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2014 2013(unaudited)
Revenues

Sales of Products 3,451,124$ 2,913,388$
Service Revenues 1,328,157 1,403,719
Royalties and contract revenues 1,235,777 1,468,426

Total Revenues 6,015,058 5,785,533

Expenses
Cost of Sales 1,701,949 1,585,181
Operating Expenses 3,996,737 3,747,753
Other Expenses 148,193 70,409
Provision for Income Taxes 51,187 103,999

Total Expenses 5,898,066 5,507,342

Net Income 116,992$ 278,191$

Earnings Per Common Share 0.02$ 0.06$
Weighted Average Number of

Common Shares Outstanding* 4,772,318 4,772,318
See accompanying notes.

As of August 2012, the Company no longer had any Common Stock Equivalents (e.g. Options).

Accumulated Deficit, Beginning of Year (1,533,693)$ (1,811,884)$
Net Income 116,992 278,191

Accumulated Deficit, End of Year (1,416,701)$ (1,533,693)$

See accompanying notes.
The accompanying notes are an integral part of these consolidated financial statements.

HYDROMER, INC.

(unaudited)

June 30,
Year Ended

CONSOLIDATED STATEMENTS OF OPERATIONS and RETAINED EARNINGS (DEFICIT)

This Annual Report may contain forward-looking statements.  Forward-looking statements include, among
other things, business strategy and expectations concerning industry conditions, market position, future

operations, margins, profitability, liquidity and capital resources.  Forward-looking statements generally can
be identified by the use of terminology such as “may,” “will,” “expect,” “intend,” “estimate,” “anticipate”
or “believe” or similar expressions or the negatives thereof.  These expectations are based on management’s
assumptions and current beliefs based on currently available information.  Although the Company believes

that the expectations reflected in such statements are reasonable, it can give no assurance that such
expectations will be correct.  You are cautioned not to place undue reliance on these forward-looking
statements, which speak only as of the date of this Annual Report and the Company does not have any

obligation to update the forward-looking statements.  The Company’s operations are subject to a number of
uncertainties, risks and other influences, many of which are outside its control, and any one of which, or a

combination of which, could cause its actual results of operations to differ materially from the forward-
looking statements.

*
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June 30, June 30,
2014 2013

ASSETS
Current Assets:

Cash and cash equivalents 545,686$ 458,954$

Trade Receivables less allowance for doubtful accounts of $33,605
and $26,333 as of June 30, 2014 and June 30, 2013, respectively 880,700 1,011,432
Inventory 365,024 391,141
Prepaid Assets 150,529 198,417
Deferred tax asset, non-current 68,634 -
Other 10,651 11,106

Total Current Assets 2,021,224 2,071,050

Property and Equipment, net 2,431,234 2,543,384
Deferred tax asset, non-current 1,100,613 1,077,561
Intangible assets, net 804,149 726,043
Other 79,295 84,683

Total Assets 6,436,515$ 6,502,721$

LIABILITIES & EQUITY
Current Liabilities

Accounts Payable 237,118$ 410,877$
Accrued Expenses 234,833 237,240
Current portion of deferred revenue 93,599 106,010
Current portion of mortgage payable 82,042 59,847

Total Current Liabilities 647,592 813,974

Deferred Tax Liability 303,130 163,757
Long term portion of deferred revenue 54,733 116,331
Long term portion of mortgage payable 2,498,936 2,593,527

Total Liabilities 3,504,391 3,687,589

Contingencies - -

Equity
Preferred Stock - no par value, authorized 1,000,000 shares; no
shares issued and outstanding - -
Common Stock - no par value, authorized 15,000,000 shares;
4,783,235 shares issued and 4,772,318 shares outstanding as of
June 30, 2014 and June 30, 2013 3,721,815 3,721,815
Contributed capital 633,150 633,150
Accumulated deficit (1,416,701) (1,533,693)
Treasury stock, 10,917 common shares at cost (6,140) (6,140)

Total Stockholders' Equity 2,932,124 2,815,132

Total Liabilities and Stockholders' Equity 6,436,515$ 6,502,721$

See accompanying notes.

(unaudited)

HYDROMER, INC.
 CONSOLIDATED BALANCE SHEETS

See accompanying notes.
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2014 2013
Cash Flows from Operating Activities:

Net Income 116,992$ 278,191$
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and Amortization 422,807 403,100
Deferred income taxes 47,687 101,749
Changes in Assets and Liabilities:

Trade receivables 130,732 (18,054)
Inventory 26,117 (81,772)
Prepaid expenses 6,492 45,156
Other assets 5,843 (71,946)
Accounts payable and accrued liabilities (172,577) (77,654)
Deferred income (74,009) (58,575)
Income taxes payable (3,500) (2,250)

Net Cash Provided by Operating Activities 506,584 517,945

Cash Flows from Investing Activities:
Cash purchases of property and equipment (57,772) (75,562)
Cash payments on patents and trademarks (289,684) (205,543)

Net Cash Used in Investing Activities (347,456) (281,105)

Cash Flows from Financing Activities:
Repayment of long-term borrowings (72,396) (58,764)

Net Cash Used in Financing Activities (72,396) (58,764)

Net Increase in Cash and Cash equivalents 86,732 178,076

Cash and Cash equivalents, Beginning of Period 458,954 280,878

Cash and Cash equivalents, End of Period 545,686$ 458,954$

See accompanying notes.
Cash Paid during the year for:

Interest 151,102$ 191,902$
Income taxes 3,500$ 3,500$

(unaudited)

June 30,
Year Ended

HYDROMER, INC.
 CONSOLIDATED STATEMENTS OF CASH FLOWS

See accompanying notes.
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Hydromer, Inc.
Notes to the Consolidated Financial Statements
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1.   SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations
Hydromer, Inc. & Subsidiary (the “Company”) is a polymer

research and development company based in Branchburg, New Jersey.
The Company develops polymer complexes for commercial markets in
both the United States and abroad for the medical, cosmetics, animal
health and industrial fields. Also in its array of capabilities, the
Company offers R&D services and through its wholly owned
subsidiary, Biosearch Medical Products, Inc. (“Biosearch”), engineering
services and contract coating services. The Company obtains patent
rights on certain products from which royalty revenues can be received.

Principles of Consolidation
The consolidated financial statements include the accounts of

Hydromer, Inc. and its wholly owned subsidiary.  All significant
intercompany balances and transactions have been eliminated.

Cash and Cash Equivalents
Cash and cash equivalents consist of investments with original

maturities of three months or less.

Accounts Receivables
Accounts receivable are uncollateralized, non-interest-bearing

customer obligations due under normal trade terms requiring payment
typically within 30 days from the invoice date, or in the case of royalties
or contract payments (see Revenue Recognition), usually 45 days from
the end of a calendar quarter. Trade accounts receivable are stated at
the amount billed to the customer; royalties and contract revenues are
estimated until reported by the licensee / contractual party. Payments of
accounts receivable are allocated to the specific invoices identified on
the customer's remittance advice or, if unspecified, are applied to the
oldest unpaid invoices. The carrying amount of accounts receivable is
reduced by a valuation allowance that reflects the Company's best
estimate of the amounts that may not be collected. This estimate is
based on reviews of all balances in excess of 90 days past due from the
invoice date. Based on this assessment of current credit worthiness, the
Company estimates the portion, if any, of the balance that will not be
collected. Management also considers the need for additional general
reserves and reviews its valuation allowance on a quarterly basis.

Fair Value Measurements
Accounting Standards Codification (“ASC”) 820-10, Fair Value

Measurements, defines fair value, establishes a framework for
measuring fair value under generally accepted accounting principles and
enhances disclosures about fair value measurements. Fair value is
defined under ASC 820-10 as the exchange price that would be received
for an asset or paid to transfer a liability (an exit price) in the principal
or the most advantageous market for an asset or liability in an orderly
transaction between participants on the measurement date. Valuation
techniques used to measure fair value under ASC 820-10 must
maximize the use of observable inputs and minimize the use of
unobservable inputs. The standard describes a fair value hierarchy
based on the levels of inputs, of which the first two are considered
observable and the last unobservable, that may be used to measure fair
value which are the following:

• Level 1 - Quoted prices in active markets for identical assets or
liabilities.

• Level 2 - Inputs other than Level 1 that are observable, either
directly or indirectly, such as quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs
that are observable or corroborated by observable market data or
substantially the full term of the assets or liabilities.

• Level 3 - Unobservable inputs that are supported by little or no
market activity and that are significant to the value of the assets or
liabilities.

Some of the Company’s financial instruments are not measured at
fair value on a recurring basis but are recorded at amounts that
approximate fair value due to their liquid or short-term nature, such as
cash and cash equivalents, receivables and payables.  The carrying
amount of the mortgage is consistent with the terms available in the
market for instruments with similar risk.  There were no financial assets
and liabilities requiring fair value reporting as of June 30, 2013 or 2014.

Inventories
Inventories are valued at the lower of cost, determined by the first-

in, first-out method, or market and include appropriate amounts of labor
and overhead.

Depreciation
The cost of property and equipment, which includes a reasonable

portion of labor costs for equipment built in-house, is depreciated on a
straight-line method over the estimated useful lives of the assets: 5-10
years for machinery and equipment, 3-5 years for furniture and office
equipment and 40 years for the building.  When assets are retired or
otherwise disposed of, the cost and related accumulated depreciation are
removed from the accounts, and any resulting gain or loss is reflected in
income for the period.  Repairs and maintenance which do not extend
the useful lives of the related assets are expensed as incurred.

Patents
Registration and maintenance costs associated with the filing and

registration of patents are prepaid and amortized over its remaining life
of the patent, not to exceed 20 years. Costs associated with patents
which are not approved or abandoned are expensed in the period in
which such patents are not approved or abandoned. The annual
maintenance fees associated with existing patents are expensed over 12
months and are included in Prepaid Expenses. The Research and
Development costs associated with the patented technology are
expensed as incurred and are not capitalized.

Long-Lived Assets
The Company assesses long-lived assets for impairment as

required under ASC 360-10, Accounting for the Impairment or Disposal
of Long-Lived Assets.  The Company reviews for impairment whenever
events or circumstances indicate that the carrying amount of these assets
may not be recoverable.  The Company assesses these assets for
impairment based on estimated future cash flows from these assets.

Revenue Recognition
Revenues from product and services sales are recognized at the

time of shipment or when services are rendered provided that collection
of the resulting receivable is probable.  Revenues from royalties are
recognized upon the sale of certain products by licensees with whom
the Company has licensing agreements. Contract Revenues, which
includes payments from Stand Still, Supply or Support agreements that
are typically based on time frames, are recognized in the periods to
which it pertains. Deferred revenues are recorded when agreements call
for payment ahead of when the amounts are earned. In multiple
element arrangements, revenue is allocated to each separate unit of
accounting and each deliverable in an arrangement is evaluated to
determine whether it represents separate units of accounting. A
deliverable constitutes a separate unit of accounting when it has
standalone value and there is no general right of return for the delivered
elements. In instances when the aforementioned criteria are not met,
the deliverable is combined with the undelivered elements and the
allocation of the arrangement consideration and revenue recognition is
determined for the combined unit as a single unit of accounting.
Allocation of the consideration is determined at arrangement inception
on the basis of each unit’s relative selling price.



Hydromer, Inc.
Notes to the Consolidated Financial Statements
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Shipping and Handling Charges
The Company includes costs of shipping and handling billed to

customers in Revenues and the related expense of shipping and
handling costs in Cost of Sales.

Advertising
Advertising costs are expensed as incurred except for tangible

assets, such as printed advertising materials, which are expensed as
consumed.  Advertising expense was $69,480 and $86,310 for the years
ended June 30, 2014 and 2013, respectively.

Research and Development
Research and development costs, primarily employee salaries and

benefits, are charged to operations when incurred and are included in
Operating Expenses.  The amounts charged to expense for the years
ended June 30, 2014 and 2013 were $571,446 and $523,911,
respectively.

Foreign Currency Translation
The Company’s functional currency is the United States Dollar.

The Company accounts for foreign currency translation pursuant to
Financial Accounting Standards Board (“FASB”) ASC 830-20, Foreign
Currency Transactions. All assets and liabilities are translated into
United States dollars using the rates prevailing at the end of the period.
Revenues and expenses are translated using the average exchange rates

prevailing throughout the period. Unrealized foreign exchange amounts
resulting from translations at different rates according to their nature are
included in accumulated other comprehensive income or loss.
Recognized foreign currency transaction gains and losses are
recognized in the operations.

Comprehensive Income (Loss)
The Company applies the provisions of FASB’s ASC 220-10,

Reporting Comprehensive Income, in which unrealized gains and losses
from foreign exchange translations are reported in the consolidated
statements of shareholders’ deficit as comprehensive income (loss).

As of June 30, 2014, the translation adjustment was de minimus
thus the Company did not report any comprehensive income.

Income Taxes
Income taxes are provided for the tax effects of transactions

reported in the financial statements and consist of taxes currently due
plus deferred taxes related primarily to differences between the bases of
assets and liabilities for financial and income tax reporting.   The
deferred tax assets and liabilities represent the future tax return
consequences of those differences, which will either be taxable or
deductible when the assets and liabilities are recovered or settled.
Deferred taxes are also recognized for operating losses that are available
to offset future federal and state income taxes.  Any interest charges on
underpayment or other assessments are recorded as interest expense.
Any penalties are recorded in Operating Expenses.

Earnings Per Share
Earnings per share, in accordance with the provisions of ASC 260-

10, Earnings Per Share, is computed by dividing net income by the
weighted average number of common stock shares outstanding during
the period.

Use of Estimates
The preparation of financial statements in conformity with

generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and
expenses during the reporting period.  Actual results could differ from
those estimates.

2.  CONCENTRATION OF CREDIT AND BUSINESS RISK

The Company is exposed to additional credit and business risks due
to its concentration of activity with certain parties. For example, at
times throughout the year, the Company may maintain certain bank
accounts in excess of FDIC insured limits.

In addition, the Company provides credit in the normal course of
business to customers.  Ongoing credit evaluations of its customers are
performed, and allowances for doubtful accounts are based on factors
surrounding the credit risk of specific customers, historical trends and
other information.

For the June 30, 2013 year end, one customer accounted for 11% of
the Company's total revenues.  There were no significant customers for
the year ended June 30, 2014. The accounts receivable balance of one
customer as of June 30, 2014 represented 12% of the total, of which
98% was collected by mid-August 2014.  There were no significant
accounts receivable balances as of June 30, 2013.

3.   INVENTORY

Inventory consists of:
June 30,

2014 2013
Finished goods $ 144,190 $ 83,948
Work in process 19,548 34,667
Raw materials 201,286 272,526

$ 365,024 $ 391,141

4. PROPERTY AND EQUIPMENT

Property and equipment consists of the following:
June 30,

2014 2013
Land $ 472,410. $ 472,410.
Building 2,348,387. 2,326,307.
Machinery and equipment 2,466,004. 2,416,703.
Furniture and fixtures       211,627.       225,235.

5,498,428. 5,440,655.
Less: Accumulated

depreciation and amortization (3,067,194) (2,897,271)
Property and Equipment, net $ 2,431,234. $ 2,543,384.

Depreciation expense was $169,923 and $198,536 for the years
ended June 30, 2014 and 2013, respectively.
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5.   INTANGIBLE ASSETS

Intangible Assets, including prepaid Patent Costs included in Prepaid
Expenses of $81,604 and $123,000 as of June 30, 2014 and 2013,
respectively, are comprised of the following:

June 30,
2014 2013

Patents $ 1,725,133. $ 1,622,911.
Trademarks 109,841. 107,666.

Less:  Accumulated amortization (949,221) (881,534)
Intangible Assets, net $ 885,753. $ 849,043.

Future amortization of Intangible Assets, as of June 30, 2014, are as
follows:

Year ending June 30,

2015 $ 201,099
2016 117,574
2017 108,871
2018 92,650
2019 64,055
Thereafter 301,504

$ 885,753

Amortization expense for the years ended June 30, 2014 and 2013
were $252,884 and $204,564, respectively.

6.   LONG-TERM DEBT

As of June 30, 2014, the Company’s facility is financed by a
twenty-five year mortgage note bearing an interest rate of 5.00%, fixed
until 2018 and then reset every five years at 2.75% over the then New
York Federal Home Loan Bank 5/20 Amortizing Advance Rate. The
mortgage is secured by the real estate and improvements, accounts
receivables, inventory and all rents from leases subsequently entered
into, amortized with monthly payments. As of June 30, 2014, the book
value of the real estate and improvements was $2,073,948.

Long-term debt is comprised of the following:
June 30,

2014 2013
Mortgage note $ 2,580,978. $ 2,653,374.

Less:  Current Maturities (82,042) (59,847)
Long-term Debt,

Net of Current Maturities $ 2,498,936. $ 2,593,527.

Maturities of the long-term debt are as follows:

Year ending June 30, As of June 30, 20111

2015 $ 82,042

2016 87,136

2017 91,447

2018 95,978

2019 100,741

Thereafter 2,123,634

$ 2,580,978

7.   INCOME TAXES

The income tax provision is comprised of the following:
Federal State Total

Year Ended June 30, 2014
Current $ - $ 3,500. $ 3,500.
Deferred 46,750. 937. 47,687.

$ 46,750. $ 4,437. $ 51,187.

Year Ended June 30, 2013
Current $ - $ 2,250. $ 2,250.
Deferred 58,671. 43,078. 101,749.

$ 58,671. $ 45,328. $ 103,999.

The Company’s deferred tax asset and liability as presented in the
Company’s financial statements are comprised of the following:

June 30,
2014 2013

Deferred Tax Asset
Net Operating Losses $ 762,198. $ 734,737.
Adjustment of Goodwill 196,069. 196,069.
Research & Development Credits 510,614. 547,386.
Valuation Allowance (299,634) (400,631)

Total Deferred Tax Assets 1,169,247. 1,077,561.

Deferred Tax Liability
Depreciation (303,130) (163,757)

Total Deferred Tax Liability $ (303,130) $ (163,757)

Deferred taxes are recognized for temporary differences between
the bases of assets and liabilities for financial statement and income tax
purposes.  The differences relate primarily to depreciable assets (using
accelerated depreciation methods for income tax purposes).  The
Company’s adjustment to Goodwill in 2004 and 2006 created a deferred
tax asset, which although has an indefinite life, has been fully reserved
for as realization of its benefit is unlikely.

As of June 30, 2014, the Company has net operating loss carry
forwards of approximately $1,855,698 and $1,959,118 for Federal and
State tax purposes respectively.  These net operating loss carry forwards
may be used to reduce federal and state taxable income and tax
liabilities in future years and expire in various years through June 30,
2034 and June 30, 2019 for Federal and State tax purposes, respectively.
In addition, the Company has Research and Development Tax Credits
of approximately $399,409 and $111,205 for Federal and State tax
purposes, respectively, which expire in various years through June 30,
2033 and June 30, 2020, respectively.

The Company’s provision for income taxes differs from applying
the statutory U.S. federal income tax rate to the income before income
taxes.  The primary differences result from providing for state income
taxes, generation of allowable tax credits and from deducting certain
expenses for financial statement purposes but not for federal income tax
purposes.

A reconciliation between taxes computed at the federal statutory
rate and the consolidated effective tax rate follows:

June 30,
2014 . 2013

Federal statutory tax rate 34.00 % 34.0. %
State income tax - net of federal

tax benefit 2.7. 11.9.
R & D credits (9.9) (0.9)
Adjustment in valuation

allowances   6.5 (14.7)
Permanent and other differences (2.9) (3.1)

30.4.. % 27.2) %
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8.   STOCK OPTIONS AND AWARDS

On February 22, 2000 the Board of Directors approved an option
plan that granted each director 2,000 fully vested options for each
meeting attended, awarded at the annual meeting at the 5-day market
price average.

There were no stock option issuances during the 2013 or 2014
fiscal years as Directors waived their options earned in lieu of cash
payments.

A summary of activity under the plan for the years ending June 30,
2013 and 2014 are as follows:

Common Stock Options Outstanding
Weighted Average

Shares Exercise Price
Balance, June 30, 2012 15,000. $ 3.00

Cancelled ………....(15,000) 3.00
Balance, June 30, 2013

                              and 2014 - n/a

9.   RETIREMENT PLAN

The Company sponsors a qualified 401(k) plan covering
substantially all full time employees under which eligible employees
can defer a portion of their annual compensation.  The Company
determines annually, the amount of matching contributions. There were
no Company matching contributions made to the plan during the fiscal
years ended June 30, 2013 or June 30, 2014.

10.  INDUSTRY SEGMENT INFORMATION

The Company operates two primary business segments: (1)
Polymer Research and (2) Medical Products.

Products included in the polymer research segment are Aquamere®,
Aquatrix®, Dermaseal®, Dragonhyde®, Hydromer® Anti-
Fog/Condensation Control Coatings, Hydromer® Lubricious Coatings,
Sea-Slide® and T-HEXX® Barrier Dips and Sprays. Research and
Development services and all of the Company’s royalties and contract
revenues are reported in this segment.

The medical products segment includes the biofeedback medical
device, contract coating services and engineering equipment sales and
services.

Due to the multitude of products offered and the product gross
margins, the Company does not track sales contribution by products.

The Company operates globally in its segments with several large
customers that are important to their operating results. No single
customer accounted for more than 10% of the polymer research
segment sales for the 2013 and 2014 fiscal years. For the medical
products segment, three customers accounted for 67% and 68% of that
segment’s 2013 and 2014 sales, respectively.

The Company evaluates the segments by revenues, total expenses
and earnings before income taxes.  The Company’s assets are not
reviewed by business segment.  The accounting policies of these
segments are described in the summary of significant accounting
policies.

Corporate Overhead, primarily the salaries and benefits of senior
management, support services (Accounting, Legal, Human Resources
and Purchasing) and other shared services (building maintenance and
warehousing), is reflected separately from the results of the business
segments in the following:

Polymer
Research

Medical
Products

Corporate
Overhead Total

Year Ended June 30, 2014
Revenue $ 4,817,188. $ 1,197,870. $ 6,015,058.
Expenses (3,230,560) (1,104,253) $ (1,512,066) (5,846,879)
Earnings (Loss)

before
Income Taxes $ 1,586,628. $   93,617. $ (1,512,066) $ 168,179.

Year Ended June 30, 2013
Revenue $ 4,384,052. $ 1,401,481. $ 5,785,533.
Expenses (2,804,706) (1,144,464) $ (1,454,173) (5,403,343)
Earnings (Loss)

before
Income Taxes $ 1,579,346. $    257,017. $ (1,454,173) $ 382,190.

Geographic revenues were as follows for the years ended June 30,
2014 2013

Domestic 69% 68%
Foreign 31% 32%
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11.  EARNINGS PER SHARE

The following table sets forth the computation of earnings per
share:

2014 2013

Numerator:
Net income $ 116,992 $ 278,191

Denominator:
Denominator for earnings per share

- weighted average shares outstanding 4,772,318 4,772,318

Earnings per share $ 0.02 $ 0.06

There were no common stock equivalents (e.g. stock options)
outstanding as of June 30, 2013 or 2014.

12. CONTINGENCIES

Royalty revenues and support fees recorded by the Company are
based on the sales of products as reported by the Company’s customers,
which has the risk of being under- or over-reported.  To minimize such
risks, the Company’s management utilizes its knowledge and
understanding of the customer’s business, the market and other
pertinent factors in assessing the validity of reported royalties or support
fees.  In addition, the Company may have a right to audit the amounts
reported.

The Company has not received any claims by its customers for
possible overpayment of royalties or support fees.

13. RELATED PARTY TRANSACTIONS

The son of the Chairman of the Board, CEO and President provides
consulting services as an independent contractor to the Company. The
consulting services agreement provides for monthly payments of $3,000
under a month to month contract. Fees paid for consulting services for
the years ended June 30, 2014 and 2013 were $36,000 and $18,000,
respectively.

14. SUBSEQUENT EVENTS

The Company evaluated the events and transactions subsequent to
its June 30, 2014 balance sheet date and, in accordance with FASB ASC
855-10-50, Subsequent Events, determined there were no significant
events to report through September 30, 2014 which is the date the
financial statements were available to be issued.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The below discussion analyzes major factors and trends
regarding the results of operations and the financial condition of
the Company as of June 30, 2014, and its results of operations
for the prior fiscal period.  It should be read in conjunction with
the Financial Statements and Notes thereto.

Revenues for the year ended June 30, 2014 were $6,015,058
as compared to $5,785,533 for the same period last year, an
increase of $229,525 (4.0%).

Product sales and services revenues were $4,779,281 for the
2014 fiscal year as compared to $4,317,107 the prior fiscal year,
an increase of $462,174 or 10.7%.

License, royalties and contract payments were $1,235,777 in
fiscal 2014, compared to $1,468,426 the year before; $232,649
or 15.8% lower.

Management Comment: There was a resurgence of T-
HEXX Animal Health revenues, particularly of international
sales of our patent pending Dragonhyde hoof bath product.
Introduced in the 2013 fiscal year, the Dragonhyde DUST
dissolvable hoof bath powder recaptured the sales level that its
predecessor, Dragonhyde Hoof Bath Concentrate, a liquid
product, saw years earlier but has since been impacted by the
logistical challenges and cost of shipping liquid product abroad
(a one pound DUST pouch is equivalent to a gallon of liquid
Hoof Bath Concentrate, which weighs approximately eight
pounds, with DUST being able to be shipped via common carrier
as opposed to via freight forwarders for the liquid). Higher
demand, year-over-year, of the T-HEXX DRY external teat
sealants and higher sales of Hydromer medical coatings rounded
the product sales growth for the Company, offsetting lower
anti-fog condensation control coatings and cosmetic
intermediaries sales this past fiscal year. The growth in anti-fog
condensation control coatings to Asia in fiscal 2013 was not
mirrored this past year, though we anticipate it to return.

As previously reported, revenues from Contract Coating
Services is expected to decline as customers convert over to
becoming licensing customers who purchase Hydromer polymer
coatings for application on their own or through third party
subcontractors while paying a license fee, generally as under a
Supply and Support Agreement, based on their final net product
sales. During Fiscal 2014 we saw such decline in Contract
Coating Services revenues (with an increase to medical coating
product sales), as offset by a $110,000 T-HEXX R&D project
[services revenues] (non-annual revenue stream) this year.

When discounting the $150,000 technology sale in fiscal
2013 and the write-off of a licensee ($140,000 of licensee fees
recorded for Fiscal 2013 but only $70,000 for Fiscal 2014, when
we stopped revenue recognition due to their non-payment and
therefore, our write-off, following unsuccessful negotiations),
the License, royalties and contract payments were only slightly
lower in FY14.  While contract coating customers who
converted to polymer purchasers also provide for a license fee
component, typically the license fees are subject to minimums
and accordingly may not show growth although our customer's
coated product volumes increase.

Total Expenses for the year ended June 30, 2014 were
$5,898,066, $390,724 (7.1%) higher than the 2013 fiscal year
results of $5,507,342.

Cost of Goods Sold was $1,701,949 for fiscal 2014 as
compared to $1,585,181 for fiscal 2013.  Operating Expenses
were $3,996,737 and $3,747,753, for the years ended June 30,
2014 and 2013, respectively.  Other Expenses added $148,193 to
expenses for fiscal 2014 as compared to $70,409 for fiscal 2013.
The Income Tax Provisions for fiscal 2014 and 2013 were
$51,187 and $103,999, respectively.

Management Comment: While revenues were up 4.0%, Total
Expenses increased 7.1%.  However, when the two major one-
time events (Other income in FY13 and the Receivable write-off
in FY14) are excluded, we would only see a 4.2% increase to
Total Expenses.

The Cost of Goods Sold of $1,701,949 for the fiscal 2014
year was $116,768 (7.4%) higher than the $1,585,181 the
preceding year, due to an 18.5% increase in product sales with
only a marginal increase in direct labor costs.  Operating
Expenses were up by $248,984 (6.6%) from fiscal 2013 to fiscal
2014 primarily due to the $180,000 receivable write-off of a
non-paying licensee customer. Other Expenses for fiscal 2013
was reduced by a one-time dividend of $115,344 offset by lower
mortgage interest for fiscal 2014 due to the rate reset, resulting
in a net $77,784 variance to Other Expenses. The Income Tax
Provision of $51,187 for the 2014 fiscal year, is lower than the
preceding year's $103,999 due to the lower pre-tax income (as a
result of the receivable write-off).

Included in the current period's Operating Expenses are
“Reinvestment” expenses, costs associated more towards future
growth and benefits, from new product creation to the protection
of the development (patents and trademarks).  Such expenses
totaling $861,130 for fiscal 2014, comprised of Research &
Development expenditures (mostly salaries and benefits) and the
funding towards the patent and trademark estate, represented
21.5% of the Company’s Operating Expenses.  This compares
against the $729,454 (19.5% of the Operating Expenses) for the
year ended June 30, 2013.

Net Income of $116,992 ($0.02 per share) is reported for the
2014 fiscal year compared with Net Income of $278,191
($0.06 per share) for the 2013 fiscal year.

Management Comment: The $180,000 receivable write-
off had an after-tax effect of reducing net income by $96,849
($0.02 per share).  While we are still pursuing the balance, had
the non-payment not occurred, the Company would have
reported Net Income of between $213,000 ($0.04 per share) and
$252,000 ($0.05 per share).  When also removing the one-time
dividend of $115,344 received in fiscal 2013, the Company, on a
pro-forma basis, would have reported improved Net Income for
Fiscal 2014 over Fiscal 2013.
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Liquidity and Capital Resources

Working Capital as of June 30, 2014 was $1,373,632
compared against $1,257,076 the prior year or an
improvement of $116,556.

The June 30, 2014 cash and cash equivalent balance was
higher by $86,732 as compared with the June 30, 2013 balance.
The Cash Provided by Operating Activities was $506,584 with
the cash used for Investing Activities (for the purchase of
property and equipment and payments for intangibles (the patent
estate and trademarks)) totaling $347,456.  Repayment of the
Company’s mortgage utilized $72,396 for principal payments
towards debt reduction.

Management Comment: For the year ended June 30, 2014,
the Company has an EBITDA (Earnings before Interest, Income
Taxes, Depreciation and Amortization) of $742,237 (12.3% of
Total Revenues). Lowering the EBITDA are the Company's
“re-investment” expenses which reflects the management's
commitment to continued growth and profitability. At present,
the Company's infrastructure is capable of handling a sizable
increase in revenues while incurring primarily direct costs only.
In short, we have the potential of even better results in the very
near future.




