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Rule 415 under the Securities Act, check the following box.   x

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

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

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

The registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay
its effective date until the registrant shall file a further amendment which specifically states that this
Registration Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of
1933 or until this Registration Statement shall become effective on such date as the Securities and Exchange
Commission, acting pursuant to said Section 8(a) may determine.

Edgar Filing: Patient Safety Technologies, Inc - Form S-1/A

2



The information in this prospectus is not complete and may be changed. These securities may not be sold until the
registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an offer
to sell these securities and is not soliciting an offer to buy these securities in any state where the offer or sale is not
permitted.

PRELIMINARY PROSPECTUS

Subject to Completion, dated December 19, 2007

Patient Safety Technologies, Inc.

5,950,171 Shares of
Common Stock

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

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

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

Our common stock is listed on the Over the Counter Bulletin Board under the symbol “PSTX.OB.” The last reported
sales price per share of our common stock, as reported by the Over the Counter Bulletin Board on December 17, 2007,
was $1.19.

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

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

The date of this prospectus is December 19, 2007
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You should rely only on the information contained in this prospectus. We have not authorized any other person
to provide you with different information or represent anything not contained in this prospectus. If anyone
provides you with different or inconsistent information, you should not rely on it. We are not making an offer
to sell these securities in any jurisdiction where the offer or sale is not permitted. You should assume the
information contained in this prospectus is accurate only as of the date on the front cover of this prospectus.
Our business, financial condition, results of operations and prospects may have changed since that date.
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This prospectus contains product names, trade marks and trade names of our company and other
organizations.
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PROSPECTUS SUMMARY

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

Patient Safety Technologies, Inc.

Organizational History

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

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

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

On March 30, 2005, stockholder approval was obtained to withdraw our election to be treated as a BDC and on March
31, 2005 we filed an election to withdraw our election with the Securities and Exchange Commission. At December
31, 2006, 8.9% of our assets, consisting of our investments in Alacra Corporation, on a consolidated basis with
subsidiaries were comprised of investment securities within the meaning of the 1940 Act (“Investment Securities”). If
the value of our assets that consist of Investment Securities were to exceed 40% of our total assets (excluding
government securities and cash items) on an unconsolidated basis we could be required to re-register as an investment
company under the 1940 Act unless an exemption or exclusion applies. We continue to evaluate ways in which we
can dispose of these Investment Securities and do not believe that the value of our Investment Securities will increase
in an amount that would require us to re-register as a BDC. Registration as an investment company would subject us
to restrictions that are inconsistent with our fundamental business strategy of equity growth through creating, building
and operating companies in the patient safety medical products industry. Registration under the 1940 Act would also
subject us to increased regulatory and compliance costs, and other restrictions on the way we operate and would
change the method of accounting for our assets under GAAP.

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

1
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SurgiCount Medical, Inc., developer of the Safety-Sponge System, a wholly-owned operating subsidiary, was acquired
to enhance our ability to focus our efforts in the health care and medical products field, particularly the patient safety
markets. Currently, we are evaluating ways in which to monetize our remaining non-patient safety related assets (the
“non-core assets”).

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

Investments

A summary of our investment portfolio, also known as our non-core assets, which is valued at $1,431,000 and
represents 17.4% of our September 30, 2007 total assets, is reflected below. Excluding our real estate investments, our
investment portfolio represents 12.2% of our total assets. The investment portfolio is classified as long-term
investments. 

September 30, December 31,
2007 2006

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

$ 1,430,563 $ 1,441,533

At September 30, 2007, our investment in Alacra Corporation represented our only significant investment security.

Alacra Corporation

At September 30, 2007, we had an investment in Alacra Corporation ( “Alacra” ), valued at $1,000,000, which
represents 12.2% of our total assets. On April 20, 2000, we purchased $1,000,000 worth of Alacra Series F
Convertible Preferred Stock. Alacra has recorded revenue growth in every year since the Company’s original
investment, further, Alacra is forecasting that 2007 revenues will be approximately $19.2 million, which would
represent an increase of 22% over 2006 unaudited revenues and result in approximately $750,000 of net income. At
December 31, 2006, Alacra reported in their unaudited financial statement, total assets of approximately $4.7 million
with total liabilities of approximately $7.4 million. Deferred revenue, which represents subscription revenues are
amortized over the term of the contract, which is generally one year, and represented approximately $3.7 million of
the total liabilities. We have the right, subject to Alacra having the available cash, to have the preferred stock
redeemed by Alacra over a period of three years for face value plus accrued dividends beginning on December 31,
2006. Pursuant to this right, in December 2006 we informed management of Alacra that we were exercising our right
to put back one-third of our preferred stock. If Alacra has a sufficient amount of cash to redeem our preferred stock,
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which we believe it has, we would expect the redemption to occur in December 2007. In connection with this
investment, the Company was granted observer rights on Alacra board of directors meetings.

2
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Alacra, a privately held company based in New York, is a global provider of business and financial information.
Alacra provides a diverse portfolio of online services that allow users to find, analyze, package and present business
information. Alacra’s customers include more than 750 financial institutions, management consulting, law and
accounting firms and other corporations throughout the world. Currently, Alacra’s largest customer segment is
investment and commercial banking, followed closely by management consulting, law and multi-national
corporations.

Alacra’s online service allows users to search via a set of tools designed to locate and extract business information
from the Internet and from Alacra’s library of content. Alacra’s team of information professionals selects, categorizes
and indexes more than 45,000 sites on the Web containing the most reliable and comprehensive business information.
Simultaneously, users can search more than 100 premium commercial databases that contain financial information,
economic data, business news, and investment and market research. Alacra provides information in the required
format, gleaned from such prestigious content partners as Thomson Financial™, Barra, The Economist Intelligence Unit,
Factiva, Mergerstat® and many others.

The information services industry is intensely competitive and we expect it to remain so. Although Alacra has been in
operation since 1996 they are significantly smaller in terms of revenue than a large number of companies offering
similar services. Companies such as ChoicePoint, Inc. (NYSE: CPS), LexisNexis Group, and Dow Jones Reuters
Business Interactive, LLC report revenues that range anywhere from $100 million to several billion dollars, as
reported by Hoovers, Inc. As such, Alacra’s competitors can offer a far greater range of products and services, greater
financial and marketing resources, larger customer bases, greater name recognition, greater global reach and more
established relationships with potential customers than Alacra has. These larger and better capitalized competitors
may be better able to respond to changes in the financial services industry, to compete for skilled professionals, to
finance investment and acquisition opportunities, to fund internal growth and to compete for market share generally.

Real Estate Investments

At September 30, 2007, we had several real estate investments, valued in the aggregate at $431,000, which represents
5.2% of our total assets. In the past we held our real estate investments in Ault Glazer Bodnar Capital Properties, LLC
(“AGB Properties”). AGB Properties, which was closed during 2006, was a Delaware limited liability company and a
wholly owned subsidiary. The real estate investments, consisting of approximately 8.5 acres of undeveloped land in
Heber Springs, Arkansas and 0.61 acres of undeveloped land in Springfield, Tennessee, are currently being marketed
for sale. During the year ended December 31, 2006, we received payment on loans that were secured by real estate of
$50,000. During the year ended December 31, 2005, we liquidated properties with a cost basis of $113,000, which
resulted in a gain of $28,000. We expect that any future gain or loss recognized on the liquidation of some or all of our
real estate holdings would be insignificant primarily due to the short period of time that the properties were owned
combined with the absence of any significant changes in property values in the real estate markets where the real
estate holdings are located.

3
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Our principal executive offices are located at 27555 Ynez Road, Suite 330, Temecula, CA 92591. Our telephone
number is (951) 587-6201. Our website is located at http://www.patientsafetytechnologies.com.

THE OFFERING

Common stock outstanding before the
offering

11,972,710 shares as of December 19, 2007

Common stock offered by selling
stockholders

Up to 5,950,171 shares, based on current market prices and assuming full
conversion of outstanding common stock purchase warrants and full
conversion of a convertible promissory note by the selling stockholders.
This number represents approximately 49.7% of our current outstanding
stock and includes up to 1,254,200 shares of common stock issuable upon
exercise of outstanding common stock purchase warrants and up to 81,971
shares of common stock issuable upon the conversion of a convertible
promissory note.

Common stock to be outstanding after
the offering

Up to 11,972,710 shares

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

OTCBB Symbol PSTX.OB

4
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RISK FACTORS

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

RISKS RELATING TO OUR BUSINESS AND STRUCTURE

WE HAVE JUST BEGUN TO GENERATE SALES FROM OUR SAFETY-SPONGE SYSTEM AND THE REVENUES
HAVE JUST NOW BEGUN TO REPRESENT A SIGNIFICANT SOURCE OF CASH. A SUBSTANTIAL AMOUNT OF
OUR REVENUE DURING THE YEAR ENDED DECEMBER 31, 2006 IS FROM A RELATED PARTY. BECAUSE OF
THIS, YOU SHOULD NOT RELY ON OUR HISTORICAL RESULTS OF OPERATIONS AS AN INDICATION OF
OUR FUTURE PERFORMANCE.

We have just begun to make a significant amount of sales or generated any significant amount of revenue from our
Safety-Sponge System. During the nine months ended September 30, 2007, sales from our Safety-Sponge System
amounted to $833,618. Further, of our $245,000 of revenue during fiscal 2006, $104,000 was generated from a
contract to provide management consulting services to one of our portfolio companies IPEX, Inc., which is considered
a related party. Our future success is dependent on our ability to develop our patient-safety related assets into a
successful business, which depends upon wide-spread acceptance of and commercializing our Safety-Sponge System.
None of these factors is demonstrated by our historic performance to date and there is no assurance we will be able to
accomplish them in order to sustain our operations. As a result, you should not rely on our historical results of
operations as an indication of the future performance of our business.

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

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

WITHDRAWAL OF OUR ELECTION TO BE TREATED AS A BDC MAY INCREASE THE RISKS TO OUR
SHAREHOLDERS SINCE WE ARE NO LONGER SUBJECT TO THE REGULATORY RESTRICTIONS OR
FINANCIAL REPORTING BENEFITS OF THE 1940 ACT.

Since we withdrew our election to be treated as a BDC, we are no longer subject to regulation under the 1940 Act,
which is designed to protect the interests of investors in investment companies. As a non-BDC, we are no longer
subject to many of the regulatory, financial reporting and other requirements and restrictions imposed by the 1940 Act
including, but not limited to, limitations on the amounts, types and prices at which we may issue securities,
participation in related party transactions, the payment of compensation to executives, and the scope of eligible
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investments.

The nature of our business has changed from investing in radio and telecommunications companies with the goal of
achieving gains on appreciation and dividend income, to actively operating businesses in the medical products and
health care solutions industries, with the goal of generating income from the operations of those businesses. No
assurance can be given that our business strategy or investment objectives will be achieved by withdrawing our
election to be treated as a BDC.

5
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Further, our election to withdraw as a BDC under the 1940 Act has resulted in a significant change in our method of
accounting. BDC financial statement presentation and accounting utilizes the value method of accounting used by
investment companies, which allows BDCs to recognize income and value their investments at market value as
opposed to historical cost. As an operating company, the required financial statement presentation and accounting for
securities held is either fair value or historical cost methods of accounting, depending on the classification of the
investment and our intent with respect to the period of time we intend to hold the investment.

A change in our method of accounting could reduce the market value of our investments in privately held companies
by eliminating our ability to report an increase in the value of our holdings as they occur. Also, as an operating
company, we have to consolidate our financial statements with subsidiaries, thus eliminating the portfolio company
reporting benefits available to BDCs.

TOGETHER WITH OUR SUBSIDIARIES, WE MAY HAVE TO TAKE ACTIONS THAT ARE DISRUPTIVE TO OUR
BUSINESS STRATEGY TO AVOID REGISTRATION UNDER THE 1940 ACT.

The 1940 Act generally requires public companies that are engaged primarily in the business of investing, reinvesting,
owning, holding or trading in securities to register as investment companies. A company may be deemed to be an
investment company if it owns "investment securities" with a value exceeding 40% of the value of its total assets
(excluding government securities and cash items) on an unconsolidated basis, unless an exemption or exclusion
applies. Securities issued by companies other than majority-owned subsidiaries are generally counted as investment
securities for purposes of the 1940 Act. While on an unconsolidated basis, our subsidiaries' assets which constitute
investment securities have not approached 40%, as of December 31, 2006, 9.0% of our assets on a consolidated basis
with subsidiaries were comprised of investment securities. If Patient Safety Technologies, Inc. or any of its
subsidiaries were to own investment securities with a value exceeding 40% of its total assets it could require the
subsidiary and/or Patient Safety Technologies, Inc. to register as an investment company under the 1940 Act.
Registration as an investment company would subject us to restrictions that are inconsistent with our fundamental
business strategy of equity growth through creating, building and operating companies in the medical products and
healthcare services industries, particularly the patient safety field. Moreover, registration under the 1940 Act would
subject us to increased regulatory and compliance costs, and other restrictions on the way we operate. We may also
have to take actions, including buying, refraining from buying, selling or refraining from selling securities, when we
would otherwise not choose to do so in order to continue to avoid registration under the 1940 Act.

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

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

WE MAY NEED TO RAISE ADDITIONAL FUNDS IN THE FUTURE WHICH MAY RESULT IN DILUTION TO
YOUR OWNERSHIP AND VOTING RIGHTS OR MAY RESULT IN THE INCURRENCE OF SUBSTANTIAL DEBT.

We have received shareholder approval to sell equity and/or debt securities up to $10 million in any calendar year to
Milton "Todd" Ault, III, Lynne Silverstein, Louis Glazer, M.D., Ph.G., and Melanie Glazer. Mr. Ault is our former
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Chairman and Chief Executive Officer, Ms. Silverstein is our former Executive Vice-President and Secretary, Mr.
Glazer is a Director and our former Chairman and Chief Executive Officer, and Mrs. Glazer is the former Manager of
our closed subsidiary Ault Glazer Bodnar Capital Properties, LLC and also is Mr. Glazer's spouse. If we propose to
sell more than $10 million of securities in a calendar year to such persons additional shareholder approval would be
required. Although we do not currently anticipate selling equity or debt securities to these persons we may decide to
raise additional funds from other investors. If we determine that we need to raise additional funds, additional financing
may not be available on favorable terms, if at all. Furthermore, if we do sell any such securities it will result in
dilution to your ownership and voting rights and/or possibly result in our incurring substantial debt. Any such equity
financing would result in dilution to existing stockholders and may involve securities that have rights, preferences, or
privileges that are senior to our common stock. Any such debt financing may be convertible into common stock which
would result in dilution to our stockholders and would have rights that are senior to our common stock. Further, any
debt financing must be repaid regardless of whether or not we generate profits or cash flows from our business
activities, which could strain our capital resources.

6
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SHOULD THE VALUE OF OUR PATENTS BE LESS THAN THEIR PURCHASE PRICE, WE COULD INCUR
SIGNIFICANT IMPAIRMENT CHARGES.

At December 31, 2006, patents received in the acquisition of SurgiCount Medical, Inc., net of accumulated
amortization, represented $4,089,000, or 36.6%, of our total assets. We perform an annual review in the fourth quarter
of each year, or more frequently if indicators of potential impairment exist to determine if the recorded amount of our
patents is impaired. This determination requires significant judgment and changes in our estimates and assumptions
could materially affect the determination of fair value and/or impairment of patents. We may incur charges for the
impairment of our patents in the future if sales of our patient safety products, in particular our Safety-Sponge System,
fail to achieve our assumed revenue growth rates or assumed operating margin results.

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

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

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

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

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

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

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

THERE ARE SIGNIFICANT POTENTIAL CONFLICTS OF INTEREST WITH OUR OFFICERS, DIRECTORS AND
OUR AFFILIATED ENTITIES WHICH COULD ADVERSELY AFFECT OUR RESULTS FROM OPERATIONS.

Certain of our officers, directors and/or their family members had existing responsibilities to act and/or provide
services as executive officers, directors, owners and/or managers of Ault Glazer Asset Management (“AG
Management”) (f/k/a Ault Glazer Bodnar & Company Investment Management LLC), its affiliates and/or some of the
companies in which we had invested. Until March 31, 2007, we shared office space with AG Management. William
B. Horne, our Chief Executive Officer and Chief Financial Officer, was a principal of AG Management. Mr. Horne
devoted approximately 85% of his time to our business, based on a 60-hour, 6-day workweek. Accordingly, certain
conflicts of interest may arise from time to time with our officers, directors and AG Management.

Certain conflicts of interest may also arise from time to time with our officers, directors and the companies in which
we invest. Of our $245,000 of revenue during the year ended December 31, 2006, $104,000 was generated from a
contract to provide management consulting services to our portfolio company IPEX, Inc. Mr. Ault, our former Chief
Executive Officer is currently a director of IPEX, Inc. and he served as interim Chief Executive Officer of IPEX, Inc.
from May 26, 2005 until July 13, 2005. From May 28, 2005 until approximately December 14, 2005 Mr. Ault held an
irrevocable proxy to vote 67% of the outstanding shares of IPEX, Inc. owned by the former Chief Executive Officer
and a founder of IPEX, Inc. Darrell W. Grimsley, Jr., our former Chief Executive Officer of Automotive Services
Group, LLC, which was wholly owned by Automotive Services Group, Inc., served as a director of IPEX, Inc. and a
member of its Audit Committee from August 30, 2005 until January 30, 2006. Ms. Campbell, our former director,
served as a director of IPEX, Inc. and Chairman of its Audit Committee from September 23, 2005 until January 30,
2006. Mr. Horne is a director of our portfolio company Digicorp. From December 29, 2005 until April 20, 2007, Mr.
Horne also served as Digicorp’s Chief Financial Officer and from September 30, 2005 until December 29, 2005, Mr.
Horne also served as Digicorp's Chief Executive Officer and Chairman of Digicorp's Board of Directors. One of our
former directors, Alice Campbell, is currently a director of Digicorp. Mr. Ault served as Chief Executive Officer of
Digicorp from April 26, 2005 until September 30, 2005 and Chairman of Digicorp's Board of Directors from July 16,
2005 until September 30, 2005. Ms. Silverstein served as Secretary of Digicorp from April 26, 2005 until December
29, 2005. Mr. Grimsley served as a director of Digicorp from July 16, 2005 until December 29, 2005.
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Due to the potential conflicts of interest that could arise from the divestiture of our non-patient safety related assets as
well as the anticipated restructuring of debt with related parties, the Board of Directors established a special
committee in January 2007 to evaluate any potential divestiture or debt restructuring transaction. The special
committee evaluated several alternative divestiture transactions for ASG and determined that in some instances the
most favorable transactions involved transactions with a related party. Specificially, ASG’s sale of its express car wash
and a parcel of real property to Charles H. Dellaccio and Darrell Grimsley. The special committee also evaluated the
impact of restructuring debt with Ault Glazer Capital Partners, LLC, a portion of which was in default.

Because of these possible conflicts of interest, such individuals may direct potential business and investment
opportunities to other entities rather than to us, which may not be in the best interest of our stockholders. We will
attempt to resolve any such conflicts of interest in our favor. Our Board of Directors does not believe that we have
experienced any losses due to any conflicts of interest with the business of AG Management, other than certain of our
officers' responsibility to devote their time to provide management and administrative services to AG Management
and its clients from time-to-time. Similarly, our Board of Directors does not believe that we have experienced any
losses due to any conflicts of interest with the companies in which we hold investments other than certain of our
officers' and directors' responsibility to devote their time to provide management services to some of such companies.
However, subject to applicable law, we may engage in transactions with AG Management and other related parties in
the future. These related party transactions may raise conflicts of interest and, although we do not have a formal policy
to address such conflicts of interest, our Audit Committee intends to evaluate relationships and transactions involving
conflicts of interest on a case-by-case basis and the approval of our Audit Committee is required for all such
transactions. The Audit Committee intends that any related party transactions will be on terms and conditions no less
favorable to us than terms and conditions reasonably obtainable from third parties and in accordance with applicable
law.

OUR MANAGEMENT HAS LIMITED EXPERIENCE IN MANAGING AND OPERATING A PUBLIC COMPANY.
ANY FAILURE TO COMPLY OR ADEQUATELY COMPLY WITH FEDERAL SECURITIES LAWS, RULES OR
REGULATIONS COULD SUBJECT US TO FINES OR REGULATORY ACTIONS, WHICH MAY MATERIALLY
ADVERSELY AFFECT OUR BUSINESS, RESULTS OF OPERATIONS AND FINANCIAL CONDITION.

Prior to the change in control that occurred in October 2004, members of our current senior management had limited
experience operating a public company. Therefore, our senior management has limited practical experience operating
a public company and relies in many instances on the professional experience and advice of third parties including its
consultants, attorneys and accountants. Failure to comply or adequately comply with any laws, rules, or regulations
applicable to our business may result in fines or regulatory actions, which may materially adversely affect our
business, results of operation, or financial condition.

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

Milton "Todd" Ault, III resigned as our Chairman and Chief Executive Officer on January 9, 2006. On January 7,
2006, our Board of Directors appointed Louis Glazer, M.D., Ph.G. as Chairman and Chief Executive Officer in
anticipation of Mr. Ault's resignation. During March 2005, Dr. Glazer had indicated his intent to resign as Chairman
and Chief Executive Officer at such time that we retain a suitable candidate for the position of Chief Executive
Officer. Due to health concerns, Dr. Glazer resigned his position as Chief Executive Officer on July 11, 2006 and
Milton "Todd" Ault, III was re-appointed Chief Executive Officer and a Director of the Company. On January 5,
2007, Milton “Todd” Ault, III resigned as our Chief Executive Officer and on January 9, 2007, Milton “Todd” Ault, III
resigned as our Chairman. On January 9, 2007, our Board of Directors appointed William B. Horne as our Chief
Executive Officer. Our future success is dependent on our ability to retain our Chief Executive Officer. Although we
do not believe we have experienced any losses or negative effects from Mr. Ault's and Dr. Glazer's resignations and
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we do not expect any adverse consequences in the future, if we are not able to retain our current Chief Executive
Officer we may have difficulty implementing our business strategy.
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OUR FORMER CHIEF EXECUTIVE OFFICER CONTROLS A SIGNIFICANT PORTION OF OUR OUTSTANDING
COMMON STOCK AND HIS OWNERSHIP INTEREST MAY CONFLICT WITH OUR OTHER STOCKHOLDERS
WHO MAY BE UNABLE TO INFLUENCE MANAGEMENT AND EXERCISE CONTROL OVER OUR BUSINESS.

As of November 6, 2007, Milton "Todd" Ault, III, our former Chief Executive Officer, beneficially owned
approximately 25% of our outstanding common stock. As a result, Mr. Ault may be able to exert significant influence
over our management and policies to:

·    elect or defeat the election of our directors;

·   amend or prevent amendment of our certificate of incorporation or bylaws;

·   effect or prevent a merger, sale of assets or other corporate transaction; and

·   control the outcome of any other matter submitted to the shareholders for vote.

Accordingly, our other stockholders may be unable to influence management and exercise control over our business.

RISKS RELATED TO OUR MEDICAL PRODUCTS AND HEALTHCARE-RELATED BUSINESS

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

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

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

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

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

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

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

In addition, international regulatory bodies often establish varying regulations governing product testing and licensing
standards, manufacturing compliance, such as compliance with ISO 9001 standards, packaging requirements, labeling
requirements, import restrictions, tariff regulations, duties and tax requirements and pricing and reimbursement levels.
Our inability or failure to comply with the varying regulations or the imposition of new regulations could restrict our
ability to sell our products internationally and thereby adversely affect our business, financial condition and operating
results.
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Failure to comply with applicable federal, state or foreign laws or regulations could subject us to enforcement actions,
including, but not limited to, product seizures, injunctions, recalls, possible withdrawal of product clearances, civil
penalties and criminal prosecutions, any one or more of which could have a material adverse effect on our business,
financial condition and operating results. Federal, state and foreign laws and regulations regarding the manufacture
and sale of medical devices are subject to future changes, as are administrative interpretations of regulatory
requirements. Any such changes may have a material adverse effect on our business, financial condition and operating
results.
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WE ARE SUBJECT TO INTENSE COMPETITION IN THE MEDICAL PRODUCTS AND HEALTH-CARE RELATED
MARKETS, WHICH COULD HARM OUR BUSINESS.

The medical products and healthcare solutions industry is highly competitive. We compete against other medical
products and healthcare solutions companies, some of which are much larger and have significantly greater financial
resources, management resources, research and development staffs, sales and marketing organizations and experience
in the medical products and healthcare solutions industries than us. In addition, these companies compete with us to
acquire technologies from universities and research laboratories. We also compete against large companies that seek
to license medical products and healthcare solutions technologies for themselves. We cannot assure you that we will
be able to successfully compete against these competitors in the acquisition, development, or commercialization of
any medical products and healthcare solutions, funding of medical products and healthcare solutions companies or
marketing of our products and solutions. If we cannot compete effectively against our competitors, our business,
financial condition and results of operations may be materially adversely affected.

WE MAY BE SUBJECT TO PRODUCT LIABILITY CLAIMS AND IF OUR INSURANCE IS NOT SUFFICIENT TO
COVER PRODUCT LIABILITY CLAIMS OUR BUSINESS AND FINANCIAL CONDITION WILL BE MATERIALLY
ADVERSELY AFFECTED.

The nature of our business exposes us to potential product liability risks, which are inherent in the distribution of
medical equipment and healthcare products. We may not be able to avoid product liability exposure, since third parties
develop and manufacture our equipment and products. If a product liability claim is successfully brought against us or
any third party manufacturer then we would experience adverse consequences to our reputation, we might be required
to pay damages, our insurance, legal and other expenses would increase, we might lose customers and/or suppliers and
there may be other adverse results.

Through our subsidiary SurgiCount Medical, Inc. we have general liability insurance to cover claims up to
$3,000,000. In addition, A Plus International, Inc., the manufacturer of our surgical sponges, maintains general
liability insurance for claims up to $4,000,000. These general liability insurance policies cover product liability claims
against SurgiCount Medical, Inc. There can be no assurance that one or more liability claims will not exceed the
coverage limits of any of such policies. If we or our manufacturer are subjected to product liability claims, the result
of such claims could harm our reputation and lead to less acceptance of our products in the healthcare products
market. In addition, if our insurance or our manufacturer's insurance is not sufficient to cover product liability claims,
our business and financial condition will be materially adversely affected.

RISKS RELATED TO OUR INVESTMENTS

WE MAY EXPERIENCE FLUCTUATIONS IN OUR QUARTERLY RESULTS DUE TO THE SUCCESS RATE OF
INVESTMENTS WE HOLD.

We may experience fluctuations in our quarterly operating results due to a number of factors, including the success
rate of our current investments, variations in and the timing of the recognition of realized and unrealized gains or
losses, and general economic conditions. As a result of these factors, results for any period should not be relied upon
as being indicative of performance in future periods.

WE HAVE INVESTED IN NON-MARKETABLE INVESTMENT SECURITIES WHICH MAY SUBJECT US TO
SIGNIFICANT IMPAIRMENT CHARGES.

We have invested in illiquid equity securities acquired directly from issuers in private transactions. At December 31,
2006, 9.0% of our assets on a consolidated basis with subsidiaries was comprised of investment securities, the
majority of which are illiquid investments. Investments in illiquid, or non-marketable, securities are inherently risky
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and a number of the companies we invest in are expected to fail. We review all of our investments quarterly for
indicators of impairment; however, for non-marketable equity securities, the impairment analysis requires significant
judgment to identify events or circumstances that would likely have a material adverse effect on the fair value of the
investment. The indicators we use to identify those events or circumstances include as relevant, the nature and value
of any collateral, the portfolio company's ability to make payments and its earnings, the markets in which the portfolio
company does business, comparison to valuations of publicly traded companies, comparisons to recent sales of
comparable companies, the discounted cash flows of the portfolio company and other relevant factors. Because such
valuations are inherently uncertain and may be based on estimates, our determinations of fair value may differ
materially from the values that would be assessed if a ready market for these securities existed. Investments identified
as having an indicator of impairment are subject to further analysis to determine if the investment is other than
temporarily impaired, in which case we write the investment down to its impaired value. When a company in which
we hold investments is not considered viable from a financial or technological point of view, we write down the entire
investment since we consider the estimated fair market value to be nominal. We recognized impairment charges of
$1,445,000 and $50,000 for the fiscal years ended December 31, 2006 and 2005, respectively. Since a significant
amount of our assets are comprised of non-marketable investment securities, any future impairment charges from the
write down in value of these securities will most likely have a material adverse affect on our financial condition.
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ECONOMIC RECESSIONS OR DOWNTURNS COULD IMPAIR INVESTMENTS AND HARM OUR OPERATING
RESULTS.

Many of the companies in which we have made investments may be susceptible to economic slowdowns or
recessions. An economic slowdown may affect the ability of a company to engage in a liquidity event such as a sale,
recapitalization, or initial public offering. Our nonperforming assets are likely to increase and the value of our
investments is likely to decrease during these periods. These conditions could lead to financial losses in our
investments and a decrease in our revenues, net income, and assets. Our investments also may be affected by current
and future market conditions. Significant changes in the capital markets could have an effect on the valuations of
private companies and on the potential for liquidity events involving such companies. This could affect the amount
and timing of gains or losses realized on our investments.

INVESTING IN PRIVATE COMPANIES INVOLVES A HIGH DEGREE OF RISK.

Our assets include an investment in a private company, a 1.6% equity interest in Alacra Corporation. Investments in
private businesses involve a high degree of business and financial risk, which can result in substantial losses and
accordingly should be considered speculative. Because of the speculative nature and the lack of a public market for
this investment, there is significantly greater risk of loss than is the case with traditional investment securities. We
expect that some of our investments will be a complete loss or will be unprofitable and that some will appear to be
likely to become successful but never realize their potential. During the year ended December 31, 2005, we wrote off
our investment in the private company China Nurse LLC. The amount of the loss was $50,000. We have in the past
relied, and we continue to rely to a large extent, upon proceeds from sales of investments rather than investment
income or revenue generated from operating activities to defray a significant portion of our operating expenses.

THE LACK OF LIQUIDITY IN OUR INVESTMENT IN ALACRA MAY ADVERSELY AFFECT OUR BUSINESS.

Our investment in Alacra was acquired directly from the issuer in private transactions. Accordingly, the securities that
we received from out investment in Alacra is subject to restrictions on resale and/or otherwise is illiquid. These
securities are not eligible for sale to the public without registration under the Securities Act of 1933, which could
prevent or delay any sale by us of such investments or reduce the amount of proceeds that might otherwise be realized
therefrom. Restricted securities generally sell at a price lower than similar securities not subject to restrictions on
resale. The illiquidity of our investment in Alacra may adversely affect our ability to dispose of debt and equity
securities at times when it may be otherwise advantageous for us to liquidate such investments. In addition, if we were
forced to immediately liquidate some or all of our investment, the proceeds of such liquidation may be significantly
less than the value at which we acquired those investments.

WE MAY NOT REALIZE GAINS FROM OUR EQUITY INVESTMENT.

In the past, our investments have primarily been in equity securities of other companies. The equity interest in Alacra,
our only remaining equity investment, may not appreciate in value and, in fact, may decline in value. Accordingly, we
may not be able to realize gains from our equity interest, and any gains that we do realize on the disposition of our
equity interest may not be sufficient to offset any other losses we experience.
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THERE IS UNCERTAINTY REGARDING THE VALUE OF OUR INVESTMENTS THAT ARE NOT PUBLICLY
TRADED SECURITIES, WHICH COULD ADVERSELY AFFECT THE DETERMINATION OF OUR ASSET VALUE.

The fair value of investments that are not publicly traded securities is not readily determinable. Therefore, we value
these securities at fair value as determined in good faith by our Board of Directors. The types of factors that our Board
of Directors takes into account include, as relevant, the nature and value of any collateral, the portfolio company's
ability to make payments and its earnings, the markets in which the portfolio company does business, comparison to
valuations of publicly traded companies, comparisons to recent sales of comparable companies, the discounted value
of the cash flows of the portfolio company and other relevant factors. Because such valuations are inherently uncertain
and may be based on estimates, our determinations of fair value may differ materially from the values that would be
assessed if a ready market for these securities existed.

WE BORROW MONEY, WHICH MAGNIFIES THE POTENTIAL FOR GAIN OR LOSS ON AMOUNTS INVESTED
AND MAY INCREASE THE RISK OF INVESTING IN US.

Borrowings, also known as leverage, magnify the potential for gain or loss on amounts invested and, therefore,
increase the risks associated with investing in our securities. We may borrow from and issue senior debt securities to
banks, insurance companies, and other lenders. Lenders of these senior securities have fixed dollar claims on our
consolidated assets that are superior to the claims of our common shareholders. If the value of our consolidated assets
increases, then leveraging would cause the value of our consolidated assets to increase more sharply than it would
have had we not leveraged. Conversely, if the value of our consolidated assets decreases, leveraging would cause the
value of our consolidated net assets to decline more sharply than it otherwise would have had we not leveraged.
Similarly, any increase in our consolidated income in excess of consolidated interest payable on the borrowed funds
would cause our net income to increase more than it would without the leverage, while any decrease in our
consolidated income would cause net income to decline more sharply than it would have had we not borrowed.

RISKS RELATED TO OUR REAL ESTATE HOLDINGS

THE VALUE OF REAL ESTATE FLUCTUATES DEPENDING ON CONDITIONS IN THE GENERAL ECONOMY
AND THE REAL ESTATE BUSINESS. THESE CONDITIONS MAY LIMIT THE PROCEEDS FROM SALES OF OUR
REAL ESTATE PROPERTIES AND AVAILABLE CASH.

The value of our real estate holdings is affected by many factors including, but not limited to: national, regional and
local economic conditions; consequences of any armed conflict involving or terrorist attacks against the United States;
our ability to secure adequate insurance; local conditions such as an oversupply of space or a reduction in demand for
real estate in a particular area; competition from other available space; whether tenants consider a property attractive;
the financial condition of tenants, including the extent of tenant bankruptcies or defaults; whether we are able to pass
some or all of any increased operating costs through to tenants; how well we manage our properties; fluctuations in
interest rates; changes in real estate taxes and other expenses; changes in market rental rates; the timing and costs
associated with property improvements and rentals; changes in taxation or zoning laws; government regulation;
potential liability under environmental or other laws or regulations; and general competitive factors. The proceeds we
expect to receive may not materialize as a result of adverse changes in any of these factors. If expected proceeds fail to
materialize, we generally would expect to have less cash available to pay our operating costs. In addition, some
expenses, including mortgage payments, real estate taxes and maintenance costs, generally do not decline when the
related value of our real estate holdings decline.

OUR CURRENT REAL ESTATE HOLDINGS ARE CONCENTRATED IN HEBER SPRINGS, ARKANSAS AND
SPRINGFIELD, TENNESSEE. ADVERSE CIRCUMSTANCES AFFECTING THESE AREAS GENERALLY COULD
ADVERSELY AFFECT OUR BUSINESS.

Edgar Filing: Patient Safety Technologies, Inc - Form S-1/A

28



A significant proportion of our real estate investments are in Heber Springs, Arkansas and Springfield, Tennessee and
are affected by the economic cycles and risks inherent to those regions. Like other real estate markets, the real estate
markets in these areas have experienced economic downturns in the past, and we cannot predict how the current
economic conditions will impact these markets in both the short and long term. Further declines in the economy or a
decline in the real estate markets in these areas could hurt our financial performance and the value of our properties.
The factors affecting economic conditions in these regions include: business layoffs or downsizing; industry
slowdowns; relocations of businesses; changing demographics; and any oversupply of or reduced demand for real
estate.
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RISKS RELATED TO OUR COMMON STOCK

OUR HISTORIC STOCK PRICE HAS BEEN VOLATILE AND THE FUTURE MARKET PRICE FOR OUR
COMMON STOCK MAY CONTINUE TO BE VOLATILE. FURTHER, THE LIMITED MARKET FOR OUR SHARES
WILL MAKE OUR PRICE MORE VOLATILE. THIS MAY MAKE IT DIFFICULT FOR YOU TO SELL OUR
COMMON STOCK FOR A POSITIVE RETURN ON YOUR INVESTMENT.

The public market for our common stock has historically been very volatile. Over the past two fiscal years and the
subsequent interim quarterly periods, the market price for our common stock has ranged from $0.30 to $7.33 (as
adjusted to reflect a 3:1 forward stock split effective April 5, 2005). Any future market price for our shares may
continue to be very volatile. This price volatility may make it more difficult for you to sell shares when you want at
prices you find attractive. We do not know of any one particular factor that has caused volatility in our stock price.
However, the stock market in general has experienced extreme price and volume fluctuations that often are unrelated
or disproportionate to the operating performance of companies. Broad market factors and the investing public's
negative perception of our business may reduce our stock price, regardless of our operating performance. Further, the
market for our common stock is limited and we cannot assure you that a larger market will ever be developed or
maintained. Our common stock is currently on the OTC Bulletin Board under the symbol PSTX. Prior thereto, the
Company’s common stock was traded on the American Stock Exchange ("AMEX") under the symbol “PST.” As of
December 17, 2007, the average daily trading volume of our common stock over the past three months was
approximately 17,000 shares. The last reported sales price for our common stock on December 17, 2007, was $1.19
per share. Market fluctuations and volatility, as well as general economic, market and political conditions, could
reduce our market price. As a result, this may make it difficult or impossible for you to sell our common stock.

OUR COMMON STOCK IS SUBJECT TO THE "PENNY STOCK" RULES OF THE SEC, WHICH WOULD MAKE
TRANSACTIONS IN OUR COMMON STOCK CUMBERSOME AND MAY REDUCE THE VALUE OF AN
INVESTMENT IN OUR STOCK.

The SEC has adopted Rule 3a51-1 which establishes the definition of a "penny stock," for the purposes relevant to us,
as any equity security that has a market price of less than $5.00 per share or with an exercise price of less than $5.00
per share, subject to certain exceptions. For any transaction involving a penny stock, unless exempt, Rule 15g-9
require:

  ·   that a broker or dealer approve a person's account for transactions in penny stocks; and

  ·   the broker or dealer receive from the investor a written agreement to the transaction, setting forth the identity and
quantity of the penny stock to be purchased.

In order to approve a person's account for transactions in penny stocks, the broker or dealer must:

  ·   obtain financial information and investment experience objectives of the person; and

  ·   make a reasonable determination that the transactions in penny stocks are suitable for that person and the person
has sufficient knowledge and experience in financial matters to be capable of evaluating the risks of transactions in
penny stocks.

The broker or dealer must also deliver, prior to any transaction in a penny stock, a disclosure schedule prescribed by
the SEC relating to the penny stock market, which, in highlight form:

  · sets forth the basis on which the broker or dealer made the suitability determination; and
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  · that the broker or dealer received a signed, written agreement from the investor prior to the transaction.

Generally, brokers may be less willing to execute transactions in securities subject to the "penny stock" rules. This
may make it more difficult for investors to dispose of our common stock and cause a decline in the market value of
our stock.

Disclosure also has to be made about the risks of investing in penny stocks in both public offerings and in secondary
trading and about the commissions payable to both the broker-dealer and the registered representative, current
quotations for the securities and the rights and remedies available to an investor in cases of fraud in penny stock
transactions. Finally, monthly statements have to be sent disclosing recent price information for the penny stock held
in the account and information on the limited market in penny stocks.

FORWARD-LOOKING STATEMENTS

This prospectus, any prospectus supplement and the documents incorporated by reference in this prospectus contain
“forward-looking” statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section
21E of the Securities Exchange Act of 1934, as amended. These forward-looking statements can be identified by the
use of words such as “believes,” “estimates,” “could,” “possibly,” “probably,” “anticipates,” “projects,” “expects,” “may,” “will,” or “should”
or other variations or similar words. No assurances can be given that the future results anticipated by the
forward-looking statements will be achieved. The following matters constitute cautionary statements identifying
important factors with respect to those forward-looking statements, including certain risks and uncertainties that could
cause actual results to vary materially from the future results anticipated by those forward-looking statements. Among
the key factors that have a direct bearing on our results of operations are the effects of various governmental
regulations, the fluctuation of our direct costs and the costs and effectiveness of our operating strategy. Unless we are
required to do so under U.S. federal securities laws or other applicable laws, we do not intend to update or revise any
forward-looking statements.

USE OF PROCEEDS

This prospectus relates to shares of our common stock that may be offered and sold from time to time by the selling
stockholders. We will not receive any proceeds from the sale of shares of common stock in this offering. However, we
will receive the sale price of any common stock we sell to the selling stockholders upon exercise of outstanding
warrants for cash. We expect to use the proceeds received from the exercise of the warrants, if any, for general
working capital purposes.

BUSINESS OF PATIENT SAFETY TECHNOLOGIES, INC.

Organizational History

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

The Company, including SurgiCount Medical Inc. (“SurgiCount”), is engaged in the acquisition of controlling interests
in companies and research and development of products and services focused primarily in the health care and medical
products field, particularly the patient safety markets. SurgiCount is a developer and manufacturer of patient safety
products and services. In addition, the Company holds various other unrelated investments which it is in the process of
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The Company was incorporated on March 31, 1987, under the laws of the state of Delaware. Beginning in July 1987
until March 31, 2005 we operated as an investment company registered pursuant to the Investment Company Act of
1940, as amended (the “1940 Act”). In or about August 1997 our Board of Directors determined it would be in the best
interest of the Company and our stockholders to elect to become a registered business development company (a
“BDC”) under the 1940 Act. On September 9, 1997 our shareholders approved the proposal to be regulated as a BDC
and on November 18, 1997 we filed a notification of election to become a BDC with the Securities and Exchange
Commission (“SEC”).

On March 30, 2005, stockholder approval was obtained to withdraw our election to be treated as a BDC and on March
31, 2005 we filed an election to withdraw our election with the Securities and Exchange Commission. At December
31, 2006, 8.9% of our assets, consisting of our investments in Alacra Corporation, on a consolidated basis with
subsidiaries were comprised of investment securities within the meaning of the 1940 Act (“Investment Securities”). If
the value of our assets that consist of Investment Securities were to exceed 40% of our total assets (excluding
government securities and cash items) on an unconsolidated basis we could be required to re-register as an investment
company under the 1940 Act unless an exemption or exclusion applies. We continue to evaluate ways in which we
can dispose of these Investment Securities and do not believe that the value of our Investment Securities will increase
in an amount that would require us to re-register as a BDC. Registration as an investment company would subject us
to restrictions that are inconsistent with our fundamental business strategy of equity growth through creating, building
and operating companies in the patient safety medical products industry. Registration under the 1940 Act would also
subject us to increased regulatory and compliance costs, and other restrictions on the way we operate and would
change the method of accounting for our assets under GAAP.

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

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

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

A summary of our investment portfolio, also known as our non-core assets, which is valued at $1,431,000 and
represents 17.4% of our September 30, 2007 total assets, is reflected below. Excluding our real estate investments, our
investment portfolio represents 12.2% of our total assets. The investment portfolio is classified as long-term
investments. 

September 30, December 31,
2007 2006

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

$ 1,430,563 $ 1,441,533
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At September 30, 2007, our investment in Alacra Corporation represented our only significant investment security.

Alacra Corporation

At September 30, 2007, we had an investment in Alacra Corporation ( “Alacra” ), valued at $1,000,000, which
represents 12.2% of our total assets. On April 20, 2000, we purchased $1,000,000 worth of Alacra Series F
Convertible Preferred Stock. Alacra has recorded revenue growth in every year since the Company’s original
investment, further, Alacra is forecasting that 2007 revenues will be approximately $19.2 million, which would
represent an increase of 22% over 2006 unaudited revenues and result in approximately $750,000 of net income. At
December 31, 2006, Alacra reported in their unaudited financial statement, total assets of approximately $4.7 million
with total liabilities of approximately $7.4 million. Deferred revenue, which represents subscription revenues are
amortized over the term of the contract, which is generally one year, and represented approximately $3.7 million of
the total liabilities. We have the right, subject to Alacra having the available cash, to have the preferred stock
redeemed by Alacra over a period of three years for face value plus accrued dividends beginning on December 31,
2006. Pursuant to this right, in December 2006 we informed management of Alacra that we were exercising our right
to put back one-third of our preferred stock. If Alacra has a sufficient amount of cash to redeem our preferred stock,
which we believe it has, we would expect the redemption to occur in December 2007. In connection with this
investment, the Company was granted observer rights on Alacra board of directors meetings.

Alacra, a privately held company based in New York, is a global provider of business and financial information.
Alacra provides a diverse portfolio of online services that allow users to find, analyze, package and present business
information. Alacra’s customers include more than 750 financial institutions, management consulting, law and
accounting firms and other corporations throughout the world. Currently, Alacra’s largest customer segment is
investment and commercial banking, followed closely by management consulting, law and multi-national
corporations.

Alacra’s online service allows users to search via a set of tools designed to locate and extract business information
from the Internet and from Alacra’s library of content. Alacra’s team of information professionals selects, categorizes
and indexes more than 45,000 sites on the Web containing the most reliable and comprehensive business information.
Simultaneously, users can search more than 100 premium commercial databases that contain financial information,
economic data, business news, and investment and market research. Alacra provides information in the required
format, gleaned from such prestigious content partners as Thomson Financial™, Barra, The Economist Intelligence Unit,
Factiva, Mergerstat® and many others.

The information services industry is intensely competitive and we expect it to remain so. Although Alacra has been in
operation since 1996 they are significantly smaller in terms of revenue than a large number of companies offering
similar services. Companies such as ChoicePoint, Inc. (NYSE: CPS), LexisNexis Group, and Dow Jones Reuters
Business Interactive, LLC report revenues that range anywhere from $100 million to several billion dollars, as
reported by Hoovers, Inc. As such, Alacra’s competitors can offer a far greater range of products and services, greater
financial and marketing resources, larger customer bases, greater name recognition, greater global reach and more
established relationships with potential customers than Alacra has. These larger and better capitalized competitors
may be better able to respond to changes in the financial services industry, to compete for skilled professionals, to
finance investment and acquisition opportunities, to fund internal growth and to compete for market share generally.

18

Edgar Filing: Patient Safety Technologies, Inc - Form S-1/A

36



Real Estate Investments

At September 30, 2007, we had several real estate investments, valued in the aggregate at $431,000, which represents
5.2% of our total assets. In the past we held our real estate investments in Ault Glazer Bodnar Capital Properties, LLC
(“AGB Properties”). AGB Properties, which was closed during 2006, was a Delaware limited liability company and a
wholly owned subsidiary. The real estate investments, consisting of approximately 8.5 acres of undeveloped land in
Heber Springs, Arkansas and 0.61 acres of undeveloped land in Springfield, Tennessee, are currently being marketed
for sale. During the year ended December 31, 2006, we received payment on loans that were secured by real estate of
$50,000. During the year ended December 31, 2005, we liquidated properties with a cost basis of $113,000, which
resulted in a gain of $28,000. We expect that any future gain or loss recognized on the liquidation of some or all of our
real estate holdings would be insignificant primarily due to the short period of time that the properties were owned
combined with the absence of any significant changes in property values in the real estate markets where the real
estate holdings are located.

The Medical Products and Healthcare Solutions Industry

We believe that the healthcare delivery system is under tremendous pressure to identify and commercialize simple
medical solutions quickly to lower costs, control infections, reduce liability and eliminate preventable errors.
Increased litigation and a renewed focus on patient safety by regulators is spurring demand for new innovative
medical devices. With the convergence of scientific, electronic and digital technologies, new breakthroughs in medical
devices will play a critical role in solving problems in healthcare and enhancing patient safety in the future.

The medical community recognizes the importance of improving patient safety, not only to enhance the quality of
care, but also to help manage medical costs and related litigation costs. We are confident the medical profession and
healthcare professionals will rise to the occasion and help develop the medical solutions to revolutionize health care.

We are dedicated to leading this effort through the development and introduction of ground-breaking patient safety
products such as our lead product, the patented Safety-Sponge™ System, which management believes will allow us to
capture a significant portion of the United States and European surgical sponge sales. Based upon assumptions by our
management that take into consideration factors such as the approximate number of hospitals and operating rooms in
the United States and Europe, the approximate number of surgeries performed annually, and estimates for the average
cost of surgical sponges per surgery, we believe that the existing market for surgical sponge sales in the United States
and Europe represents a market opportunity equal to or in excess of $650 million in annual sales. Such estimate
assumes approximately 61 million surgeries performed annually in the United States and Europe, and an average cost
of surgical sponges of $10.60 per surgery. In addition, we believe that our Safety-Sponge™ System could save up to an
estimated $1.0 billion annually in retained sponge litigation. The estimated size of the surgical sponge market and
actual savings derived from utilizing the Safety-Sponge™ System from retained sponge litigation is based on
management’s estimates and assumptions made by management. Although management took into consideration
statistics from research and published articles by the American Hospital Association and New England Journal of
Medicine, as well as various articles located through a search of retained sponge verdicts, the specific assumptions are
management’s interpretation of multiple sources. Further, management believes that a large amount of the litigation
relating to medical malpractice claims are settled under the terms of confidential agreements, thus the actual amount
of many settlements are never disclosed and therefore subject to speculation.

We intend to target hospitals, physicians, nurses and clinics as our initial source of customers. In addition, we plan to
develop strategic alliances with universities, medical facilities and notable medical researchers around the United
States that will provide research, development and promotional support for our products and services.

Customers and Distribution
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On April 5, 2005, we entered into a consulting agreement with Health West Marketing Incorporated, a California
corporation ( “Health West” ), pursuant to which Health West agreed to help us establish a comprehensive
manufacturing and distribution strategy for the Safety-Sponge™ System worldwide. The initial term of the agreement
was for a period of two years, however, the agreement was terminated with the appointment of Bill Adams, Health
West’s Chief Executive Officer, to the position of Chief Executive Officer of SurgiCount effective April 21, 2006. In
consideration for Health West's services, the Company agreed to issue Health West 42,017 shares of the Company's
common stock. Through December 31, 2006, the Company has issued 26,261 shares, valued at $156,000, primarily
for Health West’s assistance in structuring a comprehensive manufacturing agreement with A Plus International Inc. (“A
Plus”), which was entered into on August 17, 2005. The Company has agreed to issue the remaining 15,756 shares for
Health West’s services in assisting with the development of a regional distribution network to integrate the
Safety-Sponge™ System into the existing acute care supply chain. The remaining shares will be issued during 2007. As
an additional incentive, the Company granted Health West warrants to purchase a total of 175,000 shares of the
Company’s common stock with an exercise price of $5.95 per share.
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On November 14, 2006, SurgiCount entered into a Supply Agreement with Cardinal Health 200, Inc. ("Cardinal").
Pursuant to the agreement, Cardinal shall act as the exclusive distributor of SurgiCount's products in the United States,
with the exception that SurgiCount may sell its products to one other specified hospital supply company, solely for its
sale/distribution to its hospital customers. Under the agreement, SurgiCount agrees to maintain a specified fill rate on
all orders for products. The term of the agreement is 36 months, unless earlier terminated as set forth therein.
Otherwise, the agreement automatically renews for successive 12 month periods.

If Cardinal receives an offer from another supplier to purchase any or all of the products supplied by SurgiCount
under the agreement on more favorable terms and conditions, of better grade or quality, at a more favorable net price
or with new or improved technology, Cardinal must provide SurgiCount with written notice of such offer. SurgiCount
will have 15 days following the date of the notice to notify Cardinal that it agrees to meet or improve upon such offer.
If SurgiCount fails to so notify Cardinal in writing that it will meet or improve upon such offer within such 15 day
period, Cardinal may terminate the agreement with respect to the product in question upon written notice to
SurgiCount, without further obligation or liability. SurgiCount's notice to Cardinal that it agrees to meet or improve
upon such offer shall constitute an amendment to the agreement with respect to those products.
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