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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements.

PATIENT SAFETY TECHNOLOGIES, INC. AND SUBSIDIARIES

Condensed Balance Sheets (Unaudited)

March 31, December 31,
2005 2004 *

ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 10,741 $ 846,404
Marketable securities 4,435,433 3,487,719
Other current assets 269,452 255,510
TOTAL CURRENT ASSETS 4,715,626 4,589,633
Property, plant and equipment, net 34,818 23,657
Intangible assets, net 4,657,497
Long-term investments 2,385,959 2,320,953
TOTAL ASSETS $ 11,793,900 $ 6,934,243
LIABILITIES AND STOCKHOLDERS'
EQUITY
CURRENT LIABILITIES
Notes payable $ 839,469 $ 892,530
Accounts payable and accrued liabilities 1,137,833 939,568
Marketable securities, sold short 1,075,100
Due to broker 2,564,749 460,776
TOTAL CURRENT LIABILITIES 4,542,051 3,367,974

STOCKHOLDERS' EQUITY

Convertible preferred stock, $1 par value,

cumulative 7% dividend:

1,000,000 shares authorized; 10,950 issued and

outstanding

at March 31, 2005 and December 31, 2004

(Liquidation preference $1,095,000) 10,950 10,950
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Common stock, $0.33 par value: 25,000,000
shares authorized;

6,826,017 shares issued and 5,374,278 shares
outstanding as of March 31, 2005; 6,128,067
shares issued and 4,670,703 shares outstanding

at December 31, 2004 2,252,586

Paid-in capital 19,176,731

Accumulated deficit (11,597,835)
9,842,432

Deduct: 1,451,739 and 1,457,364 shares of
common stock held in treasury,
at cost, at March 31, 2005 and December 31,

2004, respectively (2,590,583)
TOTAL STOCKHOLDERS' EQUITY 7,251,849
TOTAL LIABILITIES AND

STOCKHOLDERS' EQUITY $ 11,793,900

* Restated to include the impact of share-based
compensation expense

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

2,022,262
13,950,775
(9,800,885)

6,183,102

(2,616,833)

3,566,269

6,934,243
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PATIENT SAFETY TECHNOLOGIES, INC. AND

SUBSIDIARIES

Condensed Statements of Operations (Unaudited)

REVENUES

EXPENSES

Salaries and employee benefits
Professional fees

Rent

Insurance

Taxes other than income taxes
Interest expense

Amortization of patents
General and administrative

Operating expenses

Operating loss

Interest, dividend income and other, net
Realized gains (losses) on investments, net
Unrealized gains (losses) on marketable securities, net

Net loss

Preferred dividends

Net loss attributable to common shareholders
Basic and diluted net loss per common share

Weighted average common shares outstanding

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

Three Months Ended

March 31,
2005

1,210,950
556,971

19,551

22,035

27,318

27,078
257,770
2,121,673
(2,121,673)
28,602
(34,728)
343,587
(1,784,212)
(12,738)
$ (1,796,950)
$ (0.37)

4,910,963

March 31,
2004

128,901
57,000
18,075
17,038
12,764

8,926
50,144
292,848
(292,848)
165
49,478
102,759
(140,446)
(19,164)
(159,610)
(0.05)

3,060,300
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PATIENT SAFETY TECHNOLOGIES, INC. AND
SUBSIDIARIES

Condensed Statements of Cash Flows (Unaudited)

Three Months Ended
March 31, March 31,
2005 2004
Cash flows from operating activities:
Net loss $ (1,784,212) $ (140,446)
Adjustments to reconcile net loss to net cash used in operating
activities:
Depreciation 546
Amortization of patents 27,078
Realized (gains) losses on investments, net 34,728 (49,478)
Unrealized gain on marketable securities (343,587) (102,759)
Stock based compensation 1,224,101
Changes in operating assets and liabilities:
Purchases of marketable investment securities, net (1,727,528) 5,324
Other assets (13,942) 5,543
Accounts payable and accrued liabilities 198,265 58,043
Due to broker 2,103,973
Total adjustments 1,503,634 (83,327)
Net cash used in operating activities (280,578) (223,773)
Cash flows from investing activities:
Purchase of property and equipment (11,707)
Purchase of SurgiCount (432,398)
Proceeds from sale of long-term investments 117,608
Purchases of long-term investments (65,006)
Net cash (used in) provided by investing activities (509,111) 117,608
Cash flows from financing activities:
Proceeds from exercise of stock options 26,250
Payments of preferred dividends (19,163) (19,164)
Decrease in note payable (53,061)
Net cash used in financing activities (45,974) (19,164)
Net decrease in cash and cash equivalents (835,663) (125,329)
Cash and cash equivalents at beginning of period 846,404 224,225

Cash and cash equivalents at end of period $ 10,741 $ 98,896
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Supplemental disclosures of cash flow information:

Cash paid during the period for interest $ 19,574 $ 76
Issuance of common stock and warrants in connection with

SurgiCount acquisition $ 4,232,178 $ —
Dividends accrued $ 12,738 $ 19,163

The accompanying notes are an integral part of these condensed financial statements.
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Patient Safety Technologies, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements - Unaudited
March 31, 2005

1. DESCRIPTION OF BUSINESS

Until March 31, 2005, Patient Safety Technologies, Inc. (""PST", or the ""Company'") (formerly known as Franklin
Capital Corporation) was a Delaware corporation that elected to be a Business Development Company (“BDC”’) under
the Investment Company Act of 1940, as amended. On March 30, 2005, stockholder approval was obtained to
withdraw the Company’s election to be treated as a BDC and on March 31, 2005, the Company filed an election to
withdraw its election with the Securities and Exchange Commission. Through its operating subsidiaries, the Company

is currently involved in providing capital and managerial assistance to early stage companies in the medical products,
health care solutions, financial services and real estate industries.

Currently, the Company has three wholly-owned operating subsidiaries: (1) SurgiCount Medical, Inc., a California
corporation; (2) Patient Safety Consulting Group, LLC, a Delaware Limited Liability Company; and (3) Franklin
Capital Properties, LLC, a Delaware Limited Liability Company.

The Company, including its operating subsidiaries, is engaged in the acquisition of controlling interests in companies
and research and development of products and services focused on the health care and medical products field,
particularly the patient safety markets, as well as the financial services and real estate industries. SurgiCount Medical,
Inc., a provider of patient safety devices, Patient Safety Consulting Group, LLC, a healthcare consulting services
company, and Franklin Capital Properties, LLC, a real estate development and management company, enhance the
Company’s ability to focus its efforts in each targeted industry.

2. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying condensed consolidated financial statements have been prepared in accordance with the

instructions to Form 10-Q and do not include all the information and disclosures required by accounting principles

generally accepted in the United States of America. The preparation of financial statements in conformity with

accounting principles generally accepted in the U.S. requires management to make estimates and assumptions that

affect the amounts reported in the financial statements and accompanying notes. The accounting estimates that require

management’s most difficult and subjective judgments are the valuation of the non-marketable equity securities. The
actual results may differ from management’s estimates.

The interim condensed consolidated financial information is unaudited, but reflects all normal adjustments that are, in
the opinion of management, necessary to provide a fair statement of results for the interim periods presented. The
condensed consolidated interim financial statements should be read in connection with the consolidated financial
statements in the Company’s Annual Report on Form 10-K for the year ended December 31, 2004. Certain amounts
reported in the previous period have been reclassified to conform to the current presentation reflecting the Company’s
withdrawal of its election to be treated as a BDC.

Investments
Marketable Securities. The Company’s investment in marketable securities that are bought and held principally for the

purpose of selling them in the near-term are classified as trading securities. Trading securities are recorded at fair
value on the balance sheet in current assets, with the change in fair value during the period included in earnings.
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Available-for-Sale Investments. Investments designated as available-for-sale include both marketable equity and debt
(including redeemable preferred stock) securities. Investments that are designated as available-for-sale are reported at
fair value, with unrealized gains and losses, net of tax, recorded in stockholders’ equity. Realized gains and losses on

the sale or exchange of equity securities and declines in value judged to be other than temporary are recorded in
realized gains (losses) on investments, net.

4
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Patient Safety Technologies, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements (continued)

Equity Method. Included in long-term investments are investments in companies in which the Company has a 20% to
49% interest. These investments are carried at cost, adjusted for the Company’s proportionate share of their
undistributed earnings or losses.

Stock-Based Compensation_

Prior to January 1, 2005, the Company accounted for stock-based compensation in accordance with Accounting
Principles Board (“APB”) Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations, as
permitted by Statement of Financial Accounting Standards (“SFAS”) No. 123, Accounting for Stock-Based
Compensation. In December 2004, SFAS No. 123(R), “Share-Based Payment,” which addresses the accounting for
employee stock options, was issued. SFAS 123(R) revises the disclosure provisions of SFAS 123 and supercedes APB
Opinion No. 25. SFAS 123(R) requires that the cost of all employee stock options, as well as other equity-based
compensation arrangements, be reflected in the financial statements over the vesting period based on the estimated fair
value of the awards. This statement is effective for the Company as of the beginning of the first interim or annual
reporting period that begins after January 1, 2006. The Company elected to adopt SFAS 123(R) as of January 1, 2005
using the modified retrospective application method as provided by SFAS 123(R) and accordingly, financial statement
amounts for the prior periods in which the Company granted employee stock options have been restated to reflect the
fair value method of expensing prescribed by SFAS 123(R). During the year ended December 31, 2004, the entire
amount of equity compensation expense required to be recognized under the modified retrospective application
method was $5,094 relating to stock option grants that occurred in the second quarter of 2004. During the three
months ended March 31, 2005, the Company had stock-based compensation expense included in reported net loss of
$552,542. All options that we granted in 2005 and 2004 were granted at the per share fair market value on the grant
date. Vesting of options differs based on the terms of each option. The Company utilized the Black-Scholes option
pricing model and the assumptions used for each period are as follows:

Three months ended March 31,

2005 2004
Weighted average risk free interest rates 3.75% 3.0%
Weighted average life (in years) 3.0 0.1
Volatility 83% 102%
Expected dividend yield 0% 0%
Weighted average grant-date fair value per share of options granted $ 2.92

3. LOSS PER COMMON SHARE

Loss per common share is based on the weighted average number of common shares outstanding. The Company
complies with SFAS No. 128, “Earnings Per Share,” which requires dual presentation of basic and diluted earnings
per share on the face of the statements of operations. Basic loss per share excludes dilution and is computed by
dividing income (loss) available to common stockholders by the weighted-average common shares outstanding for the
period. Diluted loss per share reflects the potential dilution that could occur if convertible preferred stock or
debentures, options and warrants were to be exercised or converted or otherwise resulted in the issuance of common
stock that then shared in the earnings of the entity.

Since the effects of outstanding options, warrants and convertible preferred stock conversion are antidilutive in all
periods presented it has been excluded from the computation of loss per common share.

5
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Patient Safety Technologies, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements (continued)

4. EQUITY TRANSACTIONS

On March 30, 2005, stockholders’ approval was obtained to (i) decrease the authorized number of shares of Common
Stock from 50,000,000 shares to 25,000,000 shares, (i1) decrease the authorized number of shares of Preferred Stock
from 10,000,000 shares to 1,000,000 shares and (iii) to reduce the par value of the Common Stock from $1.00 per
share to $0.33 per share and effect a three-for-one split of the Common Stock.

Stockholders’ equity has been restated to give retroactive recognition to the stock split for all periods presented. In
addition, all per share and weighted average share amounts have been restated to reflect this stock split.

During the three months ended March 31, 2005, the Company issued 5,625 shares of common stock held in treasury
upon exercise of options under the Company’s 1997 Stock Incentive Plan.

5. ACQUISITION

In February 2005, the Company invested $4,035,600, excluding acquisition costs, to acquire 100% of the common
stock of SurgiCount Medical, Inc. (”’SurgiCount”). SurgiCount’s operating results from the closing date of the
acquisition, February 25, 2005, through March 31, 2005, are included in the condensed consolidated financial
statements.

At closing, the purchase price, including acquisition costs was determined to be $4,684,576, comprised of $340,000 in
cash payments and 600,000 shares of the Company’s common stock valued at $3,695,600 issued to SurgiCount’s equity
holders. Additionally, the Company incurred approximately $112,398 in direct costs and issued 150,000 warrants,
valued at $536,578, to purchase the common stock of the Company to consultants providing advisory services for the
Merger. The value assigned to the stock portion of the purchase price is $6.16 per share based on the average closing
price of the Company’s common stock for the five days beginning two days prior to and ending two days after
February 4, 2005, the date of the Agreement and Plan of Merger and Reorganization (the “Merger”). In addition, in the
event that prior to the fifth anniversary of the closing of the Merger the cumulative gross revenues of SurgiCount
exceed $500,000 the Company is obligated to issue an additional 50,001 shares of the Company’s common stock to
certain SurgiCount shareholders. Should the cumulative gross revenues exceed $1,000,000 during the five-year period
the additional shares would be increased by 50,001, for a total of 100,002 additional shares. Such amount is not
included in the aggregate purchase price and will be recorded when and if issued.

The entire purchase price, including acquisition costs, has been allocated to SurgiCount’s patents, with an approximate
useful life of 14.4 years, on a preliminary basis and may change as additional information becomes available.

The following pro forma data summarizes the results of operations for the periods indicated as if the SurgiCount
acquisition had been completed as of the beginning of each period presented. The pro forma data gives effect to actual
operating results prior to the acquisition, adjusted to include the pro forma effect of amortization of intangibles. These
pro forma amounts do not purport to be indicative of the results that would have actually been obtained if the
acquisition occurred as of the beginning of each period presented or that may be obtained in future periods:

Three months ended March
31,
2005 2004
Revenue — —

13
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Net loss $ (1,885,000) $ (235,000)
Basic and diluted net loss per

common share $ 038 $ (0.08)
6
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Patient Safety Technologies, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements (continued)

6. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities at March 31, 2005 and December 31, 2004 are comprised of the following:

March 31, Decgnber
2005 2004
Professional fees - legal $ 518,131 $ 351,867
Accrued purchase price on investment 165,240 165,240
Officer’s severance 83,283 160,142
Accrued interest 120,177 112,432
Professional fees - other 72,500 52,950
Accrued - other 178,502 96,937
$ 1,137,833 $ 939,568
7. MARKETABLE SECURITIES
Marketable securities at March 31, 2005 and December 31, 2004 are comprised of the following:
March 31, De(;elmber
2005 2004
U.S. Treasuries $ 2,476,718 $ 2,016,406
IPEX, Inc. 1,101,000
Other Equities 857,715 1,471,313
$ 4,435,433 $ 3,487,719

IPEX, Inc.

At March 31, 2005, the Company held 575,000 shares of common stock and warrants to purchase 220,000 shares of
common stock at $1.50 per share and warrants to purchase 220,000 shares of common stock at $2.00 per share of
IPEX, Inc. (“IPEX”), formerly Administration for International Credit & Investments, Inc, valued at $1,101,000. IPEX's
common stock is traded on the OTC Bulletin Board, which reported a closing price, at March 31, 2005, of $1.80. The
warrants are exercisable for a period of five years and are callable by IPEX in certain instances. IPEX operates an
electronic market for collecting, detecting, converting, enhancing and routing telecommunication traffic and digital
content. Members of the exchange anonymously exchange information based on route quality and price through a
centralized, web accessible database and then route traffic. IPEX’s fully-automatic, highly scalable Voice over Internet
Protocol routing platform updates routes based on availability, quality and price and executes the capacity request of
the orders using proprietary software and delivers them through IPEX’s system. IPEX invoices and processes
payments for its members’ transactions and offsets credit risk through its credit management programs with third
parties.

15
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8. LONG-TERM INVESTMENTS
Long-term investments is primarily comprised of the following:
Alacra Corporation

At March 31, 2005, the Company had an investment in shares of Series F convertible preferred stock of Alacra
Corporation, valued at $1,000,000. The Company has the right to have the Series F convertible preferred stock
redeemed by Alacra for face value plus accrued dividends on December 31, 2006. Alacra, based in New York, is a
global provider of business and financial information. Alacra provides a diverse portfolio of fast, sophisticated online
services that allow users to quickly find, analyze, package and present mission-critical business information. Alacra's
customers include more than 750 financial institutions, management consulting, law and accounting firms and other
corporations throughout the world.

7
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Patient Safety Technologies, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements (continued)

DigiCorp.

At March 31, 2005, the Company held 4,001,027 shares, or 41%, of the common stock of DigiCorp recorded at

its cost of $563,211, or approximately $0.14 per share. Digicorp's common stock is traded on the OTC Bulletin Board,

which reported a closing price, at March 31, 2005, of $0.25. The Company accounts for its investment in Digicorp

under the equity method of accounting. The Company’s proportionate share of income or losses from this investment is
recorded in interest, dividend income and other, net.

Excelsior Radio Networks, Inc.

During the period from August 12, 2003 through October 22, 2004, the Company liquidated its investment in
Excelsior Radio Networks, Inc. (“Excelsior”’). The Company sold a total of 1,476,804 shares and warrants to purchase
87,111 shares of Excelsior common stock. Certain of these sales are subject to potential adjustment whereby the
Company would receive additional proceeds in the event of certain circumstances. However, no value has been
ascribed to this right.

Investments in Real Estate

At March 31, 2005, the Company had several real estate investments, recorded at its cost of $772,748. These
investments are included in long-term investments. The Company holds its real estate investments in Franklin Capital
Properties, LLC (“Franklin Properties”). Franklin Properties primary focus is on the acquisition and management of
income producing real estate holdings. Franklin Properties’ real estate holdings consist of eight vacant single family
buildings and two multi-unit buildings in Baltimore, Maryland, approximately 8.5 acres of undeveloped land in Heber
Springs, Arkansas, and various loans secured by real estate in Heber Springs, Arkansas. Franklin Properties intends to
renovate the single family and multi-unit buildings and engage in an active rental program.

9. NOTE PAYABLE

The Company initially purchased Excelsior on August 28, 2001. As part of the purchase price paid by the Company
for its investment in Excelsior, the Company issued a $1,000,000 note to Winstar. This note was due February 28,
2002 with interest at 3.54% but has a right of offset against certain representations and warranties made by Winstar.
The due date of the note has been extended indefinitely until the lawsuit discussed in Note 13 is settled. During 2005,
approximately $53,000 of legal expenses were offset against the amount due.

10. STOCK OPTION PLANS

On September 9, 1997, the Company’s stockholders approved two Stock Option Plans: a Stock Incentive Plan (“SIP”) to
be offered to the Company’s consultants, officers and employees (including any officer or employee who is also a
director of the Company) and a Non-Statutory Stock Option Plan (“SOP”) to be offered to the Company’s “outside”
directors, (i.e., those directors who are not also officers or employees of The Company’). As of March 31, 2005, there
were no outstanding options to purchase the Company’s Common Stock and no options available for future issuance
under either the SIP or the SOP.

In December 2004, the Board of Directors of the Company approved the 2005 Stock Option and Restricted Stock Plan
(the “2005 SOP”’) and the Company’s stockholders approved the Plan in March 2005. The Plan reserves 1,319,082 shares
of common stock for grants of incentive stock options, nonqualified stock options, and restricted stock awards to
employees, non-employee directors and consultants performing services for the Company. Options granted under the

17
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Plan have an exercise price equal to or greater than the fair market value of the underlying common stock at the date
of grant and become exercisable based on a vesting schedule determined at the date of grant. The options expire
10 years from the date of grant. Restricted stock awards granted under the Plan are subject to a vesting period
determined at the date of grant. As of March 31, 2005, the Company has granted 266,490 shares of restricted stock of
which 97,950 are vested. For the three months ended March 31, 2005, the Company recorded compensation expense
of approximately $579,189, related to these shares of restricted stock.

8
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Patient Safety Technologies, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements (continued)

The following is a summary of the status of the Stock Option Plans:

Outstanding Options
Weighted
Shares Number Average
Available for of Exercise
Grant Shares Price
December 31, 2003 22,500 61,875 $ 3.80
Grants (78,750) 78,750 $ 0.50
Exercises (78,750) $ 0.50
Cancellations 56,250 (56,250) $ 3.71
December 31, 2004 — 5,625 $ 4.67
Adoption of 2005 SOP 1,319,082
Exercises (5,625) $ 4.67
Restricted Stock Awards (266,490)
Grants (621,000) 621,000 $ 5.27
March 31, 2005 431,592 621,000 $ 5.27
Options exercisable at:
December 31, 2003 61,875 $ 3.80
December 31, 2004 5,625 $ 4.67
March 31, 2005 189,250 $ 5.27

The outstanding options, all of which are issued under the 2005 SOP, have a remaining contractual life of
approximately 10 years.

11. WARRANTS

On November 3, 2004, the Company entered into a Subscription Agreement with several accredited investors (the
"Investors''), relating to the issuance and sale by the Company of shares of its common stock (the ""Shares'’) and
five-year warrants (the ""Warrants'") to purchase additional shares of its common stock (the ""Warrant Shares'") in
one or more closings of a private placement (the "'Private Placement'").

During the period November 3, 2004 through December 21, 2004, the Company held a series of four closings of the
Private Placement. In conjunction with the closings the Company issued and sold to the Investors an aggregate of
1,517,700 Shares and Warrants to purchase an aggregate of up to 758,841 Warrant Shares pursuant to the terms of the
Subscription Agreement. At March 31, 2005, the Warrants weighted average exercise price was $3.86 with a
remaining contractual life of 4.6 years.

9
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Patient Safety Technologies, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements (continued)

In March 2005, the Company issued 177,000 warrants (including 150,000 capitalized as part of the acquisition of the
SurgiCount patents) to purchase shares of common stock at $5.27 per share to various consultants. The warrants are
immediately exercisable and have a five-year life. The warrants were valued at $633,163 and, depending on the nature
of the consulting services received by the Company, were either capitalized or expensed. Warrants were valued using
the Black-Scholes valuation model assuming expected dividend yield, risk-free interest rate, expected life and
volatility of 0%, 3.75%, five years and 83%, respectively. As of March 31, 2005, all warrants issued to the consultants
remain outstanding.

12. RELATED PARTY TRANSACTIONS
Tuxis Corporation

On March 16, 2005, Ault Glazer filed a Schedule 13D with the SEC relating to its holdings in Tuxis Corporation
(“Tuxis”). Tuxis, a Maryland corporation, currently is registered under the 1940 Act as a closed-end management
investment company. Tuxis previously received Board of Directors and shareholder approval to change the nature of
its business so as to cease to be an investment company and on May 3, 2004, filed an application with the SEC to
de-register. At March 16, 2005, the Company directly held 36,000 shares and indirectly, by virtue of its relationship
with Ault Glazer, held 98,000 shares of Tuxis common stock, which represented approximately 3.66% and 9.96%,
respectively, of the total outstanding shares. At December 31, 2004, Tuxis had reportable net assets of approximately
$9.1 million.

13. COMMITMENTS AND CONTINGENCIES

On October 15, 2001, Jeffrey A. Leve and Jeffrey Leve Family Partnership, L.P. filed a lawsuit (the “Leve Lawsuit”)
against the Company, Sunshine Wireless, LLC (" Sunshine'"), and four other defendants affiliated with Winstar
Communications, Inc. (“Winstar”’). On February 25, 2003, the case against the Company and Sunshine was dismissed,
however, on October 19, 2004, Jeffrey A. Leve and Jeffrey Leve Family Partnership, L.P. exercised their right to
appeal. The initial lawsuit alleged that the Winstar defendants conspired to commit fraud and breached their fiduciary
duty to the plaintiffs in connection with the acquisition of the plaintiff's radio production and distribution business.
The complaint further alleges that the Company and Sunshine joined the alleged conspiracy. The plaintiffs seek
recovery of damages in excess of $10,000,000, costs and attorneys' fees. An unfavorable outcome in an appeal,
together with an unfavorable outcome in the lawsuit, may have a material adverse effect on the Company's business,
financial condition and results of operations. The Company believes the lawsuit is without merit and intends to
vigorously defend itself. These condensed consolidated financial statements do not include any adjustments for the
possible outcome of this uncertainty.

14. SEGMENT REPORTING

The Company reports selected segment information in its financial reports to shareholders in accordance with

SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information.” The segment information

provided reflects the three distinct lines of business within the Company’s organizational structure: medical products,
which consists of SurgiCount, a provider of patient safety devices, health care solutions, which consists of Patient

Safety Consulting Group, LLC, and financial services and real estate, which consists of Franklin Capital Properties,

LLC. Unallocated corporate expenses are centrally managed at the corporate level and not reviewed by the Company’s
chief operating decision maker in evaluating results by segment.
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Transactions between segments are not common and are not material to the segment information. Some business
activities that cannot be classified in the aforementioned segments are shown under “corporate”.

10
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Patient Safety Technologies, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements (continued)

Segment information for the three months ended March 31, 2005, and 2004 is as follows:

Three Months Ended
March 31, March 31,
2005 2004
Medical Products
Revenue — —
Net loss $ (220,730) —
Total Assets $ 4,657,497
Health Care Solutions
Revenue — —
Net loss $ (127,725) —
Total Assets — —
Financial Services and Real Estate
Revenue — —
Net income $ 75,164 $ 152,402
Total Assets $ 6,805,884 $ 3,057,121
Corporate
Revenue — —
Net loss $ (1,510,921)  $ (292,848)
Total Assets $ 330,519 $ 99,344
Total
Revenue — —
Net loss $ (1,784,212) $ (140,446)
Total Assets $ 11,793,900 $ 3,156,465

15. SUBSEQUENT EVENTS

On April 5, 2005, the Company entered into a consulting agreement with Health West Marketing Incorporated, a
California corporation ("Health West"). Under the agreement, Health West agreed to help the Company establish a
comprehensive manufacturing and distribution strategy for the Company's Safety-Sponge™ System worldwide. The
initial term of the agreement is for a period of two years. After the initial two-year term, the agreement will terminate
unless extended by the parties for one or more additional one-year periods.

In consideration for Health West's services, the Company agreed to issue Health West 42,017 shares of the Company's
common stock, to be issued as follows: (a) 10,505 shares were issued upon signing the agreement; (b) if Health West
helps the Company structure a comprehensive manufacturing agreement with A Plus Manufacturing by July 5, 2005,
then the Company will issue Health West an additional 15,756 shares; and (c) if Health West helps the Company
develop a regional distribution network to integrate the Safety-Sponge™ System into the existing acute care supply
chain by February 5, 2006, then the Company will issue Health West the remaining 15,756 shares. As incentive for
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entering into the agreement, the Company agreed to issue Health West a callable warrant to purchase 150,000 (post
3:1 forward stock split) shares of the Company's common stock at an exercise price of $5.95, exercisable for 5 years.
In addition, the Company agreed to issue a callable warrant to purchase 25,000 (post 3:1 forward stock split) shares of
the Company's common stock at an exercise price of $5.95, exercisable upon meeting specified milestones. In the
event of the death of Bill Adams, who is Health West's Chief Executive Officer, the agreement will automatically
terminate. The Company may terminate the agreement at any time upon delivery to Health West of notice of a good
faith determination by the Company's Board of Directors that the agreement should be terminated for cause or as a
result of disability of Mr. Adams. Health West may voluntarily terminate the agreement only after expiration of the
initial two-year term upon providing 30 days prior written notice to the Company.

11
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Patient Safety Technologies, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements (continued)

On April 7, 2005, the Company issued a $1,000,000 principal amount promissory note (the ""Note'") to Bodnar Capital
Management, LLC, in consideration for a loan from Bodnar Capital Management, LLC to the Company in the amount
of $1,000,000. Steven J. Bodnar is a managing member of Bodnar Capital Management, LLC. Mr. Bodnar, through
Bodnar Capital Management, LLC, is a principal stockholder of the Company. The principal amount of the Note and
interest at the rate of 6% per annum is payable on May 31, 2006. The obligations under the Note are collateralized by
all real property owned by the Company.

On April 22, 2005, the Company entered into a subscription agreement pursuant to which the Company sold to an
investor 20,000 shares of the Company's common stock and warrants to purchase an additional 20,000 shares of the
Company's common stock. The warrants are exercisable for a period of five years, have an exercise price equal to
$6.05, and 50% of the warrants are callable. In the event the closing sale price of the Company's common stock equals
or exceeds $7.50 for at least five consecutive trading days, the Company, upon 30 days prior written notice, may call
the callable warrants at a redemption price equal to $0.01 per share of common stock then purchasable pursuant to
such warrants. Notwithstanding, such notice, the warrant holder may exercise the callable warrant prior to the end of
the 30-day notice period. The Company received gross proceeds of $100,000 from the sale of stock and warrants. The
sale was made in a private placement exempt from registration requirements pursuant to Section 4(2) of the Securities
Act of 1933, as amended, and Rule 506 promulgated thereunder.

On April 28, 2005, the Company purchased 0.61 acres of vacant land in Springfield, Tennessee from a related party.

The purchase price consisted of approximately $90,000 in cash, 20,444 shares of common stock and 10,221 warrants
to purchase common stock.

12
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion should be read in conjunction with our condensed consolidated financial statements and the
notes thereto included elsewhere in this form 10-Q. This form 10-Q contains forward-looking statements regarding
the plans and objectives of management for future operations. This information may involve known and unknown
risks, uncertainties and other factors which may cause our actual results, performance or achievements to be
materially different from future results, performance or achievements expressed or implied by any forward-looking
statements. Forward-looking statements, which involve assumptions and describe our future plans, strategies and
expectations, are generally identifiable by use of the words "may,” "will,"” "should," "expect,” "anticipate,” "estimate,"
"believe," "intend" or "project” or the negative of these words or other variations on these words or comparable
terminology. These forward-looking statements are based on assumptions that may be incorrect, and we cannot
assure you that these projections included in these forward-looking statements will come to pass. Our actual results
could differ materially from those expressed or implied by the forward-looking statements as a result of various
factors. We undertake no obligation to revise these forward-looking statements to reflect events or circumstances
occurring after the date hereof or to reflect the occurrence of unanticipated events.

"o

Critical accounting policies and estimates

The below discussion and analysis of Patient Safety Technologies’ financial condition and results of operations are
based upon the Company's financial statements. The preparation of financial statements in conformity with accounting

principles generally accepted in the United States of America requires management to make estimates and

assumptions that affect the amounts reported in the financial statements. Critical accounting policies are those that are

both important to the presentation of our financial condition and results of operations and require management's most

difficult, complex, or subjective judgments. Our most critical accounting policy relates to the valuation of our

non-marketable equity securities.

We invest in illiquid equity securities acquired directly from the issuer in private transactions. Our investments are
generally subject to restrictions on resale or otherwise are illiquid and generally have no established trading market.
Additionally, many of the securities that we may invest in will not be eligible for sale to the public without registration
under the Securities Act of 1933. Because of the type of investments that we make and the nature of our business, our
valuation process requires an analysis of various factors.

Investments in non-marketable securities are inherently risky and a number of these companies are expected to fail.
Their success (or lack thereof) is dependent upon product development, market acceptance, operational efficiency and
other key business success factors. In addition, depending on their future prospects, they may not be able to raise
additional funds when needed or they may receive lower valuations, with less favorable investment terms than in
previous financings, and the investments would likely become impaired.

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 that we use to identify those events or
circumstances includes 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.

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.
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When a portfolio company 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. If a portfolio company obtains
additional funding at a valuation lower than our carrying amount or requires a new round of equity funding to stay in
operation and the new funding does not appear imminent, we presume that the investment is other than temporarily
impaired, unless specific facts and circumstances indicate otherwise. We did not recognize any impairments for the
three months ended March 31, 2005 and 2004.

13
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Security investments which are publicly traded on a national exchange or Nasdaq Stock Market are stated at the last
reported sales price on the day of valuation or, if no sale was reported on that date, then the securities are stated at the
last quoted bid price. Our Board may determine, if appropriate, to discount the value where there is an impediment to
the marketability of the securities held.

Accounting Developments

In December 2004, Statement of Financial Accounting Standards ("'SFAS'") No. 123(R), "Share-Based Payment,"
which addresses the accounting for employee stock options, was issued. SFAS 123(R) revises the disclosure
provisions of SFAS 123, "Accounting for Stock Based Compensation" and supercedes Accounting Principles Board
("APB'") Opinion No. 25, "Accounting for Stock Issued to Employees." SFAS 123(R) requires that the cost of all
employee stock options, as well as other equity-based compensation arrangements, be reflected in the financial
statements based on the estimated fair value of the awards. The Company elected early adoption of SFAS No. 123(R)
as of January 1, 2005.

Overview

Until March 31, 2005, Patient Safety Technologies, Inc. (""PST", or the '""Company'") was a Delaware Corporation
that elected to be a Business Development Company (“BDC”) under the Investment Company Act of 1940, as amended.
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.

We are currently engaged in the acquisition of controlling interests in companies and research and development of
products and services focused on the health care and medical products field, particularly the patient safety markets, as
well as the financial services and real estate industries. SurgiCount Medical, Inc., a provider of patient safety devices,
Patient Safety Consulting Group, LLC, a healthcare consulting services company, and Franklin Capital Properties,
LLC, areal estate development and management company, are wholly-owned operating subsidiaries, which were
either acquired or created to enhance our ability to focus our efforts in each targeted industry.

SurgiCount is our first major acquisition in our plan to become a leader in the multi-billion dollar patient safety field
market. SurgiCount owns patents issued in the United States and Europe related to patient safety, among them, the
Safety-Sponge™ System, an innovation which management believes will allow us to capture a significant portion of
the $650 million in annual U.S. and European surgical sponge sales.

The Safety-Sponge™ System allows for faster and more accurate counting of surgical sponges. SurgiCount has
obtained FDA 510k exempt status for the Safety-Sponge™ line. The Safety-Sponge™ line of sponges has passed
required FDA biocompatibility tests including ISO sensitization, cytotoxicity and skin irritation tests.

The Company, including its subsidiaries, also provides capital and managerial assistance to early stage companies in
the medical products, health care solutions, financial services and real estate industries.

Our principal executive offices are located at 100 Wilshire Boulevard, Suite 1500, Santa Monica, California 90401.
Our telephone number is (310) 752-1416. Our website is located at http://www.patientsafetytechnologies.com.

Financial Condition
The Company's cash and marketable securities were $4,446,174, at March 31, 2005, versus $4,334,123 at December

31, 2004. Total current liabilities, were $4,542,051 at March 31, 2005 versus $3,367,974 at December 31, 2004.
Included in current liabilities at March 31, 2005 and December 31, 2004 is a note payable, and accrued interest on
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such note, payable to Winstar Communications, Inc. in the amount of $959,646 and $1,004,962, respectively. As
discussed in Note 9 in the Company’s notes to its condensed consolidated financial statements filed with this Form

10-Q, the due date on the note payable to Winstar has been extended indefinitely pending settlement of the Leve
Lawsuit.

14
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At March 31, 2005 and December 31, 2004, we had $10,741 and $846,404 in cash and cash equivalents. Our Board
has given our Chairman and Chief Executive Officer, Milton "Todd" Ault III, the authority to invest our cash balances
in the public equity and debt markets as appropriate to maximize the short-term return on such assets. The making of
such investments entails risks related to the loss of investment and price volatility.

The Company has a working capital surplus of $173,575 at March 31, 2005. The Company continues to have
recurring losses and has relied upon liquidating its portfolio companies to fund operations. On April 7, 2005,
subsequent to the quarter end, the Company issued a $1,000,000 promissory note (the ""Note'") to Bodnar Capital
Management, LLC, in consideration of a $1,000,000 loan from Bodnar Capital Management, LLC to the Company.
Steven J. Bodnar is a managing member of Bodnar Capital Management, LL.C. Mr. Bodnar, through Bodnar Capital
Management, LLC, is a principal stockholder of the Company. The principal amount of the Note and interest at the
rate of 6% per annum is payable on May 31, 2006, the maturity date of the Note. The obligations under the Note are
secured by all real property owned by the Company. Management believes that existing cash resources, together with
anticipated revenues from its operations, should be adequate to fund its operations for the twelve months subsequent
to March 31, 2005. However, long-term liquidity is dependent on the Company's ability to attain future profitable
operations. Management may undertake additional debt or equity financings to better enable the Company to grow
and meet its future operating and capital requirements.

On November 3, 2004, the Company entered into a Subscription Agreement and sold an aggregate of 405,625 shares
(1,216,875 shares post 3:1 forward stock split) of its Common Stock and warrants to purchase an aggregate of up to
202,810 shares (608,430 shares post split) of its Common Stock in a private placement transaction to certain
accredited investors. Pursuant to the terms of the Subscription Agreement, the Company held additional closings of
the private placement on November 15, 2004, December 2, 2004, and on December 27, 2004, and sold an aggregate of
100,275 additional shares (300,825 shares post split) of its Common Stock and warrants to purchase an aggregate of
up to 50,137 shares (150,411 shares post split) of its Common Stock. The Company received aggregate net proceeds
from all the closings of $3,924,786. The Company is required to file a registration statement with the SEC on or
before May 2, 2005, which is 180 days after closing of the first sale transaction, registering the resale of the shares of
our Common Stock (including the shares of common stock issuable upon exercise of the warrants) sold in the private
placement transactions on a continuous or delayed basis under the Securities Act of 1933. We are required to use our
reasonable best efforts to cause the registration statement to become effective within 90 days after the date we file
such registration statement with the SEC. If the registration statement has not been filed on or prior to the 180th day
after the closing of the sale transaction, we will pay liquidated damages to the purchasers of the 505,900 shares
(1,517,700 shares post split) of our Common Stock and the warrants to purchase 252,950 shares (758,84 1shares post
split) of our Common Stock equal to 1.0% per month of the aggregate gross proceeds of $4,047,200. The registration
statement was filed on May 3, 2005. We intend to use the net proceeds from the private placement transaction
primarily for general corporate purposes and in buying controlling equity stakes in companies and/or assets in the
medical products, health care solutions, financial services and real estate industries.

As of March 31, 2005, the Company had no commitments not reflected on its balance sheet. As in prior acquisitions,
we intend to use a combination of common stock and warrants to purchase common stock as the primary means to
acquire companies. Accordingly, the Company’s need to raise significant amounts of cash can be minimized, provided
the companies we acquire are willing to accept non-cash forms of consideration.

Investments

The Company’s financial condition is dependent on the success of its investments. The Company intends to invest a
substantial portion of its assets in private companies in the medical products, health care solutions and financial
services industries. These private businesses may be thinly capitalized, unproven, small companies that lack
management depth, are dependent on new, commercially unproven technologies and have little or no history of
operations. The following is a discussion of our most significant investments at March 31, 2005.
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Alacra Corporation

At March 31, 2005, the Company had an investment in Alacra Corporation (“Alacra”), valued at $1,000,000, which
represents 8.5% of the Company’s total assets. Alacra, based in New York, is a leading global provider of business and
financial information. Alacra provides a diverse portfolio of fast, sophisticated online services that allow users to
quickly find, analyze, package and present mission-critical business information. Alacra’s customers include more than
750 leading financial institutions, management consulting, law and accounting firms and other corporations
throughout the world.

On April 20, 2000, the Company purchased $1,000,000 worth of Alacra Series F Convertible Preferred Stock. The
Company has the right to have the preferred stock redeemed by Alacra for face value plus accrued dividends on
December 31, 2006. In connection with this investment, the Company was granted observer rights on Alacra board of
directors meetings.

China Nurse

On November 23, 2004, the Company entered into a strategic relationship with China Nurse LLC ("China Nurse"),
an international nurse-recruiting firm based in New York that focuses on recruiting and training qualified nurses from
China and Taiwan for job placement with hospitals and other health care facilities in the United States. In connection
with this strategic relationship, the Company has agreed to provide referrals and other assistance and has also made a
small capital investment in that company.

Digicorp

At March 31, 2005, the Company had an investment in DigiCorp valued at its cost of $563,211, which represents
4.8% of the Company’s total assets. On December 29, 2004, the Company entered into a Common Stock Purchase
Agreement with certain shareholders of DigiCorp (the "Agreement"), to purchase an aggregate of 3,453,527 shares of
DigiCorp common stock. Of such shares, 1,224,000 shares of DigiCorp common stock will be purchased from the
selling shareholders at such time as the shares are registered for resale with the SEC. The purchase price for such
shares is $.135 or $.145 per share, depending on when the closing occurs. Digicorp’s common stock is traded on the
OTC Bulletin Board, which reported a closing price, at March 31, 2005, of $0.25. In connection with the Agreement,
the Company is entitled to designate two members to the Board of Directors of Digicorp. The Company’s first
designee, Melanie Glazer, was appointed on December 29, 2004. The Company is currently evaluating several
strategic alternatives for the use of the DigiCorp entity, however, no definitive plan has been decided upon at this
time.

Excelsior Radio Networks, Inc.

During the period from August 12, 2003 through October 22, 2004, the Company liquidated its investment in
Excelsior Radio Networks, Inc. (‘“Excelsior’’). The Company sold a total of 1,476,804 shares and warrants to purchase
87,111 shares of Excelsior common stock. The Company has stock appreciation rights on these shares that begin to
expire on August 8, 2005.

IPEX, Inc.

At March 31, 2005, the Company held 575,000 shares of common stock and warrants to purchase 220,000 shares of
common stock at $1.50 per share and warrants to purchase 220,000 shares of common stock at $2.00 per share of
IPEX, Inc. (“IPEX”’), formerly Administration for International Credit & Investments, Inc, valued at $1,101,000. IPEX's
common stock is traded on the OTC Bulletin Board, which reported a closing price, at March 31, 2005, of $1.80. The
warrants are exercisable for a period of five years and are callable by IPEX in certain instances. IPEX operates an
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electronic market for collecting, detecting, converting, enhancing and routing telecommunication traffic and digital
content. Members of the exchange anonymously exchange information based on route quality and price through a
centralized, web accessible database and then route traffic. IPEX’s fully-automatic, highly scalable Voice over Internet
Protocol routing platform updates routes based on availability, quality and price and executes the capacity request of
the orders using proprietary software and delivers them through IPEX’s system. IPEX invoices and processes
payments for its members’ transactions and offsets credit risk through its credit management programs with third
parties.
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Tuxis Corporation

On March 16, 2005, Ault Glazer filed a Schedule 13D with the SEC relating to its holdings in Tuxis Corporation
("Tuxis"). Tuxis, a Maryland corporation, currently is registered under the 1940 Act, as a closed-end management
investment company. Tuxis previously received Board of Directors and shareholder approval to change the nature of
its business so as to cease to be an investment company and on May 3, 2004, filed an application with the SEC to
de-register. At March 31, 2005, the Company directly held 36,000 shares and indirectly, by virtue of its relationship
with Ault Glazer, held 98,000 shares of Tuxis common stock, which represented approximately 3.66% and 9.96%,
respectively, of the total outstanding shares. At December 31, 2004, Tuxis had reportable net assets of approximately
$9.1 million.

Franklin Capital Properties, LLC

At March 31, 2005, the Company had several real estate investments, valued at $772,748, which represents 6.6% of
the Company’s total assets. The Company holds its real estate investments in Franklin Capital Properties, LLC
(“Franklin Properties”), a Delaware limited liability company and a wholly owned subsidiary. Franklin Properties
primary focus is on the acquisition and management of income producing real estate holdings. Franklin Properties real
estate holdings consist of eight vacant single family buildings and two multi-unit buildings in Baltimore, Maryland,
approximately 8.5 acres of undeveloped land in Heber Springs, Arkansas, and various loans secured by real estate in
Heber Springs, Arkansas. Franklin Properties intends to renovate the single family and multi-unit buildings and
engage in an active rental program.

Results of Operations
The Company accounts for its operations under accounting principles generally accepted in the United States. The

principal measure of the Company’s financial performance is captioned “Net loss attributable to common shareholders,’
which is comprised of the following:

[l

§ "Revenues," which is the amount the Company receives from sales of its products;
§ “Interest, dividend income and other, net,” which is the amount the Company receives from interest and dividends
from its short term investments and money market accounts, and its proportionate share of income or losses from
investments accounted for under the equity method of accounting;

§ “Operating expenses,” are the related costs and expenses of operating the business;

§ “Realized gain (loss) on investments, net,” which is the difference between the proceeds received from dispositions of
investments and their stated cost; and

§ “Unrealized gain (loss) on marketable securities, net,” which is the net change in the fair value of

33



