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INFORMATION REGARDING FORWARD-LOOKING STATEMENTS

This annual report on Form 10-K contains certainvfard-looking statements and information relating to @@mpany and its subsidiaries t
are based on the beliefs of the Company’s manageasewell as assumptions made by and informatioreatly available to the Compary’
management. When used in this report, the word$icgate”, “believe”, “expect”, “estimate”, “project” and “intend” and words or phrast
of similar import, as they relate to the Company iter subsidiaries or Company management, are irddntb identify forwardeoking
statements. Such statements reflect the currsks,riuncertainties and assumptions related to seff@ctors, including without limitation
competitive factors, general economic conditionsstemer relations, relationships with vendors, gowgental regulation and supervisi
seasonality, distribution networks, product intretians and acceptance, technological change, chauigéndustry practices, onetime eve
and other factors described herein. Based upomgimy conditions, should any one or more of thasksror uncertainties materialize,
should any underlying assumptions prove incorractual results may vary materially from those d#szul herein as anticipated, believ
estimated, expected or intended. The Companyrdudstend to update these forward-looking stateimen

PART |

ITEM DESCRIPTION OF BUSINESS
1.

Sharps Compliance Corp. was formed in November B892 Delaware corporation. The information presgherein is for Sharps Complia
Corp. and its wholly owned subsidiaries, Sharps pl@nce, Inc. of Texas (dba Sharps Compliance),li@harps e-Tools.com, Inc. (“Sharps e
Tools”), Sharps Manufacturing, Inc., Sharps Environmentaviges, Inc. (dba Sharps Environmental Service§efas, Inc.) and Shai

Safety, Inc. (collectively, “Sharps” or the “Compdn Unless the context otherwise requires, “Comga “we”, “us”, and “our” refer tc
Sharps Compliance Corp. and its subsidiaries.

The Company provides access to all of its filingsthwthe Securities and Exchange Commission (“SE@ijough its websit
www.sharpsinc.com , as soon as reasonably prattiedter the reports are filed with the SEC. Thieds are also available via the SEC’
website at www.sec.gov/edgar/searchedgar/compartysbanl.

COMPANY OVERVIEW

Sharps Compliance Corp. is a leading &dkvice national provider of comprehensive wastenagament services including medi
pharmaceutical and hazardous. Our solutions fatglithe proper collection, containment, transpioraand treatment of numerous type
healthcareelated materials, including hypodermic needles¢dés and other devices or objects used to punotuiecerate the skin, or shal
hazardous waste and unused consumer dispensedatimuicand over-theeunter drugs. We serve customers in multiple etarlsuch ¢
home health care, retail clinics and immunizing rpiacies, pharmaceutical manufacturers, professioffales (physicians, dentists ¢
veterinarians), assisted living and long-term damdlities (assisted living, continuing care, lotegm acute care, memory care and sk
nursing), government (federal, state and localpsomers, commercial and agriculture, as well asildigors to many of the aforementior
markets. We assist our customers in determiningtwbf our solution offerings best fit their neefts the collection, containment, reti
transportation and treatment of medical waste, usealthcare materials, pharmaceutical waste, hamardvaste and unused disper
medications. Our differentiated approach providas customers the flexibility to return and propeftieat medical waste, used health
materials or unused dispensed medications througdriaty of solutions and products transported prity through the United States Po
Service (“USPS"). For customers with facilitieslocations that may generate larger quantities cfteyave integrate the route-based pigk-
service into our complete offering. The benefitshis comprehensive offering include single paifitontact, consolidated billing, integra
manifest and proof of destruction repository iniidd to our cost savings. Furthermore, we provigenprehensive tracking and repor
tools that enable our customers to meet complexicakdharmaceutical and hazardous waste disposhlcampliance requirements.
believe the fullyintegrated nature of our operations is a key faletading to our success and continued recurringmee growth. We contin
to take advantage of the many opportunities inmatkets served as we educate the market placesaptbspective customers become r
aware of alternatives to traditional methods opdgal (i.e., route-based pick-up services).

As a leading fullservice national provider of comprehensive wastaagament services including medical, pharmaceuticdlhazardous, ¢
key markets include pharmaceutical manufacturemnehhealthcare providers, assisted living/loegn care, retail pharmacies and clinics
the professional market which is comprised of ptigsis, dentists and veterinary practices. The Gmyg flagship product, the Sharfs
Recovery System is a comprehensive solution forctrgainment, transportation, treatment and trackihmedical waste and used health
materials.
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Our principal executive offices are located at 9R2®y Drive, Suite 500, Houston, Texas. Our télepe number at that location is (713) 432
0300. We currently have 61 full-time employees dnparttime employee. We have manufacturing, assemblyrilolision and warehousil
operations located on Reed Road in Houston, Texakpur corporate offices located on Kirby DriveHauston, Texas. We have a wareh:
facility in Atlanta, Georgia. As a result of therrrénation of the U.S. Government contract, the Campexecuted an agreement with
Atlanta facility landlord reducing its obligatiomder the lease for the 51,000 square foot fadiljtyapproximately 20,000 square feet effec
September 1, 2012. Effective February 1, 2013 Qbmpany subleased the remaining portion of thenfdldacility to a third party. We ov
and operate a fullpermitted treatment facility in Carthage, Texas tinaorporates our processing and treatment opeisti Approximatel
four years ago we supplemented the treatment tigsilexisting incineration process with an autoelaystem, which is a cosffective
alternative to traditional incineration that treatedical waste with steam at high temperature aedspre to kill pathogens. The autoc
system is utilized alongside the incinerator foy-ttxday operations. We believe that our facility isoof only ten permitted commerc
facilities in the United States capable of treataldtypes of medical waste, used healthcare nasedand unused or expired disper
medications (i.e., both incineration and autoclaepabilities). During fiscal year 2013, the Compauopder an agreement with Dan
Sharpsmart, began supplementing its treatmentitfaoiperations by utilizing four Daniels Sharpsmagatment facilities located across
country for the proper treatment of medical wastd ased healthcare materials generated by certadmirocustomers. This arrangement
only reduces the Company’s return transportatistscassociated with its Solutions but also prowidekup treatment facility capabilities
the event of disruption at the Company’s treatnfiaeitity in Carthage, Texas.

SOLUTIONS OVERVIEW

We offer a broad line of product and service sohdito manage the medical waste and unused dispensdications generated by
customers. Our primary solutions include the foltoy:

Sharps Recovery System™ (formerly Sharps Disposal by Mayistem® ) : a comprehensive solution for the containment, partation
treatment and tracking of medical waste and usetttheare materials generated outside the hospitdllarge health care facility setting. -
Sharps Recovery System includes a securely selalekl,and puncture resistant sharps container ierabgizes ranging from one quar
twenty gallons; USPS approved shipping box withpaél priority mail postage; absorbent materialdesihe container that can safely holc
to 150 milliliters of fluids; a bag for additionabntainment; and complete documentation and trgckianifest. The Sharps Recovery Sy
is transported to our owned or contracted facdifier treatment. Upon treatment or conversionhef waste, we provide electronic proo
receipt and treatment documentation to the custdnneugh our proprietary SharpsTraeaystem. We introduced new systems this year
Sharps Recovery System brand portfolio that are¢ fted for facilities with multiple treatment nms. These new systems offer mult
sharps containers with a single return, pre-pdiarnebox.

TakeAway Environmental Return System™a comprehensive solution that facilitates thepprodisposal or treatment of unused dispe
medications and includes the TakeAway EnvironmeRetlurn System and the RxTakeAway Recovery and fagdSystem. The solutit
provides a means for individual consumers, retaihail-order pharmacies, communities and facilitieduding assisted living, longerm carn
and correction operations to facilitate the progisposal of unused dispensed medications (other ¢batrolled substances) and consis
customized containment, transportation, destruatioconversion and tracking services. Our proprneteacking system, MedsTracéY , is
designed for tracking unused dispensed medicatiwhigh assists pharmaceutical manufacturers in toong drug usage and provides crit
data for patient management and compliance. Qaprigtary tracking system is a highly valadded component of our solution as it enha
pharmaceutical manufacturers’ ability to monitotigrat drug usage.

ComplianceTRACSM: a more advanced web-based version of the Companyipliance and training progranComplianceTRAC is design
to improve worker safety while satisfying applicalidccupational Safety and Health AdministrationSHA”) and other requirements for
end-user. The program includes employee trainimgBfoodborne pathogens, HH®mpliant HIPAA and Hazardous Communications.
online program also provides access to a datalfa®eso a million SDSs (MSDs), safety plans, regafgtinformation and facility sel&udits.
The program is designed to replace outdated hay c@mnuals with an updated platform available 24/7.

Route-Based Pick-Up Serviceas a full-service waste management services companpffer route-based medical and hazardous vyaske
up services to customers and prospects that hailtiéa or branches that generate larger quastitfemedical or hazardous waste or whert
route-based pick-up service is preferred. Thisidiéel service of mailback and pick-up provides sastings benefits by customizing the r
solution with each location to reach the best autedor the customer.

4




Table of Content

Universal Waste Shipback Systema:jointly promoted program with Veolia Environmédrgrvices using their RECYCLEPAKsolutions fo
the collection, transportation and recycling ohtidpulbs, batteries and other mercury containingo#gs. The solution is marketed to exis
and prospective customers as a complement to the@ay’s line of medical waste and unused medicatianagement solutions.

Other Solutions: a wide variety of other solutions including Srefpacer®, Complete Needler Collection and Disposal SystenRitchdt IV
™ Poles, Trip LesSystefh, Sharps® Pump and Asset Return System, Sharps SétNeedle Collection and Containment System Sharps
MWMS ™ (a Medical Waste Management System (“MWMS”)), &puil Kit TakeAway Recovery System .

MARKET OVERVIEW

The Company continues to take advantage of the rappgrtunities in the markets served as professiuffiaes, retail pharmacies and clini
communities, assisted living and loterm care facilities, home healthcare companiessemers, pharmaceutical manufacturers, goverr
agencies, health care facilities, individual sejéctors and commercial organizations become nawvare of alternatives to the traditio
methods of management of medical sharps waste,hesdthcare materials and unused dispensed mextisati

The Companys growth strategies are focused on the Retail, rR@egutical, Professional, Assisted Living, Home ltea&are an
Environmental markets. The Company believes itsvftr@mpportunities are supported by:

« Anincrease in the number of used needles imprpuisposed of outside the large healthcare settijinto the solid was
system to 7.8 billion each year (tripled volume rothee past ten years) and an increase in the nuoflbeelfinjectors in th
country to 13.5 million over the same peri

« An estimated 800,000 doctors, dentists, veterinarialinics, tattoo parlors and other businessdaléncountry that gener:
smaller quantities of medical waste, including usgdnges to whom we offer a lower cost alternativeéhe traditional pick-
up service. The Company addresses this market finandirections: (i) field sales which focuses angler dollar and nation-
wide opportunities where we can integrate the rbaised pickdp service along with our mailback solutions toatee:
comprehensive medical waste management offering(ig§nishside and online sales which focus on thdividual or sma
group professional office:

« An estimated 40% of the four billion dispensed roation prescriptions which go unused every yeatha United State
generating an estimated 200 million pounds of udusedication waste

« The pace of regulation of sharps and unused dispgem&dications disposal which is gaining momentubmoth the state al
federal level -as of June 30, 2014, approximately 46 percent 8f titizens live in states that have enacted latisi or stric
guidelines mandating the proper disposal of hormeigged used syringes while 67 percent live iresttitat have enacted
proposed legislation mandating the proper disposhbme generated dispensed unused medicatiom#heFusince 2009, tl
federal government, nine states and several cauhii&e introduced legislation requiring manufaatuesponsibility fo
consumer generated unused medications. Stateategulagencies are also addressing this issue rwitheé regulate
industry. Multiple states now require healthcarevjers to avoid sewer and trash disposal of marardous unus
medications within their facilities. States sushGalifornia, Washington and Minnesota have reguassessment and pro
treatment by a medical waste disposal company éarsy However, other states such as Colorado &aid are noy
requiring even small healthcare providers to segfeeginused medications for proper disposal. Initiadd states a
beginning to more closely scrutinize generatorsirremg through reverse distribution unused medicatithat are actua
waste pharmaceuticals and should be disposedsafcis

« The number of U.S. retail clinics is projected mzrease significantly, expecting business to irexe20%25% per yea
driven by the increasing demand of newly insuretiepgs under healthcare reform as well as pati@uking for mort
convenient care. The two leading retail pharmamiethe country are emphasizing their efforts tovgtbeir capability as
low cost provider of health care services for mhnenic conditions. The number of pharmacistsomatide trained to deliv
vaccines has quadrupled since 2007. Vaccineseaffer retail clinics include season flu programswesl as year rour
programs for pneumococcus, shingles, pediatric imnations, HPV and international trav
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« The changing demographics of the U.S. populatione out of five Americans will be 65 years or oltdgr2030, which wi
increase the need for casffective medical waste management solutions eajpedn the home healthcare and assisted li
markets;

« The change in delivery of healthcare (more healtie being administered in an alternative site) el & uncertainty creat
by the current state of healthcare; facts whichdaingng more healthcare providers to increasecifficies and reduce cos

« Over the past two years, the Company has develapestwork of medical and hazardous waste servioeigers includin
those with route based piclp services which allows the Company to serve titeeeU.S. medical and hazardous w
market. We offer clients a blended product poitftd effectively target prospective customers wittlti-site and multisizec
locations including those that generate larger ttues of waste. The network has had a signifigaogitive impact on ol
pipeline of sales opportunities aver 60% of this pipeline is attributable to oppaities providing comprehensive we
management service offerings where both the mdilbad picl-up service are integrated into the offeri

« New solution offerings including the Complete Nexdl Collection and Disposal Syste (designed for the traditional under-
served home selfijector), the TakeAway line of products for unusedications (including TakeAway Environmel
Return System™), the Medical/Professional TakeAviRgcovery System and enhanced patient support pnegraitt
pharmaceutical manufacturers; ¢

« The Company’s strong financial position with a chalance of $13.7 million and no debt as of June28@4.
TERMINATED CONTRACT AND LEGAL SETTLEMENT

On January 29, 2009, the Company entered intoeayfaar contract with the United States DepartméRteterans Affairs, National Acquisitic
Center (“VA NAC"), to provide its Sharps® MWMS™ rapid-deployment solution designed to provide medicaltevasllection, storage a
treatment in the event of natural disasters, paimgmanmade disasters, or other national emergenciesppastiof the Centers for Dise:
Control, Division of Strategic National Stockpigharps@MWMS™ also incorporated warehousing, inventory nggmaent, training, data a
other services necessary to provide a comprehessluéon. Sharps performed under the contracutindJanuary 31, 2012. On June 30, 2
the Company entered an agreement to settle itmglagainst the United States government and vadgascies related to the January -
termination of the Company’s February 2009 contwéitit the Centers for Disease Control and Preventi€DC”). The settlement agreem
resulted in a cash payment of $1.5 million, whicsweceived by the Company in July 2014.

COMPETITIVE STRENGTHS
We believe our competitive strengths include tHe¥ang:

Leading full-service national provider of comprehensive and eeffective waste management services including maldipharmaceutical
and hazardous.

We offer a full line of solutions and services tlaatdress the proper management of medical waste, lnsalthcare materials and pai
dispensed unused or expired medications. We offéeraded product portfolio that includes both albsik and route-based picks service t
target prospective customers with multi-site andltiraized locations that may include facilities thahg®te larger quantities of wa
including medical, pharmaceutical and hazardouss bBlended offering includes a single point of @t consolidated billing, regulatc
support and complete integration of our SharpsTréagystem. Our proprietary SharpsTra@dracking and documentation systems pro
customers a comprehensive electronic record oipeaad treatment of their waste to meet regulatequirements. The Compasymail o
ship-back based services are generally offeredsagraficantly lower cost as compared to the tiadil route-based picip services for smi
guantity generators since the Company utilizesetkisting infrastructure of USPS or in some casegddrParcel Service (“UPS'Tpr returr
transportation. While competitors may attempt éplicate our comprehensive solution offerings, vedieve the ability to offer such
comprehensive, valuadded turnkey solution is a significant competitadvantage. We have only begun to offer this ceimgnsive solutic
over the past two years with the primary focus wf marketing efforts on educating the marketplamgua us as an alternative to the histo
provider of waste services including medical, preceutical and hazardous.
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Vertically integrated full-service operations.

Our operations are fully integrated including mamtifiring, assembly, distribution, treatment, ontiraeking and customer reporting. We F
manufacturing, assembly, distribution and warehagisiperations in Houston, Texas. We own and oper&i#ly-permitted treatment facility
Carthage, Texas, that incorporates our processidgtreatment operations. Approximately four yeag® we supplemented the treatn
facility’s existing incineration process with antaclave system, which is a casffective alternative to traditional incineratiohat treat
medical waste with steam at high temperature aasdspre to kill pathogens. The autoclave systamilized alongside the incinerator for day-
to-day operations. We believe that our facility i€ af only ten permitted commercial facilities iretbinited States capable of treating all t
of medical waste, used healthcare materials andathor expired dispensed medications (i.e., batinénation and autoclave capabilitie
During fiscal years 2013 and 2014, the Companyeurah agreement with Daniels Sharpsmart, utilizes Daniels Sharpsmart treatm
facilities located across the country for the prapeatment of medical waste and used healthcateriaks generated by our customers. This
not only reduced the Company’s return transpomatiosts but also provides baag-treatment facility capabilities in the eventdiruption a
the Companys treatment facility in Carthage, Texas. We triek movement of each shipment from outbound shippinultimate treatme
and provide confirmation to the customer for theicords using our proprietary SharpsTrateacking and documentation system. We
track treatment volumes associated with pick-uwises provided as part of our blended product pbafusing SharpsTracet. We alst
provide customized reporting and comprehensive laggy support for many of our customers. By coltitig all aspects of the proct
internally, the Company is able to provide a orogssolution and simplify the tracking and recébping processes to meet regule
requirements for our customers. We believe thiy-integrated nature of our operations is seen byeotignd prospective customers as &
factor and differentiator leading to our success l@adership position in our industry.

Diverse product market:

Sharps offers services and products to a wide tyaoé end markets. The Comparygrowth strategies are focused on pharmace
manufacturers, home healthcare providers, assistegd/long-term care facilities, retail pharmacies and cliréesl the professional mar
which is comprised of physicians, dentists andriedey practices. We also serve federal, statel@ral government agencies, hospitality wi
includes hotels, commercial, industrial and agtioel.

Our billings by market for the years ended June2Bd4, 2013 and 2012 are below (as expressed ¢emages of revenues):

Year Ended June 30

2014 2013 2012
BILLINGS BY MARKET:

Home Health Car 27% 32% 31%
Retail 24% 24% 24%
Professiona 20% 18% 14%
Pharmaceutical Manufactur 14% 11% 10%
Assisted Living 6% 7% 6%
Environmenta 3% 1% 1%
Core Governmer 2% 3% 2%
Other 4% 4% 4%
U.S. Government Contract 0% 0% 8%

10C% 10(% 10C%

Highly scalable business mode

Because of our proven business model, we can addbusiness while leveraging our existing infrastuue. Our facilities are able
accommodate significant additional volume, incugromly variable costs of transportation and praogssOnce we gain a new customer,
profitability typically increases as our customesb grows without additional overhead expense atigetembedded nature of our products
the ease with which we can accommodate additioviahve.
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Increased state and federal regulatory attentic

To protect citizens and waste workers from neettk $njuries, nine states have passed legislatioregulations making it illegal to disc:
used sharps into household trash. Another ninestatd the District of Columbia have strict guidedi regarding home sharps disposal. Pi
or strict guidelines related to home sharps didposeers 46% of the U.S. population. In additionstate restrictions on disposal of he
generated sharps by consumers, several counties gassed ordinances requiring businesses thasys@iges to the public, such as re
pharmacies and veterinary clinics to take backelsysinges, once used, in regulatepmpliant sharps containers at no charge to thewoar

In order to reduce accidental poisonings and polubf our water and municipal water systems, tydwno states and the District of Colum
have introduced legislation over the last few yaatended to manage the disposal of consumer unoeeslications. Seven states and
District of Columbia have successfully passed dagfslation. Passed or pending legislation reléedisposal of consumer medications co
67% of the U.S. population. Further, since 2008, fdideral government, nine states and several iesuhéave introduced legislation requir
manufacturer responsibility for consumer generatedsed medications. State regulatory agencieslaceaddressing this issue within
regulated industry. Multiple states now requiraltieare providers to avoid sewer and trash didpafsaon-hazardous unused medicati
within their facilities. States such as Californislashington and Minnesota have required assessanenproper treatment by a medical w
disposal company for years. However, other statel as Colorado and Florida are now requiring eveall healthcare providers to segre
unused medications for proper disposal. In additistates are beginning to more closely scrutigjeaerators returning through reve
distribution unused medications that are actuatgte pharmaceuticals and should be disposed afchs As state and federal enforcemet
these statutes increases, more companies couldotgoiutions such as ours to help manage theiicaka@aste and regulatory compliance.
believe we are well positioned to benefit given simict adherence to established standards andstxéedocumentation and records.

Environmentally-conscious solution provider.

In addition to providing costffective solutions for our customers, the Compangommitted to discovering new sustainable irited tha
mitigate the effects of potentially hazardous wastehe environment. Our patented Waste ConveiBioness' repurposed regulated medi
waste and unused medications into new resourcesinsedustrial applications such as the generatibelectricity or recycled plastics use(
the industrial sector. Our Universal Waste ShigbBcogram recycles the materials in light bulbstdyaes, and other mercury contain
devices for use in new applications. In additithrg use of recycled paper and plastic materialsrfany of our products further demonstr
our total commitment to environmentally sound basgpractices. As an organization, the Compaayéading proponent for the developn
of solutions for the safe disposal of sharps, uduwdispensed medications, light bulbs, batteries @hdr mercury containing devices in
community and continually works to raise public asveess of the issue.

Experienced and accomplished management te

Our senior management team has extensive induspgrience, and is committed to the continued groartt success of our company.
David P. Tusa, CEO and President, in additionisotén plus years with the Company has over 20syefibusiness and public comp.
experience in multiple industries and in compamiéh revenues up to $500 million. Mr. Brandon Led&er, Senior Vice President of Se
has broad health care sales and sales managenpenieexe with the Company and at a variety of filnduding AIMS/Allied Care, a thit
party administrator and managed care company. Disa P. Diaz, CPA, MBA, Vice President and Chiafdacial Officer, has over 25 ye
of finance, accounting, health care and public camypindustry experience. Mr. Gregory C. Davis, VRmesident of Operations, has ove
years of information technology and operat-related experience. Mr. Khairan Aladwani, Vice Rient of Assurance/Quality Control, |
over 25 years of quality assurance and operatigperence, including medical devices, at a varggtgompanies both private and public.

The Companys Board of Directors oversees CEO and senior mamagesuccession planning. The process focuses iingumanageme
depth, considers continuity and stability withie tBompany, and responds to Sharps’ evolving nesdist@anging circumstances.
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GROWTH STRATEGIES
We plan to grow our business by employing the felf@ primary growth strategies:
Further penetrate existing customers and markets.

Many of our customers who currently use the ShRgsovery System™ (formerly Sharps Disposal by Maitem® ) could also benefit fro
the TakeAway Environmental Return System™ produtits, Complete Needle™ Collection and Disposal Systeur hazardous wa:
solutions, our universal waste solutions or othprcsalized products. Although currently focuseiinarily on the proper management of L
syringes and needles as well as dispensed expiredused medication, pharmacies (including chantsraail order), assisted living faciliti
and other related organizations will develop ndedur other product lines as they expand theiiepa service offerings. As an entrenc
and value-added supplier of treatment solutionspeleeve the Company is wegdbsitioned to capture incremental business fromeisting
customers.

Over the past two years, the Company has develapgstwork of medical and hazardous waste servigeigers including those with rot
based pickip services which allows the Company to serve tit#eeU.S. medical and hazardous waste market. offéx clients a blende
product portfolio to effectively target current apbspective customers with multi-site and msied locations including those that gene
larger quantities of medical and hazardous wadte. dffering includes a single point of contact, saidated billing, regulatory support &
complete integration of our Sharps Tracer Systehe Tompany believes the comprehensive offering euifitinue to assist the Compan:
landing larger opportunities whereby the customas both large and small quantity facilities geriecatmedical waste, used healthc
materials and hazardous waste.

We are positive about anticipated growth opportesiin the Retail market. Regarding the futurenhis tarket, a recently published reporte:
Accenture cites that the number of U.S. retailictirare projected to increase significantly, exingcbusiness to increase 2@®5% per yea
driven by the increasing demand of newly insuretiepts under healthcare reform as well as patieotsng for more convenient care. The -
leading retail pharmacies in the country are emighastheir efforts to grow their capability as@M cost provider of health care services
non-chronic conditions. Given our strong marketrshae believe we are very well-positioned to ajzie on this trend which would, ioHn,
drive demand for our cost-effective solutions.

Since June 30, 2011, the Company experienced grofairer twelve times or $3.4 million in the phawceatical market. We continue to

interest in our patient support program solutioferfig among pharmaceutical manufacturers as ateslto selfnjectable medicatior
especially related to new drug launches. We beleaaufacturers are now, more than ever, focusgd @noduct differentiation, (ii) improve
interaction with patients and (iii) creating a thymint for individual patient followp that could lead to improved therapy outcomedistal
year 2012, we launched three new patient suppograms announced in August and October 2011. Ttienpaupport programs include

direct fulfilment of the Sharps Recovery System®the pharmaceutical manufacturembgram participants which provides the pre
containment, return and treatment of the needlésjection devices utilized in therapy. Sharpsoprietary SharpsTracer™ system tracks
return of the Sharps Recovery Systein®the patient to the treatment facility, and timeakes available to the pharmaceutical manufac
electronic data which assists them in monitoringlicegtion discipline and provides them with a toysdhint for individual patient followdp
which potentially could lead to better outcomesribgithe second half of calendar year 2014, the om will launch two new patient supg
programs for new drugs. In addition, during calengear 2015 and through the first half of calen?@@i6, Sharps expects to launch

additional patient support programs for new drugrdpies. We believe the Company is the leaderdmiging solutions of this type to tt
market.

Enhance sales and marketing effort

Field Sales— The Company maintains a field sales team thaisies on larger dollar and natiaide opportunities in most of the mark
served. The field sales team is able to addresshrtarger opportunities as a result of its netwofkmedical and hazardous waste sel
providers which allows the Company to integrate ringte-based pickip service along with our mailback solutions toateea comprehensi
waste management offering. We have seen succéisshis approach in fiscal year 2013 and 2014 agléke the comprehensive offer
capabilities will continue to accelerate revenuangh of the Company.

Web and Inside Sales- Through targeted telemarketing initiatives (imsisales), e-commerce driven website and bated promotion
activities, we believe we can drive significant giddal growth as we increase awareness of the @ayip innovative solution offerings.
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Improve product and service awareness to attracivrmistomers

As we grow, we continue to focus additional markgtand sales efforts designed to educate homehhesdé providers, physician and de
clinics, pharmaceutical manufacturers, consumensingunities and government agencies of the beneffitair solution offerings and the ne
for safe, cost-effective and environmentdtigndly methods of waste treatment including meatlipharmaceutical, and hazardous. We be
that the full-service nature of our solution offeys, ease of our mail and stbpek based delivery system and convenience withctinev
customers who are not yet aware of the servicepraeide. In addition to providing a convenientsteffective solution to waste and u
healthcare materials treatment, we believe futuoavth will be driven by the need for our customésproperly document and track
disposal of their waste to maintain compliance wigw and existing legislation. We believe our ustbinding of the legislative process
focus on accurate and thorough electronic trackiinyaste disposal or treatment will provide subBshienefits to new customers looking
comply with new standards and promote environmbntétaner business practices.

Develop new products and servic

We continue to develop new solution offerings idahg the Complete Needle™ Collection and Dispogaté&n (designed for the traditior
under-served home séffijector), the TakeAway line of products for unusetkdications (including TakeAway Environmental Ra
System™), the Medical/Professional TakeAway Recpv&ystem™, the ShargsMWMS™ and ComplianceTRACM . These innovati\
product and service offerings allow us to gaintfartsales from existing customers as well as gaim customers who have a need for r
comprehensive productsWe will continue our efforts to develop new solutiofferings designed to facilitate the proper andt@ffectivi
solutions for management of medical waste, usedtioesme materials, pharmaceutical waste, hazardeaste and unused dispen
medications to better serve our customers and mvedomment. Additionally, we will continue to seelut and identify prospective ni
customers and markets for new solutions designetktet the needs of these new customer segments.

CONCENTRATION OF CREDIT AND SUPPLIERS

There is a concentration of credit risk associat#t accounts receivable arising from sales toroajor customers For the fiscal year end
June 30, 2014, one customer represented approxyn2ies of revenue. This customer represented apmaiely 13%, or $599 thousand,
the total accounts receivable balance at June@B4. For the fiscal year ended June 30, 2013, os®mer represented approximately 22¢
revenue. This customer represented approximately 86$638 thousand, of the total accounts receévélance at June 30, 2013. For
fiscal year ended June 30, 2012, two customergsepted approximately 30% of revenues. One ofubtomers was a major U.S. governn
agency which terminated January 31, 2012. We neagdversely affected by our dependeone limited number of high volume custom
Management believes that the risks are mitigatedipyhe contractual relationships with key cusers (ii) the high quality and reputatior
the Company and its solution offerings and (iii¢ tbontinued diversification of our solution offegginto additional markets outside of
traditional customer base.

We currently transport (from the patient or usethie Companys facility) the majority of our solution offeringssing USPS; therefore, ¢
longterm interruption in USPS delivery services wouisrapt the return transportation and treatment elgnof our business. Postal deliv
interruptions are rare. Additionally, since USPSptyees are federal employees, such employees magydhibited from engaging in
continuing a postal work stoppage, although thare lme no assurance that such work stoppage cavoled. We also have an arranger
with UPS whereby UPS transports our TakeAway Rego8gstem™ line of solution offerings. The abiltty ship items, whether through
USPS or UPS, is regulated by the government amdetlagencies. Any change in regulation restrictivegshipping of medical waste, u
healthcare materials or unused or expired dispepbedmaceuticals through these channels would bém#mtal to our ability to condu
operations.

We maintain relationships with multiple raw matésiauppliers and vendors in order to meet custaieerands and assure availability of
products and solutions. With respect to the Sh&psovery System™ (formerly Sharps Disposal by Mgistem® ) solutions, we own &
proprietary molds and dies and utilize three cantraanufacturers for the production of the primaayw materials. We believe that alterna
suitable contract manufacturers are readily aviglad meet the production specifications of ourdueis and solutions. We utilize natic
suppliers such as Herman Packaging and R & D Mslflar the majority of the raw materials used in other products and solutions
international suppliers such as Ashoka Companyitwh-It™ IV Poles.
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INTELLECTUAL PROPERTY

We have a portfolio of trademarks and patents, lgpnted and pending. We consider our trademarkmitant in the marketing of ¢
products and services, including Sharps Disposallay System®, TakeAway Environmental Return System™, Completedi&® Collectiol
and Disposal System, ComplianceTRAC, Sharps®® MWMS™, Pitch-It IV™ Poles, Trip LesSystefn GREEN Waste Conversion Proces:
and PELLADRX™ among others. With respect to our registerearksy we continue using such marks and will filé mécessai
documentation to maintain their registrations fog foreseeable future. We have a number of patesied, including those applicable to
PELLA-DRX waste conversion process (patent numht$s8,163,045, US 8,100,989, US 8,268,073 and U&04%84), our Sharps Seclite
Needle Collection and Containment System™ (patembers US 8,162,139 and US 8,235,883), our uniceségd features related to
TakeAway Environmental Return System™ dafpboxes (patent number US 8,324,443) and our QetmiNeedle™ Collection & Dispos
System (patent number US 4,463,106). We have anfpaending on our Medical Waste Management Syst8harps MWMS™ rap|
deployment system).

COMPETITION

There are several competitors who offer similaidaentical products and services that facilitate disposal of smaller quantities of med
waste. There are also a number of companiesabasfspecifically on the marketing of products aadrices which facilitate disposal throi
transport by the USPS (similar to the Compamytoducts). These companies include (i) smalleafe companies or (ii) divisions of lar
companies. Additionally, we compete, in certain ke#s, with Stericycle, the largest medical wastmpany in the country, which focu:
primarily on a pick-up service business model. Wifite addition of the route-based pigi-services offered through a network of medica
hazardous waste services providers, the Compaimyvbslit is better positioned, with its compreheasnedical waste management offering
compete with Stericycle. As Sharps continues tovgand increase awareness of the proper disposajrofges and unused medication
could face additional and possibly significant cesipon. We believe our comprehensive line of gnowsolution offerings, comprehens
medical waste management service offerings, fimten advantages, excellent industry reputatiomieant history of market and custor
success, quality solutions and products, as welbwscapabilities as a vertically integrated pragtuof products and services, provi
significant differentiation in the current competit market.

GOVERNMENT REGULATION

Sharps is subject to extensive federal, state pahafzal laws, rules and regulations. We are reguio obtain permits, authorizations, appro
certificates and other types of governmental pesimisfrom the EPA, the State of Texas and the Igoakrnments in Carthage, Texas \
respect to our facilities. Such laws, rules andilaipns have been established to promote occuptsafety and health standards and ce
standards have been established in connection thwithhandling, transportation and disposal of certgpes of medical and solid was
including transported medical waste. Our estimateaual costs of complying with these laws, regatetiand guidelines is currently less 1
$200,000 per year. In the event additional lawgswr regulations are adopted which affect ourirass, additional expenditures may
required in order for Sharps to be in compliancéhwuch changing laws, rules and regulations.

COMPLIANCE WITH ENVIRONMENTAL LAWS

In November 2005 and September 2009, the EPA anddlas Commission on Environmental Quality proratdd new regulations under
Clean Air Act and associated state statutes whifdttathe incineration portion of our operationtbe treatment facility located in Carthe
Texas. These regulations modified the emissiontdirmand monitoring procedures required to operatdnaineration facility. These ne
regulations and the recent receipt of a Title Vhgerequired additional emissiomslated monitoring equipment and compliance. Suange
required us to incur capital expenditures, whiclkiehbeen reflected in cash flows from investing\ati¢is in the Companyg consolidate
statement of cash flows, in order to meet the reguents of the new regulations.

ITEM 1A. RISK FACTORS
We may be unable to manage our growth effectively.

We continue to experience core revenue growth ifmaf year 2014, as we saw the benefits of our etandy activities in all of our targ
markets. Revenue increased more than 23% to $2@iémfor the fiscal year ended June 30, 2014 eniby targeted telemarketing initiati
and promotional activities in the professional nedrkcontinued roll-out of new patient support peogs in the pharmaceuticalarket, increas:
in the retail market due primarily to flu shot teld business and marketing initiatives around thady treatment services in the environme
market. The increase in revenue and execution of our grastiltegies has placed and will continue to plagaificant demands on o
financial, operational and management resourcestder to continue our growth, we may need, at spoiet, to add operations, administra
and other personnel, and may need to make addifiovestments in the infrastructure and system®ré&ttan be nassurance that we will
able to find and train qualified personnel, do sadimely basis, or expand our operations aneerysto the extent, and in the time, required.
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The loss of the Company’s senior executives coufget the Company’s ability to manage the busingssefitability.

Our growth and development to date has been lardebendent on the active participation and leadershits senior management te
consisting of the Company’CEO and President, Senior Vice President of S&lee President and CFO, Vice President of Openatian:
Vice President of Quality Assurance. We believé tha continued success of the business is ladgggndent upon the continued employr
of the senior management team and has, therefpentéred into individual employment arrangemaenmith key personnel and (ii) approved
Executive Officer Incentive Compensation Plan fartigipation by certain senior management membemsrder to provide an incentive
their continued employment with the Company. Thplamned loss of one or more members of the serdmragement team and our inabilit
hire key employees could disrupt and adversely anffee Company'’s ability to execute its business pl

The Board of Directors oversees CEO and senior geanant succession planning. The process focusdsuitting management dep
considers continuity and stability within the Compaand responds to Shargs/olving needs and changing circumstances. ThedBa@gprove
continuity plans for the CEO and senior managerseatession planning to enable the Board to respopthnned or unexpected vacancie
key positions. The Board considers optimizing thgaing safe and sound operation of the Companyn@niiizing any potential disruption
loss of continuity to our business and operatiang avaluates the plan.

Our business is dependent on a small number of oustrs. To the extent we are not successful in wimniadditional business mandat
from our government and commercial customers orratiting new customers, our results of operationsdafinancial condition would b
adversely affected.

We are dependent on a small group of customeraddiition, there is a concentration of credit riska@ciated with accounts receivable ari
from sales to our major customers. For the fisadryended June 30, 2014, one customer represegmpeaxanately 20% of revenue$his
customerrepresented approximately 13%, or $599 thousantheofotal accounts receivable balance at Jun@@DBj. To the extent significe
customers are delinquent or delayed in paying oamgenot successful in obtaining consistent andtiaddl business from our existing and r
customers, our results of operations and finarziatlition would be adversely affected.

Aggressive pricing by existing competitors and #r@rance of new competitors could drive down then@any's profits and slow its growth.

There are several competitors who offer similaidentical products and services that facilitate disposal of smaller quantities of med
waste. There are also a number of companiesabasfspecifically on the marketing of products aadrices which facilitate disposal throi
transport by the USPS (similar to the Compamytoducts). These companies include (i) smalleaj@ companies or (ii) divisions of lar
companies. Additionally, we do compete, in certaiarkets, with Stericycle, the largest medical wastepany in the country, which focu
primarily on a pickdp service business model. As Sharps continuesaw gnd increase awareness of the proper dispdsarimges an
unused medications, it could face additional anssilady significant competition. As a result, weuttbexperience increased pricing press
that could reduce our margins. In addition, asexpand our business into other markets, the nuntyyee, and size of our competitors r
expand. Many of these potential competitors mayehgreater financial and operational resourceididy to reduce prices and ott
competitive advantages that could adversely impacturrent competitive position.

The lack of customer long-term volume commitmentautd adversely affect the Company’s profits anddtg growth.
Although we enter into exclusive contracts with thejority of our enterprise customers, these cotdrdo not have provisions for firm long-
term volume commitments. In general, customer pasehorders may be canceled and order volume leaelde changed or delayed v

limited or no penalties. Canceled, delayed or redymurchase orders could significantly affect duaricial performance.
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The Company is subject to extensive and costly fakjestate and local laws and existing or futuregelations may restrict the Company’
operations, increase our costs of operations antbjsat us to additional liability.

We are subject to extensive federal, state, andéal laws, rules and regulations. We are requicedbtain permits, authorizations, approv
certificates and other types of governmental pesioisfrom the EPA, Texas and the local governmantarthage, Texas with respect to
facilities. Such laws, rules and regulations hagerbestablished to promote occupational safetyhaatth standards and certain standards
been established in connection with the handlirangportation and disposal of certain types of gadind solid wastes, including transpo
medical waste. We believe that we are currentlgampliance in all material respects with all apatile laws and regulations governing
business, including the permits and authorizatiforsour incinerator facility. Our estimated annwadsts of complying with these la\
regulations and guidelines is currently less th2a@0$000 per year. In the event additional lawsswr regulations are adopted which affec
business, additional expenditures may be requiredrder for us to be in compliance with such chaggiaws, rules and regulatio
Furthermore, any material relaxation of any exgstiagulatory requirements governing the transpioriednd disposal of medical waste cc
result in a reduced demand for our products andcgsr and could have a material adverse effectunrevenues and financial condition. -
scope and duration of existing and future regufetiaffecting the medical and solid waste dispasdustry cannot be anticipated and
subject to change.

In November 2005 and September 2009, the EPA anddias Commission on Environmental Quality proratdd new regulations under
Clean Air Act and associated state statutes whifgttathe incineration portion of our operationtbe treatment facility located in Carthe
Texas. These regulations modified the emissiornitdiand monitoring procedures required to operaténaineration facility. These ne
regulations and the recent receipt of a Title Vhgerequired additional emissiomsfated monitoring and compliance. Such changesined) u:
to incur capital expenditures, which have beereotéld in cash flows from investing activities i tBompanys consolidated statement of c
flows, in order to meet the requirements of the negulations.

The inability of the Company to operate its treatmdacility would adversely affect its operations.

Our business utilizes a treatment facility for theper disposal or treatment of medical waste, usealth care materials and unu
pharmaceuticals. Our owned facility has both inctien and autoclave technologies in Carthage, §¢Ranola County). Sharps believe
operates and maintains the facility in compliancall material respects with all federal, state k@l laws and/or any other regulatory age
requirements involving treatment and disposal &eddperation of the incinerator and autoclave itgcil he failure to maintain the permits
the treatment facility or unfavorable conditionsi@ined in the permits or new regulations couldstatttially impair our operations and red
our revenues. During fiscal years 2013 and 201etbmpany, under an agreement with Daniels Shamsutdized four Daniels Sharpsm
treatment facilities located across the country tfee proper treatment of medical waste and usedthitesae materials generated by
customers. This has not only reduced the Compaeysn transportation costs but also provides hgctkreatment facility capabilities in 1
event of disruption at the Compasytreatment facility in Carthage, Texas. Any disiupin the availability of a disposal or treatméatility,
whether as a result of action taken by governmenttiorities, natural disasters or otherwise, wddde an adverse effect on our opera
and results of operations.

The handling and disposal or treatment of regulatecste carries with it the risk of personal injutg employees and others.

Our business requires us to handle materials thgthe infectious or hazardous to life and propartgther ways. Although our products i
procedures are designed to minimize exposure tethmeaterials, the possibility of accidents, leakd]s, and acts of God always exists. Hu
beings, animals or property could be injured, sigdeor damaged by exposure to regulated waste.iThign could result in lawsuits in whi
we are found liable for such injuries, and substhdamages could be awarded against us. Whileasny Giability insurance intended to co'
these contingencies, particular instances may otlratr are not insured against or that are inadetuatsured against. An uninsured
underinsured loss could be substantial and coupdinour profitability and reduce our liquidity.
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An inability to win additional government contractsould have a material adverse effect on our op@as and adversely affect our futu
revenue.

A material amount of our revenues were generatsglitih a contract with a major U.S. government agdaoc the period from March 20
through the contract’s termination in January 2@#aling $33 million. In the year subsequent te tontract’s termination, our Compamde
revenues experienced a decrease compared to mmitndp. Although the Company is attempting to secadditional U.S. Governme
contracts, there can be no assurances that sumttseffill be successful. All contracts with, obsontracts involving, the federal governn
are terminable, or subject to renegotiation, byapplicable governmental agency on 30 dawgice, at the option of the governmental age
If a material contract is terminated or renegotlate a manner that is materially adverse to us,reuenues and future operations couli
materially adversely affected.

As a government contractor, we are subject to esiga government regulation, and our failure to cotgpvith applicable regulations cou
subject us to penalties that may restrict our atyilto conduct our busines.

Governmental contracts or subcontracts involvingegomental facilities are often subject to specifi@curement regulations, contr
provisions and a variety of other requirementstirgdeto the formation, administration, performaracel accounting of these contracts. Mar
these contracts include express or implied ceatifims of compliance with applicable regulationsl aontractual provisions. If we fail
comply with any regulations, requirements or stedpbur existing governmental contracts or subectgrinvolving governmental faciliti
could be terminated or we could be suspended fromermment contracting or subcontracting. If onenare of our governmental contract:
subcontracts are terminated for any reason, oeiare suspended or debarred from government warkcowld suffer a significant reductior
expected revenues and profits. Furthermore, asudt ref our governmental contracts or subcontrastslving governmental facilities, clair
for civil or criminal fraud may be brought by thexgrnment for violations of these regulations, reguents or statutes.

The possibility of postal work interruptions and strictions on shipping through the mail would adveely affect the disposal or treatme
element of the Company’s business and have an aslwveffect on our operations, results of operaticarsd financial condition.

We currently transport (from the patient or usethe Companys facility) the majority of our solution offeringssing USPS; therefore, €
longterm interruption in USPS delivery services wouisrapt the return transportation and treatment elgnof our business. Postal deliv
interruptions are rare. Additionally, since USPSpiyees are federal employees, such employees magydhibited from engaging in
continuing a postal work stoppage, although tharele no assurance that such work stoppage carolied. As noted above, we entered
an arrangement with UPS whereby UPS transportsTakeAway Recovery System™ line of solution offeenghe ability to ship item
whether through the USPS or UPS, is regulated bygthvernment and related agencies. Any changegulagon restricting the shipping
medical waste, used healthcare materials or unaseapired dispensed pharmaceuticals through tbleaenels would be detrimental to
ability to conduct operations. Notwithstanding fbeegoing, any disruption in the transportationpodducts would have an adverse effec
our operations, results of operations and finaraaadition.

The Company’s stock has experienced, and may cargito experience, low trading volume and price udlty.

Our common stock has been listed on the NASDAQ t@aparket (“NASDAQ") under the symbol “SMEDSince May 6, 2009. The da
trading volumes for our common stock are, and nayioue to be, relatively small compared to maryeotpublicly traded securities. Sit
trading on the NASDAQ, our average daily tradindgunoe has been approximately 65,000 shares. It naagfifficult for to sell shares in t
public market at any given time at prevailing psicand the price of our common stock may, therefoeesolatile.

ITEM 1B. UNRESOLVED STAFF COMMENTS
As of the date of this report, we do not have amesolved staff comments.

ITEM DESCRIPTION OF PROPERTY
2.

Sharps leases 170,489 square feet of space in ¢fguBexas and Atlanta, Georgia. Sharps has manmiagi assembly, distribution a
warehousing operations on Reed Road in Houstonasleand corporate offices on Kirby Drive in Houstdexas. In August 2012, t
Company executed an agreement with the Atlantéditiatandlord reducing its obligation under the deafor the 51,000 square foot facility
approximately 20,000 square feet effective Septerib2012. In February 2013, the Company suble#sedemaining portion of the Atlar
facility effective February 1, 2013. The leasevi@rehouse space in Houston, Texas was extendesh@2D14. The Comparsyleases expi
from January 2015 to August 2020 with options toexe the leases for warehouses for 5 years andffoe space for 10 years.
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We own and operate a fullyermitted facility in Carthage, Texas that houses rocessing and treatment operations in an etins2,00
square foot building on 4.5 acres of land. Thelitgds permitted to process 100 tons per day oflived, pharmaceutical and other health
related waste. The incinerator at the facility isrently permitted to treat 40 tons per day of reipdl solid waste with 10% of this amo
identified as applicable to healthcare facility gexted medical waste while the autoclave is capabkeeating up to eight tons per day

medical waste.

ITEM LEGAL PROCEEDINGS

3.

None.

ITEM MINE SAFETY DISCLOSURES

4,

Not applicable

ITEM MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS, ANDI
PURCHASES OF EQUITY SECURITIES

5.

Market Information : Beginning May 6, 2009, the Company’s common stoak been quoted on the NASDAQ under the symbolEBNM
Previously, the Company’s common stock was quotedhe over-the-counter (“OTC”) Bulletin Board undde symbol “SCOM”. Since
trading on the NASDAQ, the Compasytommon stock had an average trading volume afoappately 65,000 shares traded per month.
table below sets forth the high and low closinggsiof the Compang’common stock on the NASDAQ (July 1, 2012 throAglyust 25, 201«

for each quarter within the last two fiscal years.

Stockholders: At August 25, 2014, there were 15,290,Gtres of common stock held by approximately 27dere of record. The le
reported sale of the common stock on August 254 2@ds $4.44 per share.

Dividend Policy : The Company has never declared nor paid any diaglends on its common stock. The Company curyentends to reta
its cash generated from operations for working teagiurposes and to fund the continued expansioitsdfusiness and does not antici|
paying any dividends on our common stock in thegeeable future.

Fiscal Year Ended June 30, 201
First Quartel

Second Quarte

Third Quartel

Fourth Quarte

Fiscal Year Ending June 30, 201
First Quarte!

Second Quarte

Third Quartel

Fourth Quarte

Fiscal Year Ending June 30, 201!
First Quarter (August 25, 201
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Issuer Purchases of Equity Securities: On January 7, 2013, the Company announced thBbiard of Directors approved a stock repurc
program effective January 3, 2013, authorizingGoenpany to repurchase in the aggregate up to 8®mif its outstanding common stc
over a twoyear period. The shares would be purchased froma tb time on the open market or in privately nigetl transactions, at |
Company's discretion, in each case, in compliantie Rule 10b18 under the Securities Exchange Act of 1934, asnaled, subject to marl
and business conditions, applicable legal requirgmesxplicit blacksut dates and other factors. The purchases wilfubeed using tt
Company's available cash balances and cash gethérame operations. The program does not obligageGbmpany to acquire any partict
amount of common stock and may be modified, susgpeiod terminated at any time at the Company's eligar in accordance with Rule 10b-
18.

During the three months ended June 30, 2014, Sheppschased no shares. As of June 30, 2014, dpmtely $2.3 million remained of @
$3.0 million repurchase program.

Corporate Performance Graph*: The graph compares the cumulative total return, t®ck price appreciation) on the Compangbmmo
stock from the first day it began trading on the 3BAQ and each year thereafter with the cumulattal treturn for the same period on
NASDAQ Small Cap Index and the Dow Jones US WasteRisposal Services Index. The graph assumeshitd was invested on May
2009 in our common stock and in the stock represkby each of the two indices.

Comparison of 5 Year Cumulative Total Return
Assurnes nitial lrvestment of $100
June 2014
=g Sharps Compliance Corp. s [ RS0 MG Small Cap Index DowJones US Waste and Disposal Services Index
25000
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.00 . . : |
2 3 A 4 ) =
d\rﬁb@ Q\ r'P"\ nl? {19'\ § {19'\ QS\ q’Q‘\ G\"LQ\
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*The Corporate Performance Graph and related irdition shall not be deemed "soliciting material'terbe "filed" with the SEC, nor sh
such information be incorporated by reference antg future filing under the Securities Act or thecBange Act, except to the extent that
specifically incorporate it by reference into stiding.

Securities Authorized for Issuance under Equity Comensation Plans:
The following equity compensation plan informatierprovided as of June 30, 2014:

Number of securities
remaining available for
Number of securities Weighted average  future issuance under
be issued upon exerc  exercise price of equity compensation plar
of outstanding option outstanding option (excluding securities

Plan Categor warrants and right warrants and right  reflected in column (g
(@) (b) (c)

2010 Stock Plan as approved by shareholders (: 589,99 $ 3.82 139,26

1993 Stock Plan as approved by shareholder 364,91 4.82 269,49:

Total 959,91: 4.2C 408,76:



Notes:

(1) Represents stock options issued under thepSHaompliance Corp. 2010 Stock Plarthe 2010 Stock Plan which was approvet
shareholders in November 2010 is intended to replae 1993 Stock Plan.

(2) Number of securities to be issued and weiglateztage exercise price include the effect of 15gl8#res of restricted stock issued tc
Board of Directors.

(3) Represents stock options issued under the $88k Plan.
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ITEM SELECTED FINANCIAL DATA
6.

The following selected historical financial datsshHzeen derived from our audited financial statesyand should be read in conjunction \
the historical Consolidated Financial Statementsrafated notes (in thousands except earningshaee slata):

For the Year Ended June 30

2014 2013 2012 2011 2010

Revenue: $ 26,57C $ 2153 $ 21,787 $ 19,39 $ 39,15¢
Operating Income (Los: $ 96t $ (2,709 $ (2,52) $ (4,53¢) $ 14,39¢
Net Income (Loss $ 95€¢ $ 2,719 $ (3,620 $ (2,97 $ 9,35¢
Net Income (Loss) per shal

Basic $ 0.0€ $ (0.16) $ 0.2 $ 0.20 $ 0.6€

Diluted $ 0.0¢ $ (0.12¢) $ 029 % 0.200 $ 0.6%
Total Asset: $ 26,46. $ 2553. $ 27,63t $ 30,59¢ $ 31,63:
Total Debt $ - $ - $ - $ - $ -
Cash and Cash Equivalel $ 13,717 $ 1550 $ 17,49¢ $ 18,28 $ 18,06¢
Working Capital $ 17,88¢ $ 16,64: $ 18,607 $ 20,22¢ $ 21,617
Total Stockholders' Equit $ 21,90 $ 21,07C $ 23,18( $ 25,86F $ 26,94:

ITEM MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS
7.

The discussion and analysis presented below shiogldead in conjunction with the consolidated finahstatements and related ne
appearing elsewhere in this Annual Report on FaBAK1 See “Information Regarding Forward Lookingi®tnents.”
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RESULTS OF OPERATIONS

The following analyzes changes in the consolidajeerating results and financial condition of thenpany during the twelve months en
June 30, 2014, 2013 and 2012, respectively. Theviolg table sets forth, for the periods indicatedstain items from the Compasy’
Consolidated Statements of Operations (dollarbdnsands except for percentages expressed asemiagye of revenues ):

Year Ended June 30

2014 % 2013 % 2012 %
Revenues $ 26,57( 100.(% $ 21,53( 100.(% $ 21,78 100.(%
Cost of revenues 17,58 66.2% 15,18: 70.5% 15,24¢ 70.(%
Gross profit 8,98¢ 33.8% 6,34 29.5% 6,541 30.(%
SG&A expenst¢ 9,10(¢ 34.2% 8,61¢ 40.(% 8,60¢ 39.5%
Legal settlemer (1,539 (5.8%) - 0.C% - 0.C%
Depreciation and amortization 462 1.7% 437 2.C% 45% 2.1%
Operating income (loss) 96& 3.€% (2,709 (12.€%) (2,52)) (11.€%)
Other income 24 0.1% 12 0.1% 23 0.1%
Income (loss) before income tax 98¢ (2,697) (2,499
Income tax expense 33 0.1% 15 0.1% 1,128 5.2%
Net income (loss $ 95€ 3.6 $ (2,717 (12.€%) $ (3,62)) (16.€%)

YEAR ENDED JUNE 30, 2014 AS COMPARED TO YEAR ENDEDJUNE 30, 2013

Total revenues for the fiscal year ended June @04 »f $26.6 million increased by $5.0 million,28.4%, from the total revenues for the fi
year ended June 30, 2013 of $21.5 million. Billilbysmarket are as follows (in thousanc

Year Ended June 30
2014 2013 Variance
(Unaudited)  (Unaudited)  (Unaudited)

BILLINGS BY MARKET:

Home Health Car $ 7,251 $ 6,721 $ 53C
Retail 6,40¢ 5,041 1,36¢
Professiona 5,311 3,86¢ 1,44¢
Pharmaceutical Manufactur 3,73¢ 2,41¢ 1,32
Assisted Living 1,71 1,57¢ 137
Environmenta 75E 182 572
Core Governmer 49t 732 (237)
Other 941 75E 18¢

Subtotal 26,60 21,28 5,32¢
GAAP Adjustment * (37) 247 (284)

Revenue Reported $ 26,57( $ 21,53( $ 5,04(

*Represents the net impact of the revenue recagmniddjustment required to arrive at reported gelyeecepted accounting princip
(“GAAP”) revenue. Customer billings include all invoicedoamts associated with products shipped during #wéog@ reported. GAA
revenue includes customer billings as well as nooerdjustments necessary to reflect, (i) the dafef a portion of current period sales

(ii) recognition of certain revenue associated witbducts returned for disposal or treatment. difference between customer billings

GAAP revenue is reflected in the Company’s constéid balance sheet as deferred revenue. See NB&v8nue Recognition” inNotes t
Consolidated Financial Statements”.

This Annual Report on Form 1K-contains certain financial information not dedven accordance with GAAP, including customer hl
information. The Company believes this informatisnuseful to investors and other interested paréie customer billings represents
invoiced amounts associated with products shippeihgl the period reported. Such information shawdtibe considered as a substitute for
measures derived in accordance with GAAP, and noayp@ comparable to other similarly titted measuwresther companies. Reconciliat
of this information to the most comparable GAAP mas is included above.
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The increase in revenues is primarily attributabléncreased billings in the Professional ($1.4lioml), Retail ($1.4 million), Pharmaceuti
Manufacturer ($1.3 million), Environmental ($0.6llioh) and Home Health Care ($0.5 million) markefhe increase in billings was parti
offset by decreased billings in the Core Governn(®@t2 million) market. The increase in Profesalamarket billings is a result of contint
targeted telemarketing initiatives and promotioaeétivities to educate doctors, dentists, veteramegiand other healthcare professionals :
the significant cost advantage and convenienceeflompany’s ShargsRecovery mailback system when compared with thditiomal pick-
up service for the small quantity generator secfbe increase in Retail market billings is duertoréases in flu shot related business. F
pharmacies are increasing the amount and varieiealthcare services they provide and this segnepnésents a lontgrm growth driver ar
key competitive advantage, given Sharpstimated 75% market share in this segment. Thease in Pharmaceutical Manufacturer m:
billings is due to the continued rollout, includimgsupply orders, of several patient support pmograThe programs include the dii
fulfillment of the Sharp€ Recovery System to the pharmaceutical manufacsiprogram participants which provides the propertaioment
return, and treatment of the needles or injectiewiaks utilized in therapy. The increase in HomaltheCare market billings is due to
timing of distributor purchases. The increase iviEBmmental market billings was driven by focusedrketing initiatives around third pa
treatment services which are starting to gain imactThe decrease in Core Government billings waes to distributor sales of $0.2 million
the prior year to a major U.S. agency to facilitiée launch of our solutions in selected militaasés.

Cost of revenues for the year ended June 30, 20$4706 million was 66.2% of revenues. Cost oferaves for the year ended June 30,
of $15.2 million was 70.5% of revenue. The higheyss margin for the year ended June 30, 2014 @PB83Fversus 29.5% for the year en
June 30, 2013) was due to the leverage gainedliigher revenue.

Selling, general and administrative (“SG&ABxpenses for the year ended June 30, 2014 and &6 $9.1 million and $8.6 millio
respectively. SG&A for fiscal year 2014 was negalivimpacted by legal expenses of $0.3 milliontetlao our claim to the CDC related to
termination of the government contract and severaosts of $0.1 million for a former officer of tmmpany. SG&A for fiscal year 2013 v
negatively impacted by severance costs of $0.4anillor a former officer of the Company. Excluditftese unusual items, SG&A expe
increased $0.3 million due to increased sales aatteting-related spending.

The Company generated operating income of $1.0amifbr the year ended June 30, 2014 compared tparating loss of $2.7 million for t
year ended June 30, 2013. Operating income foyghe ended June 30, 2014 was positively impacgeal $1..5 million legal settlement rela
to the Company claims against the U.S. government related tondract termination. In addition to the legal lsgttent, the improvement
operating income resulted from higher billings aamith improved gross margin as a result of greafmrating leverage gained from hig
revenue (discussed above).

The Company generated income before income tax&4.6f million for year ended June 30, 2014 versissa before income taxes of $
million for the year ended June 30, 2013. Incorafote income taxes was positively impacted by thé $nillion legal settlement and otl
improvement in operating income (discussed above).

The Companys effective tax rate for the year ended June 3D4 2as 3.3% reflecting primarily estimated stamine taxes. The effective
rate for the year ended June 30, 2013 was (0.6B). Clompanys net deferred tax assets have been fully resdryedtax valuation allowanc
The Companys tax expense associated with taxable gains dtnegear ended June 30, 2014 and tax benefit aésdaivith taxable loss
during the year ended June 30, 2013, was offsatdsferred tax valuation allowance.

The Company generated net income of $1.0 milliory&ar ended June 30, 2014 compared to a net f&g& O million for the year ended Jt
30, 2013. Net income was positively impacted by #1.5 million legal settlement and other improvatne operating income (discus
above).

The Company reported diluted income per share df@fdr the year ended June 30, 2014 versus dilotesdper share of ($0.18) for year er
June 30, 2013. Diluted income per share was pesitimpacted by the $1.5 million legal settlemantd other improvement in net inco
(discussed above).
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YEAR ENDED JUNE 30, 2013 AS COMPARED TO YEAR ENDEDJUNE 30, 2012

Total revenues for the fiscal year ended June @03 &f $21.5 million decreased by $0.3 million,102%, from the total revenues for the fi
year ended June 30, 2012 of $21.8 million. Billihgsmarket are as follows (in thousanc

Year Ended June 30,
2013 2012 Variance
(Unaudited)  (Unaudited)  (Unaudited)

BILLINGS BY MARKET:

Home Health Car $ 6,721 $ 6,85¢ $ (13%)
Retail 5,041 5,25¢ (218
Professiona 3,86¢ 3,01¢ 844
Pharmaceutical Manufactur 2,41: 2,12¢ 284
Assisted Living 1,57¢ 1,307 26¢
Environmenta 182 132 50
Core Governmer 732 41¢€ 31z
Other 75E 982 (227)
U.S. Government Contract - 1,68¢ (1,68¢)

Subtotal 21,28: 21,78¢ (505)
GAAP Adjustment * 247 (1) 24¢

Revenue Reported $ 21,53( $ 21,787 $ (257)

*Represents the net impact of the revenue recagniidjustment required to arrive at reported gélyeecepted accounting princip
(“GAAP”) revenue. Customer billings include all invoicedoamts associated with products shipped during #wog reported. GAA
revenue includes customer billings as well as nooeradjustments necessary to reflect, (i) the difef a portion of current period sales
(ii) recognition of certain revenue associated witbducts returned for disposal or treatment. difierence between customer billings
GAAP revenue is reflected in the Company’s consdéd balance sheet as deferred revenue. See NB&v&nue Recognition” inNotes t(
Consolidated Financial Statements”.

This Annual Report on Form 1K-contains certain financial information not dedvian accordance with GAAP, including customer hijl
information. The Company believes this informatignuseful to investors and other interested paréis customer billings represents
invoiced amounts associated with products shippeihd the period reported. Such information shawdtibe considered as a substitute for
measures derived in accordance with GAAP, and noaya comparable to other similarly titled measwksther companies. Reconciliat
of this information to the most comparable GAAP sweas is included above.

The decrease in revenues is primarily attributébléecreased billings in the U.S. Government Ceni{®l.7 million) and Retail ($0.2 millio
markets. These decreases in billings were partiafiset by increased billings in the Professio(®0.8 million), Core Government ($(
million) and Pharmaceutical ($0.3 million) marketsS. Government Contract billings are associatid ithe Companys contract with a maj
U.S. government agency announced in February ZDB8.decrease in the U.S. Government contract mdwikitgs is associated with t
January 31, 2012 termination of the maintenancdigyoiof a U.S. Government contract with the Divisiof Strategic National Stockp
(“"DSNS") of the Centers for Disease Control (“CDCThe decrease in Retail billings was primarily doghe timing of customer orders ar
new program launch in the prigear period of the TakeAway Environmental Returst&mn™ solutions. These decreases in the Retalat
were partially offset by higher sales of the Corntpleedle Collection & Disposal System™ in the entrfiscal year. The increase in

Professional market billings was a direct resulthef Companys targeted telemarketing initiatives and promoti@ivities to inform doctor
dentists and veterinarians of the significant @ebtantage and convenience of the Company’s SKRaResovery System when compared \
the traditional pickip service in the small quantity generator secibe Professional market was also positively impadig JMA relate
business during the current year. The increaséenQore Government market billings reflects distidio sales to a major U.S. agenc
facilitate the launch of our solutions in selectaditary bases. The increase in the Pharmaceutiaaket billings is due to the timing

customer orders including resupply orders from s®veatient support programs. The programs inclirdedirect fulfillment of the Shargs
Recovery System to the pharmaceutical manufactupeogram participants which provides the proper aimmhent, return and treatment of
needles or injection devices utilized in therapy.

Cost of revenues for the year ended June 30, 20$3%2 million was 70.5% of revenues. Cost oferaves for the year ended June 30,
of $15.2 million was 70.0% of revenue. The lowesss margin for the year ended June 30, 2013 &¥2%versus 30.0% for the year en
June 30, 2012) was due to ongoing facility cost$@f million, or 120 basis points, associated vifitt maintenance portion of the L
government contract that was terminated as of Jgria 2012.

Selling, general and administrative (“SG&A&xpenses for the year ended June 30, 2013 and e $8.6 million. SG&A for fiscal ye
2013 was negatively impacted by severance costs flmmmer officer of the Company of $0.2 million.
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The Company generated an operating loss of $2liomfbr the year ended June 30, 2013 compared tmparating loss of $2.5 million for t
year ended June 30, 2012. The increase in opgiass is a result of lower billings in fiscal yed¥13 (discussed abow

The Company generated a loss before income tax82.@f million for year ended June 30, 2013 versissa before income taxes of $
million for the year ended June 30, 2012. The iaseein loss before income taxes is a result ofghdni operating loss in fiscal year 2!
(discussed above).

The Companys effective tax rate for the year ended June 303 2@as (0.6%) reflecting estimated state incomedaompared to 45.0%
the year ended June 30, 2012. During the year eddee 30, 2012, the Company recorded $2.0 millioastablish a deferred tax valua
allowance on net deferred tax assets. The Compday’ benefit associated with taxable losses dutiegyear ended June 30, 2013 was ¢
by a deferred tax valuation allowance of $0.9 wiili Excluding the impact of the valuation allowanttee effective tax rate benefit v
relatively flat at 33.6% for the year ended JungZ813 compared to 33.5% for the year ended Jun2@®.

The Company generated a net loss of $2.7 millioryéar ended June 30, 2013 compared to a net fd&&3.® million for the year ended Jt
30, 2012. The improvement in net loss was primatile to the decrease in the deferred tax valuailomvance recorded in fiscal year 2!
compared with fiscal year 2012 (discussed above).

The Company reported diluted loss per share ofl@Cor the year ended June 30, 2013 versus dilotedper share of ($0.24) for year er
June 30, 2012. The improvement in diluted lossspere is a result of a lower net loss (discusseslegb

PROSPECTS FOR THE FUTURE

The Company continues to take advantage of the rappgrtunities in the markets served as profestiffiaes, retail pharmacies and clini
communities, assisted living and loterm care facilities, home healthcare companiessewmers, pharmaceutical manufacturers, goverr
agencies, health care facilities, individual sejéctors and commercial organizations become naovare of alternatives to the traditio
methods of management of medical sharps waste,hesdthcare materials and unused dispensed mexisati

The Companys growth strategies are focused on the Retail, iR@iegutical, Professional, Assisted Living, Home IHed&are an
Environmental markets. The Company believes itsvft@pportunities are supported by:

« Anincrease in the number of used needles imprpuisposed of outside the large healthcare setthtjinto the solid was
system to 7.8 billion each year (tripled volume othe past ten years) and an increase in the nuoflbeelfinjectors in th
country to 13.5 million over the same peri

- An estimated 800,000 doctors, dentists, veterinarialinics, tattoo parlors and other businessalencountry that gener:
smaller quantities of medical waste, including usgdnges to whom we offer a lower cost alternativéhe traditional pick-
up service. The Company addresses this market finandirections: (i) field sales which focuses amger dollar and nation-
wide opportunities where we can integrate the rbateed pickdp service along with our mailback solutions toatee:
comprehensive medical waste management offering(ignishside and online sales which focus on thdividual or sma
group professional office:

o An estimated 40% of the four billion dispensed mation prescriptions which go unused every yeath& United State
generating an estimated 200 million pounds of udusedication waste

« The pace of regulation of sharps and unused dispem&dications disposal which is gaining momentuivoth the state a
federal level as of June 30, 2014, approximately 46 percent 8f titizens live in states that have enacted latjisi or stric
guidelines mandating the proper disposal of hommgded used syringes while 67 percent live irestétiat have enacted
proposed legislation mandating the proper disposhbme generated dispensed unused medicationtheFusince 2009, tl
federal government, nine states and several cauhi&e introduced legislation requiring manufaatuesponsibility fo
consumer generated unused medications. Stateategulagencies are also addressing this issue nwitheé regulate
industry. Multiple states now require healthcarevjers to avoid sewer and trash disposal of mazardous unus
medications within their facilities. States sushGalifornia, Washington and Minnesota have reguagsessment and pro
treatment by a medical waste disposal company éarsy However, other states such as Colorado & are no\
requiring even small healthcare providers to segfeeginused medications for proper disposal. Initiadg states al
beginning to more closely scrutinize generatorsrréhg through reverse distribution unused medicetithat are actua
waste pharmaceuticals and should be disposedsafciss
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« The number of U.S. retail clinics is projected mzrease significantly, expecting business to irexe20%25% per yea
driven by the increasing demand of newly insuretieptés under healthcare reform as well as patiedking for mort
convenient care. The two leading retail pharmaiethe country are emphasizing their efforts tovgtbeir capability as
low cost provider of health care services for mbnenic conditions. The number of pharmacistsomatide trained to deliv
vaccines has quadrupled since 2007. Vaccineseaffer retail clinics include season flu programswesl as year rour
programs for pneumococcus, shingles, pediatric imnations, HPV and international trav

« The changing demographics of the U.S. populatione out of five Americans will be 65 years or oltdgr2030, which wi
increase the need for casffective medical waste management solutions ealpedn the home healthcare and assisted li
markets;

« The change in delivery of healthcare (more healtie being administered in an alternate site) abagalncertainty created
the current state of healthcare; facts which aingrgdy more healthcare providers to increase efficies and reduce cos

« Over the past two years, the Company has develapestwork of medical and hazardous waste servigeigers includin
those with route based piclp services which allows us to serve the entire bh&lical and hazardous waste market. We
clients a blended product portfolio to effectivelgrget prospective customers with multi-site anditirrized location
including those that generate larger quantitiesneflical waste. The network has had a significasitiye impact on ot
pipeline of sales opportunities ever 60% of this pipeline is attributable to oppaities providing comprehensive we
management service offerings where both the mdilbad picl-up service are integrated into the offeri

« New solution offerings including the Complete Nexdl Collection and Disposal Syste (designed for the traditional under-
served home selfijector), the TakeAway line of products for unusedications (including TakeAway Environmel
Return System™), the Medical/Professional TakeAviRgcovery System and enhanced patient support pnegraitt
pharmaceutical manufacturers; ¢

« The Company’s strong financial position with a chglance of $13.7 million and no debt as of June28@4.
TERMINATED CONTRACT AND LEGAL SETTLEMENT

On January 29, 2009, the Company entered intoeayfaar contract with the United States DepartméRteterans Affairs, National Acquisitic
Center (“VA NAC"), to provide its Sharps® MWMS™ rapid-deployment solution designed to provide medicaltevasllection, storage a
treatment in the event of natural disasters, paimgmanmade disasters, or other national emergenciesppastiof the Centers for Dise:
Control, Division of Strategic National Stockpigharps@MWMS™ also incorporated warehousing, inventory nggmaent, training, data a
other services necessary to provide a comprehessluéon. Sharps performed under the contracutinaJanuary 31, 2012. On June 30, 2
the Company entered an agreement to settle itmglagainst the United States government and vadgascies related to the January -
termination of the Company’s February 2009 contwéitit the Centers for Disease Control and Preventi€DC”). The settlement agreem
resulted in a cash payment of $1.5 million whictsweceived by the Company in July 2014.
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LIQUIDITY AND CAPITAL RESOURCES
Cash Flow

Cash and cash equivalents decreased by $1.8 mitli¢i3.7 million at June 30, 2014 from $15.5 roilliat June 30, 2013 The decrease
cash and cash equivalents is primarily due toitheng of collections from orders related to billmgn June 2014, repurchased shares of
million, and capital expenditures and additiongtangible assets of $0.6 million (discussed below)

Accounts receivable increased by $2.1 million to/$4illion at June 30, 2014 from $2.6 million anéus0, 2013. The increase is due to tir
of billings and cash collections.

Inventory decreased by $0.3 million to $1.3 millianJune 30, 2014 from $1.6 million at June 30,30he decrease in inventory is due ti
inventory write-down of $156 thousand and the tignaf sales and adjustment of inventory levels tdlifate customer orders.

Working capital increased $1.3 million to $17.9lroit at June 30, 2014 from $16.6 million at June 3W13. Working capital was positivi
impacted by a $1.5 million legal settlement recbligaat June 30, 2014 related to the Compscldims against the U.S. government relatec
contract termination which was collected in JuljL20 The remaining change was due to reductiogash and cash equivalents and inver
offset by an increase to accounts receivable (d&siiabove).

Property, plant and equipment, net decreased &y dlion to $3.9 million at June 30, 2014 from &4nillion at June 30, 2013. The decre
in property and equipment is related to depreaia¢iwpense of $1.1 million, partially offset by dapexpenditures of $0.5 million. The cap
expenditures are attributable primarily to treattniacility improvements of $260 thousand, (ii) camgr and office equipment and cus
software programming of $30 thousand and (iii) nfaowring and assembly equipment including moldss é&nd printing plates of $1
thousand.

Stockholders’ equity increased by $0.8 million 819 million at June 30, 2014 from $21.1 millionJane 30, 2013. Stockholdeexjuity wa:
positively impacted by net income of $1.0 millidmat includes the $1.5 million legal settlement d&sed above. The remaining change
primarily attributable to stock repurchases of $fiBion offset in part by stock-based compensatd$0.4 million.

Off-Balance Sheet Arrangements

The Company was not a party to any off-balancetdnaesactions as defined in Item 303 of Regula8éf for the years ended June 30, 2
and 2013.

Contractual Obligations

The Company entered into noancelable operating leases for certain of oulifiacivehicle and equipment needs. These leasesvalk t
conserve cash by paying a monthly lease rentaldiease of facilities, vehicles and equipment rattien purchasing them. At the end of
lease, we have no furthebligation to the lessor. If the Company decidesaocel or terminate a lease before the end oéiits, the Compar
would typically owe the lessor the remaining lepagments under the term of the lease. The cont@hobligations related to minimum le.
payments under non-cancelable operating leaseslasn® 30, 2014 are as follows (in thousands):

Twelve Months Ending June 30
2015 2016 2017 2018 2019 Thereafter

Operating lease
obligations $ 738 3 52¢€ $ 631 $ 644 $ 65¢ $ 78¢
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Credit Facility

On January 28, 2014, the Company entered into ditcagreement with a commercial bank (“Credit Agneait”). The Credit Agreemer
which replaces the prior credit agreement which wascuted effective April 30, 2013 with another coencial bank (Prior Credi
Agreement”), provides for a twgear, $3.0 million line of credit facility, the preeds of which may be utilized for working capitatters o
credit (up to $500,000) and general corporate mepo Indebtedness under the Credit Agreementcisrestt by the Company’account
receivable and inventory with advances outstandirgny time limited to a Borrowing Base (as defiimethe Credit Agreement) equal to 8
of eligible accounts receivable plus 50% of eligiblventory. Borrowings bear interest at WSJ Pyimleich we estimate to be approxima
3.25% as of June 30, 2014.

The Company will pay a fee of 0.25% per annum anuhused amount of the line of credit. As of J@0e 2014, the Company had
outstanding borrowings, other than $335 thousaretiars of credit, which leaves $2.7 million oédit available.

The Credit Agreement contains affirmative and negatovenants that, among other things, requirecCthmpany to maintain a minimum le
of tangible net worth of $10.5 million and minimdiguidity of $5.0 million. The Company is in conigshce with all the financial covenants
of June 30, 2014. The Credit Agreement, which mgon January 28, 2016, also contains customamtewf default which, if uncured,
terminate the Credit Agreement and require immediapayment of all indebtedness to the lenders.

The Prior Credit Agreement, which was effectiveotigh January 28, 2014, provided for a ceshateralized $200,000 line of credit faci
with a maturity date of July 15, 2015. No amouetated to the Prior Credit Agreement were outstamds of June 30, 2014 other than le
of credit of approximately $110 thousand, whichiarthe process of being released.

Management believes that the Compangurrent cash resources (cash on hand) will bicisurt to fund operations for the twelve mor
ending June 30, 2015.

Treatment Facility

The Companys treatment facility in Carthage, Texas is curgemérmitted to process 100 tons per day. The imatoe at the facility i
currently permitted to treat 40 tons per day of mopal solid waste with 10% of this amount idergdfi as applicable to healthcare fac
generated medical waste. Approximately five yeais ¢he Company supplemented the treatment fdailagyisting incineration process with
autoclave system and technology capable of treatjdo eight tons per day of medical waste at @mesfacility. Autoclaving is a cost-
effective alternative to traditional incineratiomat treats medical waste with steam at high teniperaand pressure to kill pathogens.
autoclave system is utilized alongside the incitweréor day-today operations. The autoclave system is not imgaljethe EPA amend
Clean Air Act (discussed below). We believe that facility is one of only ten permitted commerciatilities in the United States capabile
treating all types of medical waste, used healthcaaterials and unused or expired dispensed maitisg(i.e., both incineration and autocl
capabilities).

In November 2005 and September 2009, the EPA anddias Commission on Environmental Quality proratdd new regulations under
Clean Air Act and associated state statutes whifdttathe incineration portion of our operationtbe treatment facility located in Carthe
Texas. These regulations modify the emission &insihd monitoring procedures required to operateénaimeration facility. These ne
regulations and the recent receipt of a Title Vhyierequired additional emissiomslated monitoring equipment and compliance. SuwEnge
required us to incur capital expenditures, whighraflected in cash flows from investing activitieghe Companys consolidated statement
cash flows, in order to meet the requirements efntéw regulations.

INFLATION

The Company does not believe that inflation has dadaterial effect on the results of operationsnguthe past three years. However, t
can be no assurance that the Company'’s busindssoivbbe affected by inflation in fiscal year 204/5d beyond.

CRITICAL ACCOUNTING POLICIES

Revenue Recognition The Company recognizes revenue from product saheswgoods are shipped or delivered, and title ekdof loss pas
to the customer except for those sales via muttieléverable arrangements. Provisions for certabates, product returns and discount
customers are accounted for as reductions in gali®® same period the related sales are recoRteduct discounts granted are based o
terms of arrangements with direct, indirect andeotharket participants, as well as market condstigmcluding prices charged by competit
Rebates are estimated based on contractual terstsri¢al experience, trend analysis and projectedaket conditions in the various mark
served. Service agreements which include a vem@dmaged inventory program include terms that nfeethill and hold”criteria and as su
are recognized when the order is completed aneégatgd in the Company’s warehouse.

24




Table of Content

The Company recognizes revenue in accordance wittagce on revenue recognition of multipleliverable revenue arrangements. U
this guidance, certain products offered by the Camyphave revenue producing components that argmémd over multiple delivery poir
(Sharps Recovery System™ (formerly the Sharps Belpby Mail System® ) and various TakeAway Environmental Return Systel
referred to as “Mailbacks” and Sharfp®ump and Asset Return Boxes, referred to as “PuetprRs”)and can consist of up to three sep:
elements, or units of measure, as follows: (1) ¢hke of the compliance and container system, (Rjmetransportation and (3) treatm
service.

In accordance with the relative selling price mehlogy, an estimated selling price is determinedalbdeliverables that qualify for sepatr
units of accounting. The actual consideration ikexkin a multipledeliverable arrangement is then allocated to thts lased on their relati
sales price. The selling price for the transpmtatevenue and the treatment revenue utilized {bérty evidence. The Company estimate
selling price of the compliance and container systeased on the product and services provided imgudompliance with local, state &
Federal laws, adherence to stringent manufactuaimy testing requirements, safety to the patientthedcommunity as well as storage
containment capabilities.

Revenue for the sale of the compliance and contasneecognized upon delivery to the customer, hictv time the customer takes title
assumes risk of ownership. Transportation revaauecognized when the customer returns the comg@iaand container system and
container has been received at the Commaawned or contracted facilities. The complianee eontainer system is mailed or delivered b
alternative logistics provider to the Compasywned or contracted facilities. Treatment reeeisi recognized upon the destructior
conversion and proof of receipt and treatment fgaieen performed on the container. Since the piatetion element and the treatn
elements are undelivered services at the poinnitéli sale of the compliance and container, trantsgtion and treatment revenue is defe
until the services are performed. The current lmdjterm portions of deferred revenues are determihesugh regression analysis i
historical trends. Furthermore, through regressioalysis of historical data, the Company has deterd that a certain percentage of
compliance and container systems sold may nottoenexd. Accordingly, a portion of the transpodatand treatment elements are recogr
at the point of sale.

Income Taxes The liability method is used in accounting f@ferred income taxes. Under this method, defaiardissets and liabilities
determined based on differences between finanepdrting and tax bases of assets and liabilitiesaae measured using the enacted tax
and laws that will be in effect when the differenese expected to reverse. A valuation allowas@siablished when it is more likely than
that some portion or all of the deferred tax asedtsnot be realized. The establishment of valoatallowances and development of proje
annual effective tax rates requires significangjuént and is impacted by various estimates. Botfitige and negative evidence, as well a:
objectivity and verifiability of that evidence, ¢®nsidered in determining the appropriatenessaufrding a valuation allowance on deferrec
assets.

StockBased CompensationT he Company accounts for stobised compensation under guidance which establetwsinting for equi
instruments exchanged for employee services. Uthieiguidance, stockased compensation cost is measured at the gremtldesed on tl
calculated fair value of the award, and is recogphias an expense over the employeefuisite service period (generally the vestiagqa o
the equity grant). Total stodkased compensation expense for the fiscal yeamdeduhe 30, 2014, 2013 and 2012, was $438 thoy$4s
thousand included in cost of revenues and $420stml included in general and administrative expemsehe Companyg' consolidate
statement of operations), $514 thousand ($21 tmaLisecluded in cost of revenues and $493 thousaddded in general and administra
expenses in the Compasytonsolidated statement of operations) and $786stnd ($68 thousand included in cost of revenunes$a 1¢
thousand included in general and administrativeeagps in the Compangbnsolidated statement of operations), respectivélye guidanc
requires any reduction in taxes payable resultiognftax deductions that exceed the recognized &nefit associated with compensa
expense (excess tax benefits) to be classifiednasding cash flows and as an increase to additioma in capital. The Company did
include any excess tax benefits in its cash flomesnffinancing activities for the fiscal years endhahe 30, 2014 and 2013nd include
approximately $0.1 million as of June 30, 2012.r Be years ended June 30, 2014 and 2013, excedsetefits were eliminated by 1
valuation allowance on deferred tax assets.
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RECENTLY ISSUED ACCOUNTING STANDARDS

In May 2014, guidance for revenue recognition westiéd which supersedes the revenue recognitiorireetents currently followed by t
Company. The new guidance provides for a single-dtep model to be applied in determining the amaunat timing of the recognition
revenue related to contracts with customers. The standard also requires additional financial steet disclosures that will enable user
understand the nature, amount, timing and unceéytaihrevenue and cash flows relating to custonmtracts. Companies have an optio
use either a retrospective approach or cumulafifiezteadjustment approach to implement the standBinére is no option for early adopti
The provisions of the new guidance are effectiveafinual reporting periods beginning after Decenil#r2016 (effective July 1, 2017 for
Company), including interim periods within that ogfing period. The Company is currently evaluatihg impact of the new guidance or
financial statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

The Company does not have exposure to signifigaan€ial market risk including commaodity price rigbreign currency exchange risk
interest rate risk. Management does not use derévatstruments. The Company has limited exposmightinges in interest rates due to its
of indebtedness. The Company maintains a credéeagent under which we may borrow funds in thertutthe Company does not curre
foresee any borrowing needs.

ITEM FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
8.

The consolidated financial statements of the Commard the notes thereto, and the related repothe@ifCompanys independent registel
public accounting firm thereon are referenced agpd-1 to F-19 and are included herein by referenc

ITEM CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
9.

None.
ITEM 9A.CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

The Company maintains "disclosure controls and guaces,” as such term is defined in Rule 18¢) under the Exchange Act, that
designed to ensure that information required tdibelosed in our Exchange Act reports is recorgeacessed, summarized and reported w
the time periods specified in the SEC rules anthfrand that such information is accumulated amdneonicated to management, incluc
the Chief Executive Officer (“CEO”) and Chief Fir@al Officer (“CFQO”), as appropriate, to allow timely decisions regardiequiret
disclosure. The Company conducted an evaluatian"@@valuation™), under the supervision and with plagticipation of the CEO and CFO,
the effectiveness of the design and operation ofd@closure controls and procedures ("Disclosunetf®ls™) as of June 30, 2014 pursuar
Rules 13a-15(e) and 15db(e) of the Exchange Act. Based on this Evaluatiioe CEO and CFO concluded that our Disclosureti@tsnwere
effective as of June 30, 2014.

Changes in Internal Controls

During the quarter ended June 30, 2014, there n@mhanges in the Companyihternal controls over financial reporting (asiked in Rule
13a-15(f) and 15d-15(f) of the Exchange Act), thave materially affected, or are reasonably likelynaterially affect the Comparsyinterna
control over financial reporting.

CEO and CFO Certifications

Appearing immediately following the Signatures g&tbf this report are certifications of the CEQldhe CFO. The Certifications are requ

in accordance with Section 302 of the SarbanesyQi&t of 2002 (the Section 302 Certifications). Fitem of this Annual Report on Form 10-
K, which you are currently reading is the informoaticoncerning the Evaluation referred to in theti®ac302 Certifications and tf
information, should be read in conjunction with Bection 302 Certifications for a more completearsthnding of the topics presented.
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Management's Report on Internal Control over Finangal Reporting

The Companys management is responsible for establishing aridtai@ing adequate internal control over financigorting, as such term
defined in Exchange Act Rules 13a-15(f) and 15¢). The Company's internal control over finahecgporting is a process designed to pro
reasonable assurance to our management and bodirdabrs regarding the reliability of financi&porting and the preparation of the finar
statements for external purposes in accordanceamitbunting principles generally accepted in théddnStates.

The internal control over financial reporting indés those policies and procedures that (i) petmithe maintenance of records thal
reasonable detail, accurately and fairly refleet titansactions and dispositions of the assetseo€Cttmpany; (ii) provide reasonable assur
that transactions are recorded as necessary toitpemparation of financial statements in accor@amith accounting principles gener:
accepted in the United States, and that receipiseapenditures of the Company are being made anlgctordance with authorizations
management and directors of the Company; andp(idyide reasonable assurance regarding preventigimely detection of unauthoriz
acquisition, use, or disposition of the Compangsets that could have a material effect on thenfiizd statements.

Because of its inherent limitations, internal colgtrover financial reporting may not prevent oregttmisstatements. All internal con
systems, no matter how well designed, have inhdimitations, including the possibility of humanrer and the circumvention of overridi
controls. Accordingly, even effective internal amhtover financial reporting can provide only reaable assurance with respect to finar
statement preparation. Also, projections of anyllat#on of effectiveness to future periods are sobjo the risk that controls may becc
inadequate because of changes in conditions, bthialegree of compliance with the policies orcpaures may deteriorate.

The Company’s management assessed the effectiveheése Companys internal control over financial reporting as ohd 30, 2014. |
making this assessment, it used the criteria sét fiy the Committee of Sponsoring Organizationshef Treadway Commission (COSO
Internal Contro-Integrated Framework (1992)Based on the assessment, the Comgamgnagement concluded that, as of June 30, 20
Company's internal control over financial reportimgs effective based on those criteria .
ITEM 9B. OTHER INFORMATION
None.

PART III
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPORATE GOVERN ANCE
The information required by this Item is incorp@herein by reference to the information underctiftion “Management” of the Registrant’
definitive Proxy Statement to be filed pursuanRegulation 14A with the SEC relating to its Annldeting of Stockholders to be held
November 20, 201

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Exchange Act, as amended,resjthe Companyg’ executive officers and directors, and persons bdweficially owi
more than 10% of the Compagsyequity securities, to file reports of securitynarship and changes in such ownership with the $Efiters
directors and greater than 10% beneficial owness afe required by SEC regulations to furnish tben@any with copies of all Section 1€
forms they file.

To the Company knowledge, based solely on review of the copfesiioh reports furnished to the Company, durindfifeal year ended Ju
30, 2014, all Section 16(a) filing requirementslaggble to its officers, directors and greater ti@&o beneficial owners were complied with.

The Audit Committee

The Audit Committee is comprised of certain direstof the Company who are not employees of the Gowyr any of its subsidiarie
Messrs. Zerrillo (Chairman) and Dalton, and Mmenfienbaum are the current members of the Audit Coimeni The Audit Committe
among other things, meets with the independentensdaind management representatives, recommeiigls Bpard of Directors appointmen
independent auditors, approves the scope of auwi¢gsim reviews and other services to be perfortmgthe independent auditors, approve
advance all permissible naudit services, considers whether the performaf@y professional services by the auditors othantservice
provided in connection with the audit function abuipair the independence of the auditors and vevithe results of audits and inte
reviews and the accounting principles applied mafficial reporting and financial and operationaltaaa. The independent auditors h
unrestricted access to the Audit Committee and wécea.
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The Board of Directors

The Companys Board of Directors has determined that Mr. Zlexig an independent director who qualifies as aditacommittee financii
expert, as that term is defined in Item 407(d){(by{i Regulation S-K.

The Companys Board of Directors adopted a Code of Ethics foofaour directors, officers and employees, asrd&f in Item 406 under t
Securities Act of 1933, as amended. The Compabgte of Ethics was previously an exhibit to the AairReport on Form 18: Individuals
may also request a free copy of the Company’s @ddethics from the Compang’investor relations department. Additionally, tbempan'
posted its Code of Ethics on its website ( www.phignc.com). The Company intends to disclose any amendmentsrtwaivers from, tt
provisions of its Code of Ethics within four busésedays of the amendment or waiver within Form 8-K.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorpe@dtherein by reference to the information undercdggtions “Management” andexecutive
Compensation” of the Registrasttefinitive Proxy Statement to be filed pursuantRegulation 14A with the SEC, relating to its Aal
Meeting of Stockholders to be held on November22d4.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this Item is incorp@etherein by reference to the information under d¢hptions Security Ownership
Management” and “Certain Beneficial Owners” of fRegistrants definitive Proxy Statement to be filed pursuanRegulation 14A with tt
SEC, relating to its Annual Meeting of Stockhold&rde held on November 20, 2014.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

The information required by this Item is incorpadtherein by reference to the information under dhption ‘Certain Relationships a
Related Transactions” of the Registrardefinitive Proxy Statement to be filed pursuanRegulation 14A with the SEC, relating to its Aal
Meeting of Stockholders to be held on November22d4.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is incorp@aterein by reference to the Registrauatefinitive Proxy Statement to be filed pursua
Regulation 14A with the SEC relating to its Annivgeting of Stockholders to be held on November22d4.

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

Exhibit Description of Exhibit
Number
2.1 Agreement and Plan of Reorganization between U&lid&l Systems, Inc., Sharps Compliance, Inc. em8tockholder

dated February 27, 1998 (incorporated by referéadexhibit 2.1 to the Registrant’s Current Repantfeorm 8K, filed
March 5, 1998)

3.1 Bylaws of Company (incorporated by reference fraxhigit 3.4 to Form 1-KSB, dated June 30, 199:

3.2 Amended and Restated Certificate of Incorporatibb).&. Medical Systems, Inc. (incorporated by refee from Exhib
3.5 to the Registra’s Transition Report on Form 10KSB40 filed on Seften?9, 1998)
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3.3

3.4

3.5
3.6

4.1
4.2

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

Certificate of Elimination of the Series A 10% Mudi Convertible Preferred Stock of Sharps Complia@mp
(incorporated by reference from Exhibit 3.6 to Fdr€-KSB, filed September 29, 199¢

Bylaws of Sharps Compliance Inc. (herein referr@éd the Corporation) dated May 23, 1994 (incorgordy referenc
from Exhibit 3.1 to Form -K, filed May 10, 2010)

Bylaws of Sharps Compliance Corp (incorporateddigrence from Exhibit 3.2 to Forn-K, filed May 10, 2010)
Amended and Restated Bylaws of Sharps Compliance €ated May 23, 1994 (incorporated by referendextaibit 3.2 tc
Form &K, filed November 19, 2011

Specimen Stock Certificate (incorporated by refeeginom Exhibit 4.4 to For-10-KSB, filed September 29, 199¢

See Exhibits 3.1, 3.2 and 3.3 for provisions of Bygaws of the Company, the Articles of Incorpooatiof the Compar
and the Certificate of Elimination defining thehtg of holders of common shar

Lease Agreement dated as of July 13, 2006, bet®aamps Compliance, Inc. and Warehouse Associatgso@e Centi
Kirby Il, Ltd. (incorporated by reference to ExHili0.1 to the Registrant’s Current Report on Forl, 8iled July 14
2006).

Lease Termination Agreement dated as of July 1362®etween Sharps Compliance, Inc., Warehouse cletst
Corporate Centre Kirby, Ltd. and Warehouse Assesidforporate Centre Kirby II, Ltd. (incorporated teference t
Exhibit 10.2 to the Registre’'s Current Report on Forn-K, filed July 14, 2006)

Letter Agreement by and between Sharps Compliamep.@nd Claude A. Dance dated December 26, 20@drfiorate
by reference to Exhibit 10.2 to the Regist’s Current Report on Forn-K, filed December 26, 2007)

Letter Agreement by and between Sharps Compliarap.Gind Al Aladwani dated March 24, 2008 (incogied b
reference to Exhibit 10.2 to the Regist’s Current Report on Forn-K, filed March 12, 2008).:

Form of Restricted Stock Award Agreement dated JAne008 (incorporated by reference to Exhibit 1€2the
Registrar’s Current Report on Forn-K, filed June 9, 2008

Lease Agreement dated as of January 30, 2009, eetvharps Compliance, Inc. and Park 288 IndusttialC
(incorporated by reference to Exhibit 10.2 to tlegRtran’s Current Report on Forn-K, filed February 3, 2009
Amended Lease Agreement dated as of May 27, 208@velen Sharps Compliance, Inc. and Park 288 IndlystiC
(incorporated by reference to Exhibit 10.1 to thegRtran’s Current Report on Forn-K, filed June 2, 2009

Sharps Compliance Corp. 1993 Stock Plan, as amefidearporated by reference from Annex A of Registrant
Proxy Statement on Schedule 14A, filed October?®D8)

Second Amendment to Lease Agreement between Skampgpliance, Inc. and Warehouse Associates Corp@atert
Kirby I, Itd. (incorporated by reference to ExHildi0.1 to the Registrant’s Current Report on Fori, 8iled March 9
2010).

Employment Agreement by and between Sharps Congali@orp. and David P. Tusa dated June 14, 20t6rfinrated b
reference to Exhibit 10.1 to the Regist’s Current Report on Forn-K, filed June 14, 2010).

Employment Agreement by and between Sharps Congdi@orp. and Diana P. Diaz dated June 14, 2010rfocated b
reference to Exhibit 10.3 to the Regist’s Current Report on Forn-K, filed June 14, 2010).

Contract No. V797P-DSNS005 dated January 29, 2009 by and between therfDegat of Veterans Affairs and Sha
Compliance Corp. (incorporated by reference to EixHi0.1 to the Registrant’s Current Report on F8, filed June 2¢
2010). **

Sharps Compliance Corp. 2010 Stock Plan dated Nbge@2, 2010 (incorporated by reference to the Regit's Form S
8, filed on November 22, 201(
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10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

14.10

21.1

Employment Agreement by and between Sharps Conugljdnc. and Gregory C. Davis dated May 18, 20@dafiporate
by reference to Exhibit 10.2 to the Regist’s Current Report on Forn-K, filed May 18, 2011)

Executive Employment Agreement Amendment betweear@hCompliance, Inc. and David P. Tusa dated M&r&@01:
(incorporated by reference to Exhibit 10.1 to tlegRtran’s Current Report on Forn-K, filed March 7, 2012).:
Executive Employment Agreement Amendment betweesri@hCompliance, Inc. and Claude A. Dance datedcMé
2012 (incorporated by reference to Exhibit 10.¢the Registrars Current Report on Forn-K, filed March 7, 2012).:
Executive Employment Agreement Amendment betwear@hCompliance, Inc. and Diana P. Diaz dated Mé&rck01:
(incorporated by reference to Exhibit 10.3 to tlegRtran’s Current Report on Forn-K, filed March 7, 2012).
Employment Agreement by and between Sharps Conggljamc. and Berkley C. Nelson dated February Z®l:s
(incorporated by reference to Exhibit 10.1 and Bithi0.2 to the Registrant’'s Current Report on F&HK, filed Februar
19, 2013).

Restated Credit Agreement effective April 30, 20bg, and between Sharps Compliance, Inc. and Wellgd-Bank
National Association (incorporated by referencéetibit 10.1 to the Registre’s Current Report on Form R; filed or
May 6, 2013)

Revolving Line of Credit effective April 30, 2018y and between Sharps Compliance, Inc. and WellgaHaank, Nation:
Association (incorporated by reference to Exhilit2lto the Registrant’'s Current Report on Forid, &led on May 6
2013).

Security Agreement effective April 30, 2013, by dmetween Sharps Compliance, Inc. and Wells Fargtk Beationa
Association (incorporated by reference to Exhilfit3lto the Registrant’'s Current Report on Forid,8iled on May 6
2013).

Letter Agreement between Sharps Compliance, Int.Baandon Beaver dated October 21, 2013 (incorpdrhy referenc
to Exhibit 10.1 to the Registré s Current Report on Forn-K, filed October 23, 2013).

Letter Loan Agreement dated January 28, 2014, k¥ letween Sharps Compliance, Inc. and a commebzak
(incorporated by reference to Exhibit 10.1 to tlegRtran’s Current Report on Forn-K, filed on January 30, 2014
Revolving Line of Credit Promissory Note dated Jawu28, 2014, by and between Sharps Compliance, dnd
commercial bank (incorporated by reference to ExHib.2 to the Registrant’s Current Report on F@#H, filed or
January 30, 2014

Security Agreement dated January 28, 2014, by ahdden Sharps Compliance, Inc. and a commerci. lfencorporate
by reference to Exhibit 10.3 to the Regist’s Current Report on Forn-K, filed on January 30, 2014

Fourth Amendment to Lease Agreement dated as Jyn2024, between Sharps Compliance, Inc. and Feg8Krlustrial
LLC (incorporated by reference to Exhibit 10.1he Registrar's Current Report on Forn-K, filed on June 24, 2014
Sharps Compliance Corp. Code of Ethics (incorpdrate reference to Exhibit 14.1 to the Registrar@urrent Report ¢
Form 1(-KSB, filed on September 20, 200.

Subsidiaries of Sharps Compliance Corp. (filed Wéts).

30




Table of Content

23.1
31.1
31.2
32.1
32.2
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

*

*%

Consent of UHY LLP (filed herewith

Certification of Chief Executive Officer in accorttze with Section 302 of the Sarba-Oxley Act (filed herewith)
Certification of Chief Financial Officer in accomize with Section 302 of the Sarba-Oxley Act (filed herewith)
Certification of Chief Executive Officer in accorttze with Section 906 of the Sarba-Oxley Act (filed herewith)
Certification of Chief Financial Officer in accomlze with Section 906 of the Sarba-Oxley Act (filed herewith)
XBRL Instance Document (filed herewit

XBRL Taxonomy Extension Schema Document (filed e

XBRL Taxonomy Extension Calculation Linkbase Docutn@iled herewith)

XBRL Taxonomy Extension Linkbase Document (fileddweith)

XBRL Taxonomy Extension Label Linkbase Documeriefiherewith’

XBRL Taxonomy Extension Presentation Linkbase Doenffiled herewith

This exhibit is a management contract or a comgensalan or arrangemer
Portions of this exhibit have been omitted pursuara request for confidential treatme
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SIGNATURES

Pursuant to the requirements of Section 13 or 16{dhe Exchange Act, the registrant caused thi®nteto be signed on its behalf by
undersigned, thereunto duly authorized.

SHARPS COMPLIANCE CORF

Dated: August 27, 201 By: /s/ DAVID P. TUSA
David P. Tus:
Chief Executive Officer and Preside
(Principal Executive Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bbelptine following persons on behalf of 1
registrant and in the capacities and on the datéisated.

Dated: August 27, 2014 By: /s/ DAVID P. TUSA
David P. Tus:
Chief Executive Officer and Preside
(Principal Executive Officer

Dated: August 27, 2014 By: /s/ DIANA P. DIAZ
Diana P. Diaz
Vice President
Chief Financial Office
(Principal Financial and Accounting Office

Dated: August 27, 2014 By: /s/ F. GARDNER PARKEF
F. Gardner Parker
Chairman of the Board Of Directc

Dated: August 27, 2014 By: /s/ JOHN W. DALTON
John W. Dalton
Director

Dated: August 27, 2014 By: /s/ PARRIS H. HOLMES, JF
Parris H. Holmes, Jr.
Director

Dated: August 27, 2014 By: /sl RENEE P. TANNENBAUN
Renee P. Tannenbaum
Director

Dated: August 27, 2014 By: /s/ PHILIP C. ZERRILLC
Philip C. Zerrillo
Director
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Report of Independent Registered Public Accountindrirm

Board of Directors and Stockholders
Sharps Compliance Corp.

We have audited the accompanying consolidated balameets of Sharps Compliance Corp. (a Delawamgoraion) and subsidiari
(collectively, the “Company”) as of June 30, 20a#d 2013, and the related consolidated statemérdpesations, stockholdergquity ant
cash flows for each of the three fiscal years npbkriod ended June 30, 2014. These consolidateddial statements are the responsibilii
the Company’s management. Our responsibility sxjgress an opinion on these consolidated finastaé¢ments based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiogUnited Sates). Those stand
require that we plan and perform the audits to inbtaasonable assurance about whether the consdidmancial statements are free
material misstatement. The Company is not requioedave, nor were we engaged to perform, an addis anternal control over financi
reporting. Our audits included consideration ofinal control over financial reporting as a basis designing audit procedures that
appropriate in the circumstances, but not for theppse of expressing an opinion on the effectiverdthe Company' internal control ow
financial reporting. Accordingly, we express notsopinion. An audit also includes examining, orest basis, evidence supporting the amc
and disclosures in the consolidated financial statgs, assessing the accounting principles usedignificant estimates made by managen
as well as evaluating the overall consolidatedrioial statement presentation. We believe that owdits provide a reasonable basis for
opinion.

In our opinion, the consolidated financial statetearferred to above present fairly, in all mater@spects, the consolidated financial pos
of Sharps Compliance Corp. and subsidiaries aared 30, 2014, and 2013, and the consolidated sestitheir operations and their cash fli
for each of the three fiscal years in the periodeghJune 30, 2014, in conformity with accountingngples generally accepted in the Un
States of America.

Houston, Texas
August 27, 2014
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SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and par value amounts)

June 30,
2014 2013
ASSETS
CURRENT ASSET¢
Cash and cash equivale $ 13,717 $ 15,50
Restricted cas 111 111
Accounts receivable, net of allowance for doubdfttounts of $23 and $26, respectiv 4,72¢ 2,59t
Legal settlement receivak 1,53¢ -
Inventory 1,32( 1,632
Prepaids and other current assets 474 583
TOTAL CURRENT ASSETS 21,88¢ 20,42
PROPERTY, PLANT AND EQUIPMENT, n¢ 3,85¢ 4,44(
INTANGIBLE ASSETS, net of accumulated amortizatwfr$330 and $275, respective 71t 66¢
TOTAL ASSETS $ 26,46. $ 25,53.
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Accounts payabl $ 1617 $ 1,08t
Accrued liabilities 1,04¢ 1,34t
Deferred revenue 1,33 1,35]
TOTAL CURRENT LIABILITIES 4,00(¢ 3,781
LONG-TERM DEFERRED REVENUE 524 57¢
OTHER LONG-TERM LIABILITIES 33 10z
TOTAL LIABILITIES 4,557 4,462
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY
Common stock, $0.01 par value per share; 20,00688:s authorized; 15,460,940 and 15,370,320«
issued and outstanding, respectiv 15¢& 154
Treasury stock, at cost, 161,801 and 25,360 shaepeschased, respective (687) (74
Additional paic-in capital 23,69¢ 23,21
Accumulated deficit (1,26%) (2,22)
TOTAL STOCKHOLDERS' EQUITY 21,90: 21,07(
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 26,46. $ 25,53:

See accompanying notes to consolidated finanaststents

F-3




Table of Content

SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per-share data)

Year Ended June 30

2014 2013 2012

REVENUES $ 26,57 $ 2153( $ 21,78:

Cost of revenue 17,58: 15,18 15,24¢
GROSS PROFIT 8,98¢ 6,34 6,541

Selling, general and administrati 9,10( 8,61¢ 8,60¢

Legal settlemer (1,539 - -

Depreciation and amortization 462 437 45¢
OPERATING INCOME (LOSS 96& (2,709 (2,52))
OTHER INCOME (EXPENSE

Interest incom 24 27 3€

Other expense - (15) (13

TOTAL OTHER INCOME 24 12 23

INCOME (LOSS) BEFORE INCOME TAXE: 98¢ (2,697) (2,499¢)
INCOME TAX EXPENSE

Current 33 15 88

Deferred - - 1,03t

TOTAL INCOME TAX EXPENSE 33 15 1,12:

NET INCOME (LOSS) $ 95¢ $ (2,712 $ (3,62))
NET INCOME (LOSS) PER COMMON SHAR

Basic $ 0.06 $ (0.1¢) $ (0.24)

Diluted $ 0.06 $ (0.1¢) $ (0.29)
WEIGHTED AVERAGE SHARES USED IN COMPUTING NET INCOBI(LOSS) PER

COMMON SHARE:

Basic 15,28¢ 15,25¢ 15,10¢

Diluted 15,40: 15,25¢ 15,10¢

See accompanying notes to consolidated financsients
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Balances, June 30,
2011

Exercise of stock
options

Stock-based
compensatiol

Issuance of restricte
stock

Excess tax benefit
from stock-based
award activity

Net loss

Balances, June 30,
2012

Exercise of stock
options

Stock-based
compensatiol

Issuance of restricte
stock

Shares repurchas:

Net loss

Balances, June 30,
2013

Exercise of stock
options

Stock-based
compensatiol

Issuance of restricte
stock

Shares repurchas:

Net income

Balances, June 30,
2014

SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(in thousands, except share data)

Common Stock Treasury Stock Retained Earnings
Additional Paid-in ~ (Accumulated Total

Shares Amount Shares Amount Capital Deficit) Stockholders'Equity
15,053,31 $ 151 -$ -$ 21,602 $ 4,112 $ 25,86¢
89,44: - - - 65 - 65
- - - - 78€ - 78€
63,36¢ 1 - - 1) - -
- - - - 85 - 85
- - - - - (3,621) (3,627
15,206,12 152 - - 22,53% 491 23,18(
100,44! 1 - - 161 - 162
- - - - 514 - 514
63,74¢ 1 - - (@) - -
- - (25,360) (74) - - (74)
- - - - - (2,712) (2,712)
15,370,32 154 (25,36() (74) 23,21 (2,22)) 21,07(
13,12¢ - - - 47 - 47
- - - - 43¢ - 43¢
77,49t 1 - - (1) - -
- - (136,44) (607) - - (607)
- - - - - 95€ 95€
15,460,94 $ 15¢ (161,80) $ (681 $ 23,69t $ (1,265 $ 21,90

See accompanying notes to consolidated financsients
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SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

CASH FLOWS FROM OPERATING ACTIVITIE:

Net income (loss

Adjustments to reconcile net income (loss) to mshcused in operating activitie
Depreciation and amortizatic
Loss on disposal of property, plant and equipn
Loss on inventory wri-down
Stocl-based compensation expel
Excess tax benefits from stc-based award activit
Deferred tax expens

Changes in operating assets and liabilii
Restricted cas
Accounts receivabl
Legal settlement receivak
Inventory
Prepaid and other current ass
Accounts payable and accrued liabilit
Deferred revenue

NET CASH USED IN OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property, plant and equiprn
Additions to intangible assets

NET CASH USED IN INVESTING ACTIVITIES
CASH FLOWS FROM FINANCING ACTIVITIES

Excess tax benefits from stc-based award activit

Proceeds from exercise of stock opti

Shares repurchased

NET CASH (USED IN) PROVIDED BY FINANCING ACTIVITIES
NET DECREASE IN CASH AND CASH EQUIVALENT!

CASH AND CASH EQUIVALENTS, beginning of year
CASH AND CASH EQUIVALENTS, end of year

SUPPLEMENTAL CASH FLOW DISCLOSURE
Income taxes paid, net of refunds

Year Ended June 30

2014 2013 2012
$ 95¢ $ (2,719 $ (3,62))
1,10t 1,10¢ 1,117

- 16 83

15€ - -

43¢ 514 78¢€

- - (85)

- - 1,03¢

- (111) -

(2,139 (380) 85(
(1,53¢) - -

15€ 587 (449)

10¢ 27 247

164 31¢ (38¢)

(69) (309) 114

(65€) (952) (311)

(46¢) (909) (452)

(102) (222) (16¢)

(570) (1,137) (621)

- - 85

47 162 65

(607) (74) -

(560) 88 15C

(1,786 (1,995 (782)
15,50: 17,49¢ 18,28(

$ 13,717 $ 15,50: $ 17,49¢
$ 22 $ 18 $ (445)

See accompanying notes to consolidated financsients
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SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2014, 2013 and 2012

NOTE 1 - ORGANIZATION AND BACKGROUND

Organization The accompanying consolidated financial stateésetlude the financial transactions and accoahtharps Compliance Co
and its wholly owned subsidiaries, Sharps Compbarnc. of Texas (dba Sharps Compliance, Inc.)r@&ha-Tools.com, Inc. (“Sharps e-
Tools”), Sharps Manufacturing, Inc., Sharps Environmentalies, Inc. (dba Sharps Environmental ServiceSexXas, Inc.) and Shai
Safety, Inc. (collectively, “Sharps” or the “Commyd). All significant intercompany accounts and transatdi have been eliminated u
consolidation.

Business Sharps is a leading full-service provider oftesective management solutions for small quantépeyators of medical waste, u
healthcare materials and unused dispensed medisatibhese solutions include ShafpRecovery System™ (formerly Sharps Dispose
Mail System® ), TakeAway Recovery System™, Complete Needle Cotlacind Disposal System™, TakeAway EnvironmentaluiR
System™, Compliance TRA&' , Sharps Secur@ Needle Collection and Containment System™, Pitch/f* Poles, Trip LesSysterfi,
Sharps® Pump and Asset Return System, and Spill Kit TakeARacovery System™,

Concentration of Customers and Service ProvideFiere is an inherent concentration of credk associated with accounts receivable ari
from sales to its major customer&or the fiscal year ended June 30, 2014, onenest represented approximately 20% of revenuess
customer represented approximately 13%, or $59@stmud, of the total accounts receivable balanaaf dsne 30, 2014. For the fiscal y
ended June 30, 2013, one customer representedxapptely 22% of revenues. This customer represeafgutoximately 25%, or $6.
thousand, of the total accounts receivable balascef June 30, 2013. For the fiscal year ended 30n&012, two customers represe
approximately 30% of revenues. One of the customvassa major U.S. government agency which terméhddmuary 31, 2012. The Comp
may be adversely affected by its dependence aniteti number of high volume customers.

Currently, the majority of Sharps transportatiors@rced with the United States Postal Service P83, which consists of delivering t
Sharps® Recovery System™ (formerly Sharps Disposal by 8gitent®) from the end user to the Compamyacility. The Company also t
an arrangement with United Parcel Service Inc. 8JRvhereby UPS transports the CompanyakeAway Recovery System products frorn
end user to the Comparsyfacility. Sharps maintains relationships with tiplé raw materials suppliers and vendors in otdemeet custom
demands and assure availability of our productssatations. With respect to the Sharps Recoverye®yd” (formerly Sharps Disposal by NV
Systen®) solutions, the Company owns all proprietary moldd dies and utilize three contract manufacturershfe production of the prims
raw materials. Sharps believes that alternativiablé contract manufacturers are readily availédlmeet the production specifications of
products and solutions. The Company utilizes malicuppliers such as Herman Packaging and R & Miéfs for the majority of the re
materials used in our other products and solutémsinternational suppliers such as Ashoka Comfamiitch-1t™ IV Poles.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash EquivalentsThe Company considers all highly liquid investhtsewith a maturity of three months or less at tihge of
purchase to be cash equivalents.

The Company maintains funds in bank accounts t@itatimes, may exceed the limit insured by the FaldBeposit Insurance Corporat
(“FDIC"). The risk of loss attributable to these uninsurethrixes is mitigated by depositing funds only inhhigredit quality financit
institutions. The Company has not experiencedlasges in such accounts. The Company also masntairds in a savings account, whic
100% FDIC insured.

Accounts Receivable Accounts receivable consist primarily of amoudtse to the Company from normal business activiti@scount:
receivable balances are determined to be delinqwbeh the amount is past due based on the corataiettms with the customer. T
Company maintains an allowance for doubtful acceuatreflect the expected uncollectibility of acntsireceivable based on past collec
history and specific risks identified among uncctésl accounts. Accounts receivable are chargéuetallowance for doubtful accounts w
the Company determines that the receivable willo®tollected and/or when the account has beerredféo a third party collection agen
The Company has a history of minimal uncollectéteounts.
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SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2014, 2013 and 2012

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Inventory : Inventory consists primarily of finished goodsdasupplies held for sale and are stated at therla#f cost or market using 1
average cost method. The Company periodicallyereyithe value of items in inventory and providegesmiowns or writesffs of inventon
based on its assessment of physical deterioratimsnlescence, changes in price levels and otheesaulotal writedowns for the fiscal ye
ended June 30, 2014 were $156 thousand and weueléukin cost of goods sold. At June 30, 2014/ iotzentory was $1.3 million of whic
$0.6 million was finished goods and $0.7 millionsnaw materials. At June 30, 2013, total inventwas $1.6 million of which $0.7 millic
was finished goods and $0.9 million was raw malkeria

Property and EquipmentProperty and equipment, including third partytaafe and implementation costs, is stated at esst &ccumulat
depreciation. Depreciation is computed using thegiitline method based on the estimated useful liveakehssets. Additions, improveme
and renewals significantly adding to the assetevaluextending the life of the asset are capitdlizzrdinary maintenance and repairs, whic
not extend the physical or economic life of thepgendy or equipment, are charged to expense asratuwWhen assets are retired or other
disposed of, the cost and related accumulated diegicn are removed from the accounts, and anyltiegwain or loss is reflected in {
results of operations for the period.

Computer and software development costs, whicludelcosts of computer software developed or ohtdioeinternal use, all programmit
implementation, and costs incurred with developitgrnaluse software, are capitalized during the developmmegject stage. External dir
costs of materials and services consumed in devgjap obtaining internal-use computer softwarecagitalized.

The Company expenses costs associated with demglapiobtaining internalse software during the preliminary project stagjeaining an
maintenance costs associated with system changateoraluse software are expensed as incurred. Additipnihie costs of data cleansi
reconciliation, balancing of old data to the newtsyn, creation of new/additional data and data ersiwn costs are expensed as incurred.

Intangible Assets Intangible assets consist of (i) permit costatesl to the Compang'treatment facility in Carthage, Texas, (i) eleyatent
(two acquired in June 1998, one in November 2068,in January 2012, two in April 2012, one in Aug2@12, one in September 2012, on
December 2012, one in November 2013 and one inadara014), and (iii) defense costs related to aedaisting patents. Permit costs rel:
to the facility are amortized over the expected &f the treatment facility. Patent costs are beimprtized over seventeen years, the estir
useful life of the patents. During the fiscal yearsled June 30, 2014, 2013 and 2012, the Compaoyder amortization expense of !
thousand, $18 thousand and $30 thousand, resggctive

As of June 30, 2014, future amortization of intéhgiassets is as follows (in thousands):

Year Ending June 30,

2015 $ 56
2016 56
2017 54
2018 52
2019 52
Thereafter 44k
$ 71E

F-8




Table of Content

SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2014, 2013 and 2012

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

StockBased Compensatioithe Company accounts for stobksed compensation under guidance which establastesunting for equi
instruments exchanged for employee services. Uthieiguidance, stockased compensation cost is measured at the gremthadesed on tl
calculated fair value of the award, and is recogghias an expense over the employeeuisite service period (generally the vestiagau o
the equity grant). Totalstockbased compensation expense for the fiscal yeamsdehshe 30, 2014, 2013 and 2012, was $438 tho($4k
thousand included in cost of revenues and $420sdmmli included in general and administrative expemsehe Companyg consolidate
statement of operations), $514 thousand ($21 tmuliseluded in cost of revenues and $493 thousaddded in general and administra
expenses in the Compasytonsolidated statement of operations) and $786sdnd ($68 thousand included in cost of revennes$a 1
thousand included in general and administrativeeasps in theCompany’s consolidated statement of operations), respectividig guidanc
requires any reduction in taxes payable resulthognftax deductions that exceed the recognized &mefit associated with compensa
expense (excess tax benefits) to be classifiednasding cash flows and as an increase to additioaia in capital. The Company did
include any excess tax benefits in its cash flowsnffinancing activities for the fiscal years endatche 30, 2014 and 2013 and inclt
approximately $0.1 million as of June 30, 2012peesively. For the years ended June 30, 2014 ah,2fcess tax benefits were elimini
by the valuation allowance on deferred tax assets.

The Company estimates the fair value of stock otiosing the Blaccholes valuation model. Key input assumptiongl useestimate tt
fair value of stock options include the exercisieg@of the award, the expected option term, theeetaqa volatility of the Compang’stock ove
the option’s expected term, the risk free interagt over the option’s expected term, and the Caoryipaexpected annual dividend yield.
risk free interest rate is derived using the U.&aS8ury yield curve in effect at date of grant. latitity, expected life and dividend yield :
based on historical experience and activity. Thlen@any believes that the valuation technique amdapproach utilized to develop
underlying assumptions are appropriate in calauathe fair values of the Compasystock options granted. Estimates of fair valiee reo
intended to predict actual future events or thealltimately realized by persons who receive gouitards.

The fair value of the Company’s stock options wstingated on the grant date using the Black-Schai¢i®npricing model with the followin
assumptions:\

Year Ended June 30

2014 2013 2012
Weighted average ri-free interest rat 0.6% 0.5% 0.2%
Weighted average expected volatil 52% 58% 66%
Weighted average expected life (in ye: 4.04 4.61 3.8¢

Dividend yield - - -

The Company considers an estimated forfeiturefoatstock options and restricted stock units bamedlistorical experience and the anticip.
forfeiture rates during the future contract life.

Revenue Recognition The Company recognizes revenue from product salesiwoods are shipped or delivered, and title &idaf los:
pass to the customer except for those sales vitipteddieliverable revenue arrangements. Provisions fdaicerebates, product returns .
discounts to customers are accounted for as rexhgcin sales in the same period the related sadereaorded. Product discounts grantec
based on the terms of arrangements with direcirdotdand other market participants, as well asketazonditions, including prices chargec
competitors. Rebates are estimated based on ctugdlderms, historical experience, trend analysid projected market conditions in
various markets served. Service agreements whidhda a vendor managed inventory program includgagethat meet the “bill and hold”
criteria and as such are recognized when the isd@mmpleted and segregated in the Company’s wassho

The Company recognizes revenue in accordance wittlagce on revenue recognition of multipleliverable arrangements. Under
guidance, certain products offered by the Compaayehrevenue producing components that are recafjrozer multiple delivery poin
(Sharps Recovery System™ (formerly the Sharps Bepby Mail System#® ) and various TakeAway Environmental Return Systel
referred to as “Mailbacks” and Sharp®ump and Asset Return Boxes, referred to as “PuetprBs”)and can consist of up to three sep:
elements, or units of measure, as follows: (1) ¢hke of the compliance and container system, (Rjmetransportation and (3) treatm
service.
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SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2014, 2013 and 2012

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

In accordance with the relative selling price mehlogy, an estimated selling price is determinedalbdeliverables that qualify for sepat
units of accounting. The actual consideration reain a multipledeliverable arrangement is then allocated to thes lnased on their relati
sales price. The selling price for the transpatatevenue and the treatment revenue utilized fharty evidence. The Company estimate
selling price of the compliance and container systeased on the product and services provided imgludompliance with local, state &
Federal laws, adherence to stringent manufactuaimy testing requirements, safety to the patientthedcommunity as well as storage
containment capabilities.

Revenue for the sale of the compliance and contasneecognized upon delivery to the customer, hictv time the customer takes title
assumes risk of ownership. Transportation revaauecognized when the customer returns the comg@iaand container system and
container has been received at the Commaawned or contracted facilities. The complianee eontainer system is mailed or delivered b
alternative logistics provider to the Compasmywned or contracted facilities. Treatment reeeisi recognized upon the destructior
conversion and proof of receipt and treatment fgaieen performed on the container. Since the piatetion element and the treatn
elements are undelivered services at the poinnitéli sale of the compliance and container, tranggtion and treatment revenue is defe
until the services are performed. The current lmdjterm portions of deferred revenues are determihesugh regression analysis i
historical trends. Furthermore, through regressioalysis of historical data, the Company has detexd that a certain percentage ol
compliance and container systems sold may nottoenexd. Accordingly, a portion of the transpodatand treatment elements are recogr
at the point of sale.

Shipping and Handling Fees and CostThe Company records amounts billed to custorf@rshipping and handling as revenue. C
incurred by the Company for shipping and handliagenbeen classified as cost of revenues.

Additional Product Related CostsThe Company records inbound shipping, purchaaimdjreceiving costs, inspection costs, warehousisg
and other product related costs as cost of revenues

Advertising Costs Advertising costs are charged to expenses wheuriied and totaled $457 thousand, $495 thousath@an8 thousand f
the fiscal years ended June 30, 2014, 2013 and, 284j2ectively.

Realization of Londived Assets The Company evaluates the recoverability of progpand equipment and intangible or other as$dtsis
and circumstances indicate that any of those assigtst be impaired. If an evaluation is requirdd estimated future undiscounted cash f
associated with the asset are compared to thesasaetying amount to determine if a writl®wn to fair value is necessary. During the y
ended June 30, 2013 and 2012, an impairment lo$4289 thousand and $70 thousand, respectively,re@mnized related to the leasel
improvements at the Atlanta, Georgia facility. Igairment loss was recognized during the year @ddee 30, 2014.

Employee Benefit Plans In addition to group health related benefite @ompany maintains a 401(k) employee savings glailable to a
full-time employees. The Company matches a portionngl@yee contributions with cash (25% of employeatdbution up to 6%)
Company contributions to the 401(k) plan were $8iusand, $39 thousand and $38 thousand for thed fisars ended June 30, 2014, 20132
2012, respectively, and are included in sellingyagal and administrative expenses. For purposéseajroup health benefit plan and begini
February 1, 2013, the Company self-insures an atrequnal to the excess of the employedeiuctible (range from $2,000 for each indivi
and family member covered) up to the amount by Wwhie third party insurance coverage begins (rafiges $2,000 for individual up
$14,999 for family coverage). The amount of lidgkilat June 30, 2014 and 2013 was $31 thousand 28dHbusand respectively, anc
included in accrued liabilities.
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SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2014, 2013 and 2012

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income Taxes The liability method is used in accounting faferred income taxes. Under this method, defdiardissets and liabilities
determined based on differences between finangmrting and tax bases of assets and liabilitiesama measured using the enacted tax
and laws that will be in effect when the differepeee expected to reverse. A valuation allowas@sfablished when it is more likely than
that some portion or all of the deferred tax asedtsnot be realized. The establishment of valoatallowances and development of proje
annual effective tax rates requires significangjuént and is impacted by various estimates. Botitige and negative evidence, as well a
objectivity and verifiability of that evidence, ¢®nsidered in determining the appropriatenessaufrding a valuation allowance on deferrec
assets.

Uncertain Tax PositiondJnder the accounting guidance for the uncertaifitpaome taxes, the income tax provision reflebts full benefit o
all positions that will be taken in the Compamyhcome tax returns, except to the extent that qasitions are uncertain and fall below
recognition requirements of the guidance. In thiene that the Company determines that a tax posii@ets the uncertainty criteria,
additional liability or benefit will result. Thednpany periodically reassesses the tax positidiected in tax returns for open years base
the latest information available and determinesthéreany portion of the tax benefits reflected éireishould be treated as an unrecognize
benefit. The amount of unrecognized tax benefjuires management to make significant assumptiboatahe expected outcomes of cel
tax positions included in filed or yet to be fileak returns. At June 30, 2014 and 2013, the Compahnot have any uncertain tax positiol
The Company is subject to income taxes in the dri@ates and in numerous state tax jurisdictionsirg the fiscal year ended June 30, 2
the Company began doing business in a number dfiaual states throughout the United States andabdg file state income tax returns
such jurisdictions. Tax return filings which arggect to review by federal and state tax authesibly jurisdiction are as follows:

e United States — fiscal years ended June 30, 2@, 2012, 2013, and 2014

» State of Texas — fiscal years ended June 30, 2m1d,, 2012, 2013, and 2014
» State of Georgia — fiscal years ended June 30,, 201112, 2013 and 2014

» State of Pennsylvania — fiscal years ended Jun2®(d,, 2012, 2013, and 2014
e Other States — fiscal years ended June 30, 2012Gh4

None of the Compar's federal or state tax returns are currently uredk@mination. The Company records income tax relategtest an
penalties, if applicable, as a component of thevipion for income tax expense. However, there weresuch amounts recognized in
consolidated statements of operations.

Net Income (Loss) Per Sha: Earnings per share (“EPS8gata for all years presented has been computedr wuidance that requires
presentation of basic and diluted EPS. Basic ER3udes dilution and is determined by dividing im@ or loss available to comm
stockholders by the weighted average number of comshares outstanding during the period adjustegrieferred stock dividends, if ar
Diluted EPS reflects the potential dilution thatittboccur if securities and other contracts to@ssammon stock were exercised or conve
into common stock.

Fair Value of Financial InstrumentsThe Company considers the fair value of all ficial instruments, including cash and cash equita
accounts receivable, accounts payable and accialgitities, not to be materially different from thearrying values at yeand due to the
short-term nature.

Segment Reporting The guidance for disclosures about segments eh¢erprise requires that a public business ermgerpeport financial ar
descriptive information about its operating segrae@enerally, financial information is requiredide reported on the basis used internall:
evaluating segment performance and resource atbmcathe Company operates in a single segment,sfoguon developing cogtffective
management solutions for medical waste and unuspemsed medications generated outside the hoapitillarge healthcare facility setting.
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SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2014, 2013 and 2012

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Use of Estimates The preparation of consolidated financial staeta in conformity with accounting principles geadbr accepted in tt
United States requires management to make estimattgassumptions that affect the reported amourassets, liabilities and disclosure
contingent liabilities at the date of the consdidhfinancial statements and the reported amountsvenue and expense during the repo
period. The Company uses estimates to determimgy mgported amounts, including but not limited &lowance for doubtful accoun
recoverability of longived assets and intangibles, useful lives usedeipreciation and amortization, income taxes andat&n allowance
selling price used in multipldeliverable arrangements and return rates usestitoate the percentage of container systems satdaiifi not be
returned. Actual results could differ from thestmates.

Recently Issued Accounting Standardén May 2014, guidance for revenue recognitiorswasued which supersedes the revenue recog
requirements currently followed by the Companyhe new guidance provides for a single fstep model to be applied in determining
amount and timing of the recognition of revenueated to contracts with customers. The new standéso requires additional financ
statement disclosures that will enable users tcerstdnd the nature, amount, timing and uncertadfityevenue and cash flows relating
customer contracts. Companies have an option teitiser a retrospective approach or cumulativecetfigljustment approach to implement
standard. There is no option for early adoptione Phovisions of the new guidance are effectivedionual reporting periods beginning a
December 15, 2016 (effective July 1, 2017 for tleenPany), including interim periods within that refimg period. The Company is currer
evaluating the impact of the new guidance on rtaritial statements.

NOTE 3 — PROPERTY, PLANT AND EQUIPMENT

At June 30, 2014 and 2013, property, plant andpegent consisted of the following (in thousands):

June 30,
Useful Life 2014 2013

Furniture and fixture 3to5year $ 192 $ 192
Plant and equipmel 3to 17 yeat 6,15 5,42
Manufacturing 15 year 252 22C
Computers and softwa 3to 5 year 1,657 1,58:
Leasehold improvemen 3to 15 yeat 897 897
Land 19 1¢
Construction-in-progress 7 37€

9,171 8,70¢
Less: accumulated depreciation 5,31¢ 4,26¢
Net property, plant and equipme $ 3,85¢ § 4,44(

Total depreciation expense in the fiscal years éddme 30, 2014, 2013 and 2012 is $1.1 millionaicheof the respective periods. Deprecic
expense included in cost of revenues in the figears ended 2014, 2013 and 2012 was $643 thou$a66,thousand and $664 thous:
respectively.

NOTE 4 - NOTES PAYABLE AND LONG-TERM DEBT

On January 28, 2014, the Company entered into ditcagreement with a commercial bank (“Credit Agneait”). The Credit Agreemer
which replaces the prior credit agreement which wascuted effective April 30, 2013 with another coencial bank (Prior Credi
Agreement”), provides for a twgear, $3.0 million line of credit facility, the preeds of which may be utilized for working capitatters o
credit (up to $500,000) and general corporate mepo Indebtedness under the Credit Agreementcisrestt by the Company’account
receivable and inventory with advances outstandirgny time limited to a Borrowing Base (as defiimethe Credit Agreement) equal to 8
of eligible accounts receivable plus 50% of eligiblventory. Borrowings bear interest at WSJ Pyimleich we estimate to be approxima
3.25% as of June 30, 2014.
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SHARPS COMPLIANCE CORP. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2014, 2013 and 2012

NOTE 4 - NOTES PAYABLE AND LONG-TERM DEBT (continue d)

The Company will pay a fee of 0.25% per annum an uhused amount of the line of credit.
outstanding borrowings, other than $335 thousanetiars of credit, which leaves $2.7 million oédit available.

The Credit Agreement contains affirmative and negatovenants that, among other things, requireCthmpany to maintain a minimum le
of tangible net worth of $10.5 million and minimuiquidity of $5.0 million. The Company is in conighce with all the financial covenants
of June 30, 2014. The Credit Agreement, which mon January 28, 2016, also contains customamytewf default which, if uncured,
terminate the Credit Agreement and require immediapayment of all indebtedness to the lenders.

The Prior Credit Agreement, which was effectiveotigh January 28, 2014, provided for a ceshateralized $200,000 line of credit faci
with a maturity date of July 15, 2015. No amouwetated to the Prior Credit Agreement were outstamds of June 30, 2014 other than le

of credit of approximately $110 thousand, whichiarthe process of being released.

NOTE 5 - INCOME TAXES

The components of income tax expense (benefithaifellows (in thousands):

Current
Federa
State

Deferred
Federa
State

The reconciliation of the statutory income tax rai¢he Company effective income tax rate for the fiscal yeardezhJune 30, 2014, 2013 i

2012 is as follows

Statutory rate

State income taxes, n

Meals and entertainme

Prior year adjustments and other

Effective rate before valuation allowar

Change in valuation allowance
Effective tax rate

Year ended June 30

As of J@0e 2014, the Company had

2014 2013 2012

$ 12 % - $ 80
2C 15 8

38 15 88

- - 1,03¢

- - ©)

- - 1,03t

$ 33 $ 15 1,12¢

Year Ended June 30

2014 2013 2012
34.(% 34.(% 34.(%
(6.5%) (0.4%) 0.C%

1.2% (0.5%) (0.5%)
(4.C%) 0.5% 0.0%
24.5% 33.6% 33.5%

(21.(%) (34.2%) (78.5%)
3.2% (0.€%) (45.(%)
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SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2014, 2013 and 2012

NOTE 5 - INCOME TAXES (continued)

For fiscal year ended June 30, 2014 and 2013, istedene taxes relate to the Texas Franchise Taxsatk taxes in other multiple states.
the fiscal year ended June 30, 2012, state incarestrelate to the Texas Franchise Tax and Gebrgiene Tax. During the years ended .
30, 2013 and 2012, the Company recorded $0.9 mitiod $2.0 million, respectively, to establish feded tax valuation allowance to fu
reserve net deferred tax assets. During the yedgdedune 30, 2014, the Company recorded $0.2 mitktease of the deferred tax valua
allowance due to taxable income generated. Thblettement of valuation allowances and developmémirojected annual effective tax rs
requires significant judgment and is impacted bsiotss estimates. Both positive and negative evidéncluding losses over eight of the |
twelve quarters, as well as the objectivity andfiadility of that evidence, is considered in detéming the appropriateness of recordir
valuation allowance on deferred tax assets. Undeeiglly accepted accounting principles, the vanaillowance has been recorded to re
our deferred tax assets to an amount that is nikety than not to be realized and is based uponutteertainty of the realization of cert
federal and state deferred tax assets related wpeeating loss carryforwards and other tax aitgb.

At June 30, 2014 and 2013, the significant comptmehdeferred tax assets and liabilities are ayprated as follows (in thousands):

June 30,
2014 2013
Deferred tax assets relating
Stock compensatic $ 834 $ 69t
AMT and research and development cre 41C 397
Deferred ren 23 10€
Inventory 58 81
Professional fee 51 10€
Accrued vacatiol 23 21
Accounts receivable allowan: 8 9
Contribution carryover 14 4
Net operating loss carryforwards 1,751 2,07¢
Total deferred tax asse 3,172 3,49t
Deferred tax liablities related to depreciatiorfatiénces (487) (617)
Net deferred tax assets before valuation allow: 2,68t 2,88¢
Valuation allowance (2,685 (2,884
Net deferred tax asse $ - $ =

During the year ended June 30, 2014, net defeardhssets decreased $0.2 million which was fulfgedfby release of a portion of
valuation allowance. The decrease was primarilytdube use of tax loss carryforwards for the ymated June 30, 2014.

During the year ended June 30, 2014, the Compaltyedt net operating loss carryforwards for incotag purposes of approximately $
million which had previously been fully offset bydaferred tax valuation allowance in the prior yeBuring the year ended June 30, 2013
Company did not utilize any net operating lossydfarwards for income tax purposes.

At June 30, 2014, the Company had net operating dasryforwards of $5.0 million which will expird,unused, between June 30, 2031
June 30, 2033. At June 30, 2014, the Company hadusatax credit carryforwards of $0.4 million, which $0.2 million will expire by Jur
30, 2031 and $0.2 million which may be carried fardvindefinitely.
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SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2014, 2013 and 2012
NOTE 6 - EQUITY TRANSACTIONS

During the years ended June 30, 2014, 2013 and, 204 options to purchase shares of the Compargrnmon stock were exercisec
follows:

Year Ended June 30,

2014 2013 2012
Options Exercise 13,12t 100,44! 89,44:
Proceeds (in thousanc $ 47 3 16z $ 65
Average exercise price per sh. $ 355 % 16z $ 0.7:

On January 7, 2013, the Company announced th&adigsd of Directors approved a stock repurchase rprogeffective January 3, 20.
authorizing the Company to repurchase in the agdgeegp to $3 million of its outstanding common ktower a two-year perioduring the
years ended June 30, 2014, 2013 and 2012, shareseapeirchased as follow

Year Ended June 30

2014 2013 2012
Shares repurchas 136,44: 25,36( -
Cash paid for shares repurchased (in thous: $ 607 $ 74 $ =
Average price paid per she $ 44t $ 29: $% =

Total shares repurchased under the program ar@dbBEhares at a cost of $0.7 million. As of Jufie 2014, approximately $2.3 milli
remained of the Company’s $3.0 million repurchasgy@am. The Company purchased all shares with asurces.

NOTE 7 - STOCK BASED COMPENSATION

The Company sponsors the Sharps Compliance Cofiffd 3@bck Plan (the “2010 Plan”) covering employems)sultants and noemploye:
directors. The 2010 Stock Plan is intended to replace thegSh@ompliance Corp. 1993 Stock Plan (the “1993'®larhe 2010 Plan provid
for the granting of stock-based compensation (styations or restricted stock) of up to 1,000,008rek of the Company’common stock
which 598,999 shares are outstanding as of Jun2(@i. Options granted generally vest over a pesfatiree to four years and expire se
years after the date of grant. Restricted stoclegly vests over one yei

The 1993 Plan, as amended, provides for the gaofistockbased compensation (stock options or restricteckif up to 4,000,000 sha
of the Companys common stock of which 364,917 shares are outistgras of June 30, 2014. Options granted genevalty over a period
three years and expire seven years after the figrat. Restricted stock generally vested betwsento three years.

As of June 30, 2014, 2013 and 2012, options aMailfalp grant under the Plans are as follows:

June 30, 2010 Stock Plai 1993 Stock Plai Total
2014 139,26° 269,49 408,76:
2013 296,30t 259,74 556,05:
2012 372,38: 144,17: 516,55

F-15




Table of Content

SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2014, 2013 and 2012

NOTE 7 - STOCK BASED COMPENSATION (continued)

The summary of activity for all stock options dgithe fiscal years ended June 30, 2014, 2013 ahd BOpresented in the table below
thousands except per share amount):

Weighted

Average

Options Exercise

Outstanding Price

Balance, June 30, 20: 88t $ 4,45
Grantec 32C % 3.97
Exercisec B89 $ 0.7:
Forfeited or canceled (41 3 4.25
Balance at June 30, 20 1,07¢ $ 4.6(
Grantec 17¢ $ 2.9C
Exercisec (100) $ 1.62
Forfeited or canceled (280 $ 5.82
Balance at June 30, 20 87¢ $ 4,21
Grantec 244 % 3.9t
Exercisec 13 $ 3.5¢
Forfeited or canceled (157) $ 3.5(C
Balance at June 30, 2014 95C ¢ 4.27
Exercisable at June 30, 2014 57¢ g 4.5€

The summary of activity for all restricted stockritg the fiscal years ended June 30, 2014, 201328442 is presented in the table below
thousands):

Year Ended June 30

2014 2013 2012
Unvested at beginning of the ye 15 17 -
Grantec 62 62 81
Vested (62 (64) (64)
Forfeited - - -
Unvested at end of the year 15 15 17

The weighted average fair value per share of mettistock granted during the fiscal years endee B0, 2014, 2013, and 2012 was $
$2.48 and $4.46, respectively. The weighted avefaigealue per share of restricted stock whichtedsluring the fiscal years ended June
2014, 2013 and 2012 was $4.25, $3.01 and $4.40ectsely.

F-16




Table of Content

SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2014, 2013 and 2012
NOTE 7 - STOCK BASED COMPENSATION (continued)
The following table summarizes information abowicktoptions outstanding as of June 30, 2014 (inghods except per share amount):

Options Outstanding

Weighted

Average Weighted

Range of Outstanding as Remaining Life ~ Average Exercis:
Exercise Price of June 30, 2014 (in Years) Price

$ 0.00- $2.5( 99 138 $ 2.1C
$ 2.51- $3.5( 192 558 $ 2.9t
$ 3.51- $5.5( 56( 432 % 4.3¢€
$ 5.51- $7.5( - - $ -
$ 7.51- $9.5( 99 21z $ 8.5(
95¢ $ 4.27

The following table summarizes information abowicktoptions exercisable as of June 30, 2014 (inghnds except per share amount):

Options Exercisable

Weighted

Average Weighted

Range of Exercisable aso  Remaining Life  Average Exercist
Exercise Price June 30, 2014 (in Years) Price

$ 0.00- $2.5( 99 138 $ 2.1C
$ 2.51- $3.5( 34 3.2¢ $ 2.81
$ 3.51- $5.5( 347 357 $ 4.32
$ 5.51- $7.5( - - $ -
$ 7.51- $9.5( 98 21z % 8.5C
o€ $ 4.5¢

As of June 30, 2014, there was $298 thousand ok stption and restricted stock compensation expesisg¢ed to norvested awards. Tt
expense is expected to be recognized over a weighvierage period of 2.8 years.

NOTE 8 - COMMITMENTS AND CONTINGENCIES

Operating Leases:The Company leases 170,489 square feet of spadetiston, Texas and Atlanta, Georgia. The lease/érehouse space
Houston, Texas was extended in June 20t Company recognizes escalating rental payméeatsare quantifiable at the inception of
lease on a straight-line basis over the lease téhm.leases expire from January 2015 to August 2G&0 options to renew the Companry’
leases for warehouses for 5 years and for offiegesffor 10 years.

Rent expense for the fiscal years ended June 304, 2013 and 2012 was $1.3 million, $1.2 milliordaBi.4 million, respectively. FutL
minimum lease payments under non-cancelable opgrigases as of June 30, 2014 are as follows @umstimds):

Twelve Months Ending June 30
2015 2016 2017 2018 2019 Thereafter

Operating lease
obligations $ 73t % 52¢ $ 631 $ 644 $ 65¢ $ 78¢
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SHARPS COMPLIANCE CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2014, 2013 and 2012

NOTE 8 - COMMITMENTS AND CONTINGENCIES (continued)
Legal Settlement: On June 30, 2014, the Company entered an agredmeettle its claims against the United States gowent and variol

agencies related to the January 2012 terminatidheoCompanys February 2009 contract with the Centers for Biseg2ontrol and Preventi
(“CDC"). The settlement agreement resulted inshgaayment of $1.5 million which was received by @ompany in July 2014.

Other: The Company is also involved in legal proceedings ldigation in the ordinary course of business.the opinion of management,
outcome of such matters will not have a materialease effect on the Compasytonsolidated financial position or consolidatedufts o
operations.

NOTE 9 - EARNINGS PER SHARE

Earnings per share are measured at two levelsc pasishare and diluted per share. Basic per sha@mputed by dividing net income by
weighted average number of common shares outstgrdiinng the period. Diluted per share is computgddividing net income by ti
weighted average number of common shares afteidsirgy the additional dilution related to commdack options and restricted stock
computing diluted earnings per share, the outstanddmmon stock options are considered dilutivagiiie treasury stock method.

In accordance with guidance related to share-bpaghent arrangements, the Companygstricted stock awards are treated as outstguioli
earning per share calculations since these shakesfhll voting rights and are entitled to partatip in dividends declared on common shar
any, and undistributed earnings. As participasegurities, the shares of restricted stock araudted in the calculation of basic EPS using
two-class method. For the periods presented,ffmuat of earnings allocated to the participatinguséies was not material.

The following information is necessary to calculagenings per share for the periods presentetidunsainds, except per share amount):

Year Ended June 30

2014 2013 2012

Net income (loss), as report $ 95€¢ $ 2,719 $ (3,62))
Weighted average common shares outstan 15,28¢ 15,25¢ 15,10¢
Effect of dilutive stock options 112 - -
Weighted average diluted common shares outstanding 15,40: 15,25¢ 15,10¢
Net income (loss) per common sh.

Basic $ 0.0e $ (0.1¢) % (0.2

Diluted $ 0.0¢ $ 0.1¢) $ (0.29
Employee stock options excluded from computatiodilbfted income per share amounts

because their effect would be «dilutive 65E 72€ 831
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NOTE 10 — SELECTED QUARTERLY FINANCIAL DATA (Unaudi ted)

The following tables show quarterly financial infeaition for the years ended June 30, 2014 and ZU¥8Company believes that all neces
adjustments have been included in the amounts bel@resent fairly the results of such periodgifimusands expect per share amounts).

Quarter Ended

September 3C December 31  March 31, June 30,
2013 2013 2014 2014
Total revenue: $ 6,27 $ 7,64¢ $ 555! $ 7,09¢
Cost of revenue $ 3,94¢ % 4,96C $ 4,14¢ % 4,52¢
Operating income (los: $ 13C $ 12C $ (93%) $ 1,65(
Net income (loss $ 122 % 12C $ (939) $ 1,64¢
Net income (loss) per she- diluted $ 0.01 $ 0.01 $ (0.06) $ 0.11
Weighted average sha-diluted 15,36¢ 15,43¢ 15,24¢ 15,38
Quarter Ended
September 3C December 31  March 31, June 30,
2012 2012 2013 2013
Total revenue $ 515 $ 5717 $ 541C $ 5,25(
Cost of revenue $ 3,601 $ 4,017 $ 3,89 $ 3,671
Operating income (los: $ (641) $ (431) $ (942) $ (69E)
Net income (loss $ (639 $ (42¢) $ (955) $ (690)
Net income (loss) per she- diluted $ 0.09) $ 0.09) $ (0.06) $ (0.0%)
Weighted average sha-diluted 15,20¢ 15,23: 15,24¢ 15,33

F-19




Exhibit 21.1

Subsidiaries of the Registrant

Name Jurisdiction of Incorporatio
Sharps Compliance, Inc. of Texas (dba Sharps Cam#i Inc. Texas

Sharps -Tools.com, Inc Delaware

Sharps Safety, In Texas

Sharps Manufacturing, In Delaware

Sharps Environmental Services, Inc. (dba Sharpgré&mwental Services of Texas, Delaware
Inc.)




Exhibit 23.1

Consent of Independent Registered Public Accountingirm
We hereby consent to the incorporation by referéncthe Registration Statement on Form S-8 (Redfisin No. 333155638) of Shary
Compliance Corp. of our report dated August 27,420ith respect to the consolidated financial stateiherf Sharps Compliance Corp. i
subsidiaries (the “Companygs of June 30, 2014 and 2013, and for each ofhitee tfiscal years in the period ended June 30, ,2@hitt
appears in this Annual Report on Form 10-K forytbar ended June 30, 2014.
/s/ UHY LLP

Houston, Texas
August 27, 2014




Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER IN ACCORDA NCE WITH SECTION 302 OF THE SARBANES-OXLEY

ACT

I, David P. Tusa, certify that:

1. | have reviewed this annual report on Forr-K of Sharps Compliance Cor

2. Based on my knowledge, this report does not corgajnuntrue statement of material fact or omittedesa material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, nt#adisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statements,cher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registrang other certifying officer and | are responsible éstablishing and maintaining disclosure contesigl procedures (
defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repagtifas defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a.

Designed such disclosure controls and proceduresaused such disclosure controls and procedubestiesigned under ¢
supervision, to ensure that material informatiotatieg to the registrant, including its consolidhteubsidiaries, is ma
known to us by others within those entities, pattidy during the period in which this report isifge prepared

Designed such internal control over financial réipgr;, or caused such internal control over finah@aorting to be design
under our supervision, to provide reasonable assareegarding the reliability of financial repodimand the preparation
financial statements for external purposes in atauce with generally accepted accounting princijy

Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtisis report our conclusio
about the effectiveness of the disclosure contral$ procedures, as of the end of the period coveyetlis report based
such evaluation; an

Disclosed in this report any change in the tegi¢'s internal control over financial reporting thatcooed during th
registrant’s most recent fiscal quarter (the regrdts fourth fiscal quarter in the case of an annuabrg that has material
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registran$ other certifying officer and | have disclosedsdih on our most recent evaluation of internal @rdver financie
reporting, to the registrant’s auditors and theitaemmmittee of the registrarstboard of directors (or persons performing thevedent
functions):

a.

All significant deficiencies and material weaknesge the design or operation of internal controkmfinancial reportin
which are reasonably likely to adversely affect thgistrants ability to record, process, summarize and refinancia
information; anc

b. Any fraud, whether or not material, that involvesmagement or other employees who have a signifioalet in the
registran’s internal control over financial reportir
Date: August 27, 201 By: /s/ DAVID P. TUSA

David P. Tus
Chief Executive Officer and Presid
(Principal Executive Office




Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER IN ACCORDA NCE WITH SECTION 302 OF THE SARBANES-OXLEY ACT
I, Diana P. Diaz, certify that:
1. | have reviewed this annual report on Forr-K of Sharps Compliance Cor

2. Based on my knowledge, this report does not corgajnuntrue statement of material fact or omittedesa material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, nt#adisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statements,cher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registran$ other certifying officer and | are responsible éstablishing and maintaining disclosure conteoid procedures (
defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repagtifas defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and proceduresaused such disclosure controls and procedubestiesigned under ¢
supervision, to ensure that material informatiotatieg to the registrant, including its consolidhteubsidiaries, is ma
known to us by others within those entities, pattidy during the period in which this report isifge prepared

b. Designed such internal control over financial réipgr; or caused such internal control over finahi@orting to be design
under our supervision, to provide reasonable assareegarding the reliability of financial repodimand the preparation
financial statements for external purposes in atauce with generally accepted accounting princijy

c. Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtibis report our conclusio
about the effectiveness of the disclosure contral$ procedures, as of the end of the period coveyetiis report based
such evaluation; an

d. Disclosed in this report any change in the temidg's internal control over financial reporting thatcomed during th
registrant’s most recent fiscal quarter (the regrdts fourth fiscal quarter in the case of an annuabrg that has material
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registran$ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrdver financie
reporting, to the registrant’s auditors and theitaemmmittee of the registrarstboard of directors (or persons performing thevedent
functions):

a. All significant deficiencies and material weaknes&e the design or operation of internal controkfinancial reportin
which are reasonably likely to adversely affect thgistrants ability to record, process, summarize and refinencia
information; anc

b. Any fraud, whether or not material, that involveamagement or other employees who have a significalst in the
registran’s internal control over financial reportir

Date: August 27, 201 By: /s/ DIANA P. DIAZ
Diana P. Dia

Vice President and Chief Financial Offi

(Principal Financial and Accounting Offic




Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER IN ACCORDA NCE WITH SECTION 906 OF THE SARBANES-
OXLEY ACT

In conjunction with the annual report of Sharps @bamce Corp. (the “Company”) on Form ¥0for the year ended June 30, 2014
filed with the Securities and Exchange Commissianttee date hereof, |, David P. Tusa, Chief Exeeutdfficer and President of 1
Company, certify, pursuant to 18 U.S.C. Section01 38 adopted pursuant to Section 906 of the Sasaxiey Act of 2002, to the be
of my knowledge that:

(1) The Form 1K report for the year ended June 30, 2014, filethwhe Securities and Exchange Commission on Augti
2014 fully complies with the requirements of Secti (a) or 15(d) of the Securities and ExchangeofA&934; anc

(2) The information contained in the Form KQ=eport for the year ended June 30, 2014 fairgspnts, in all material respe
the financial condition and results of operatiohSlarps Compliance Cor

Date: August 27, 201 By: /s/ DAVID P. TUSA
David P. Tus

Chief Executive Officer and Presid
(Principal Executive Office




Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER IN ACCORDA NCE WITH SECTION 906 OF THE SARBANES-OXLEY
ACT

In conjunction with the annual report of Sharps @bamce Corp. (the “Company”) on Form ¥0for the year ended June 30, 2014
filed with the Securities and Exchange Commissioritee date hereof, I, Diana P. Diaz, Vice Presi@deut Chief Financial Officer of tl
Company, certify, pursuant to 18 U.S.C. Section01 38 adopted pursuant to Section 906 of the Sasaxiey Act of 2002, to the be

of my knowledge that:

(1) The Form 1 report for the year ended June 30, 2014, filethwhe Securities and Exchange Commission on Augti
2014, fully complies with the requirements of Sextl3 (a) or 15(d) of the Securities and ExchangeofA1934; anc

(2) The information contained in the Form KQeport for the year ended June 30, 2014 fairlgspnts, in all material respe
the financial condition and results of operatiohSlarps Compliance Cor

By: /s/ DIANA P. DIAZ

Diana P. Dia

Vice President and Chief Financial Offi
(Principal Financial and Accounting Offic

Date: August 27, 201




