgllatory filings for those fiscal years were $748 and $146,125, respectively.

AUDIT RELATED FEES
The audit related fees for the Form S-8 Registnafitatement filed in 2005 were $4,060.

TAX FEES

The aggregate fees billed by CF & Co., L.L.P. fregaration of federal and state income tax retanustax consulting costs related to
notices from taxing authorities for 2004 and 2065e$11,450 and $36,360, respectively.

PRE-APPROVAL POLICIES AND PROCEDURES

The engagement of CF & Co., L.L.P. was enteredputsuant to the approval policies and procedufréseoAudit Committee. The
engagement is for audit and tax services which detailed separately. The Audit Committee impleradnts approval procedures i.e. they
were not delegated to any other party. All of thevices provided were pre-approved by the Audit Giittee.

PART IV

Iltem 15. Exhibits, Financial Statement Schedules.

(@ 1. Financial Statements: See Retractable T@obies, Inc. Index to Financial Statements on k-1
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2.  Financial Statement Schedules requirecttfildd: Schedule —Schedule of Valuation and Qualifying Accour

Schedule H—Schedule of Valuation and Qualifying Accounts:

Balance at Balance at
beginning of end of
period Additions Deductions period
Provision for Inventories
Fiscal year ended 20( $ 9731¢ $§ — % — $ 97,31
Fiscal year ended 20( $ 9731¢ $§ — % — $ 97,31
Fiscal year ended 20( $ 97,31¢ $ 25277 $ (11,29 $ 111,29¢
Provision for Accounts Receivable:
Fiscal year ended 20( $ 73,29: $106,000 $ (32,847) $ 146,45
Fiscal year ended 20( $ 146,45. $ 50,00C $ (132 $ 196,32
Fiscal year ended 20( $ 196,32( $ 70,85« $ — $ 267,17:
Deferred tax valuation
Fiscal year ended 20( $16,901,73 $ — $ (3,221,84)) $13,679,89
Fiscal year ended 20( $13,679,89 $ —  $(13,679,89) $ —
Fiscal year ended 20( $ —  $9928( $ — $  99,28(

All other schedules have been omitted as they atreequired, not applicable, or the required infation is otherwise included.
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3. Exhibits:

The following exhibits are filed herewith or areanrporated herein by reference to exhibits prevjofiled with the Commission.

(b) EXHIBITS

Exhibit No.
3(i)

3((ii)
10.1
10.2

10.3

10.4
10.5

10.6
10.7
10.8
10.9
10.10

10.11
10.12

10.13
14

23
31.1
31.2
32

Description of Document

Third Amended and Restated Articles of Incorporatid RTI filed on November 1, 2004
Amended and Restated Bylaws of RTI dated as of 2tle day of July, 2004 *

Sample United States Distribution Agreement

Sample Foreign Distribution Agreement *

Employment Agreement between RTI and Thomas J. $laded as of September 28, 1999 *** (This is a nganaent
compensation contrac

Technology License Agreement between Thomas J. 8havRTI dated the 23rd day of June 1995

Loan Agreement among RTI, Katie Petroleum and Tteodn&haw as of the 30th day of September, 200Psordissory
Note *kkk

RTI's 1999 Stock Option Plan **

First Amendment to 1999 Stock Option Plan ***

1996 Incentive Stock Option Plan of RTI *

1996 Stock Option Plan for Directors and Other Vidlials ***

Settlement Agreement and Release by and amongTRdimas J. Shaw, New Medical Technology, Inc., Needidal
Technology, LTD and NMT Group PLC dated effectigeoh April 27, 2004**** **

Covenant Not to Sue between Thomas J. Shaw anddadtie Technologies, Inc.:

Settlement Agreement and Release between Retradtabhnologies, Inc. and Becton Dickinson and Camphac.
dated effective July 2, 2004

License Agreement by and between RTI and BaiyinstiarMedical Device Co., Ltd. dated as of May 1207
Retractable Technologies, Inc. Code of BusinesgdGecirand Ethics 11

Consent of Independent Registered Public Accourfing T11t

Certification of Principal Executive Officer Tt

Certification of Principal Financial Officer 11-

Section 1350 Certifications 11

Incorporated herein by reference to s Form 1+-Q filed on November 14, 20(
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*%

*kk
*kkk
*kkk *
*kkk kk

t
Tt
Tt
Tttt

Incorporated herein by reference to
Incorporated herein by reference to
Incorporated herein by reference to
Incorporated herein by reference to
Incorporated herein by reference to
Incorporated herein by reference to
Incorporated herein by reference to
Incorporated herein by reference to
Filed herewitr

's Form 1-QSB filed on August 16, 20C

's Registration Statement on Forrr-SB filed on June 23, 20(
's Form &K filed on October 10, 200

's Form 1-KSB filed on March 31, 200

's Form K filed on April 29, 2004

's Form K filed on July 6, 200«

's Form 1-Q filed on August 15, 200

's Form 10KSI-A2 filed on September 24, 20!
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report to
be signed on its behalf by the undersigned, théoedmly authorized.

RETRACTABLE TECHNOLOGIES, INC
(Registrant’

By: /s/ THOMAS J. SHAW
THOMAS J. SHAW
CHAIRMAN, PRESIDENT, AND
CHIEF EXECUTIVE OFFICEF

Date March31, 200¢€

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bbélpthe following persons on
behalf of the registrant and in the capacities@mthe dates indicated.

/sl STEVEN R. WISNEF

Steven R. Wisne

Executive Vice President, Engineering &
Production and Directc

March 30, 200€

/s/ RUSSELL B. KUHLMAN
Russell B. Kuhimai
Vice President, Sales and Direc

March 30, 200€

/s/ DOUGLAS W. COWAN

Douglas W. Cowal

Vice President, Chief Financial Officer,
Treasurer, and Directt

March31, 200€

/s/ CLARENCE ZIERHUT
Clarence Zierhu
Director

March 30, 200€
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/sl IMMIE SHIU

Jimmie Shit
Director

March 30, 200€

/s/ PATTI S. KING

Patti S. King
Director

March 31, 200€

/sl MARCO LATERZA

Marco Laterzz
Director

March 30, 200€

/sl MARWAN SAKER

Marwan Sake
Director

March 31, 200€



Exhibit 23
Consent of Independent Registered Public Accountingirm
We consent to the incorporation by reference iniRegjion Statement Form S-8 (No. 333-130041) df&table Technologies, Inc. of

our report, dated March 31, 2006 relating to outitaof the financial statements and financial sehedvhich appear in this Annual Report on
Form 10-K of Retractable Technologies, Inc. foryear ended December 31, 2005.

/s CF & Co., L.L.P
CF & Co., L.L.P.

Dallas, Texas
March 31, 2006



Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER

I, Thomas J. Shaw, certify that:
1. I have reviewed this annual report on Form 16fRetractable Technologies, Inc.;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of opere, and cash flows of the registrant as of, amdthe periods presented in this report;

4. The registrang other certifying officers and | are responsiliedstablishing and maintaining disclosure contanld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e)Hferegistrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Evaluated the effectiveness of the registratisslosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt, based on such evaluation;

c) Disclosed in this report any changes in thestegmt’'s internal control over financial reportitigit occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth geiain the case of an annual report) that has malieaffected, or is reasonably likely to
materially affect, the registrant’s internal cotgrover financial reporting; and

5. The registrant’s other certifying officers anldave disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weagses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize, and refisancial information; and

b) Any fraud, whether or not material, that invawaanagement or other employees who have a sigmifiole in the registrant’s internal
control over financial reporting.

Date: March 31, 2006

/sl THOMAS J. SHAW
THOMAS J. SHAW
PRESIDENT, CHAIRMAN, AND
CHIEF EXECUTIVE OFFICEF




Exhibit 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

I, Douglas W. Cowan, certify that:
1. I have reviewed this annual report on Form 16fRetractable Technologies, Inc.;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of opere, and cash flows of the registrant as of, amdthe periods presented in this report;

4. The registrang other certifying officers and | are responsiliedstablishing and maintaining disclosure contanld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e)Hferegistrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Evaluated the effectiveness of the registratisslosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt, based on such evaluation;

c) Disclosed in this report any changes in thestegmt’'s internal control over financial reportitigit occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth geiain the case of an annual report) that has malieaffected, or is reasonably likely to
materially affect, the registrant’s internal cotgrover financial reporting; and

5. The registrant’s other certifying officers anldave disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weagses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize, and refisancial information; and

b) Any fraud, whether or not material, that invawaanagement or other employees who have a sigmifiole in the registrant’s internal
control over financial reporting.

Date: March 31, 2006

/s DOUGLAS W. COWAN
DOUGLAS W. COWAN
VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER




Exhibit 32

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Solely in connection with the filing of the AnnuRéport of Retractable Technologies, Inc. (the “Canyd) on Form 1K for the perio«
ended December 31, 2005, as filed with the UnitetieS Securities and Exchange Commission on tieehdmeof (the “Report”), the
undersigned Thomas J. Shaw, Chief Executive Offamed Douglas W. Cowan, Chief Financial Officer,idweby certify, pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Seefi6rof the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities ExajeAct of 1934; and

(2) The information contained in the Report ashef dates and for the periods covered by the Régidst presents, in all material
respects, the financial condition and results @rapons of the Company.

March 31, 2006

/s/ THOMAS J. SHAW
THOMAS J. SHAW
PRESIDENT, CHAIRMAN, AND
CHIEF EXECUTIVE OFFICEF

/sl DOUGLAS W. COWAN
DOUGLAS W. COWAN
VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER




