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OR
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(502) 426-9984

(Registrant�s telephone number, including area code)

Indicate by check mark whether registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to
such filing requirements for the past 90 days.    Yes   x  No   o.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated filer.  See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act.  (Check one):

Large accelerated filer  x Accelerated filer  o Non-accelerated filer  o Smaller reporting company  o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).   Yes   o  No  x.

The number of shares of Class A and Class B common stock outstanding were 69,110,325 and 5,265,376, respectively, on April 25, 2008.
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PART I � FINANCIAL INFORMATION

ITEM 1 � FINANCIAL STATEMENTS

Texas Roadhouse, Inc. and Subsidiaries

Condensed Consolidated Balance Sheets

(in thousands, except share and per share data)

(unaudited)

March 25, 2008 December 25, 2007
Assets
Current assets:
Cash and cash equivalents $ 18,173 $ 11,564
Receivables, net of allowance for doubtful accounts of $8 at March 25, 2008 and
December 25, 2007 10,289 18,303
Inventories, net 7,059 7,277
Prepaid expenses 4,261 3,646
Deferred tax assets 884 841
Total current assets 40,666 41,631
Property and equipment, net 406,143 390,378
Goodwill 101,674 101,856
Intangible asset, net 8,239 8,414
Other assets 3,894 3,750
Total assets $ 560,616 $ 546,029

Liabilities and Stockholders� Equity
Current liabilities:
Current maturities of long-term debt and obligations under capital leases $ 309 $ 302
Accounts payable 22,587 23,716
Deferred revenue � gift certificates 18,490 32,088
Accrued wages 15,561 14,561
Income tax payable 8,766 721
Accrued taxes and licenses 7,793 6,439
Other accrued liabilities 9,679 10,432
Total current liabilities 83,185 88,259
Long-term debt and obligations under capital leases, excluding current maturities 75,402 66,482
Stock option and other deposits 5,201 4,916
Deferred rent 7,991 7,472
Deferred tax liabilities 3,196 4,900
Other liabilities 5,457 4,235
Total liabilities 180,432 176,264
Minority interest in consolidated subsidiaries 2,808 2,384
Stockholders� equity:
Preferred stock ($0.001 par value, 1,000,000 shares authorized; no shares issued or
outstanding) � �
Common stock, Class A, ($0.001 par value, 100,000,000 shares authorized, 69,123,355
and 69,582,602 shares issued and outstanding at March 25, 2008 and December 25, 2007,
respectively) 69 70
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Common stock, Class B, ($0.001 par value, 8,000,000 shares authorized, 5,265,376 shares
issued and outstanding) 5 5
Additional paid in capital 261,317 264,234
Retained earnings 115,985 103,072
Total stockholders� equity 377,376 367,381
Total liabilities and stockholders� equity $ 560,616 $ 546,029

See accompanying notes to condensed consolidated financial statements.
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Texas Roadhouse, Inc. and Subsidiaries

Condensed Consolidated Statements of Income

(in thousands, except per share data)

(unaudited)

13 Weeks Ended
March 25, 2008 March 27, 2007

Revenue:
Restaurant sales $ 208,601 $ 175,444
Franchise royalties and fees 2,612 2,893

Total revenue 211,213 178,337

Costs and expenses:
Restaurant operating costs:
Cost of sales 73,586 61,096
Labor 58,442 48,297
Rent 3,289 2,785
Other operating 33,250 27,893
Pre-opening 2,826 3,584
Depreciation and amortization 8,546 6,645
Impairment and closure 703 �
General and administrative 9,871 8,337

Total costs and expenses 190,513 158,637

Income from operations 20,700 19,700

Interest expense, net 642 236
Minority interest 261 289
Equity income from investments in unconsolidated affiliates 69 97

Income before taxes 19,866 19,272
Provision for income taxes 6,953 6,976
Net income $ 12,913 $ 12,296

Net income per common share:
Basic $ 0.17 $ 0.17

Diluted $ 0.17 $ 0.16

Weighted-average shares outstanding:
Basic 74,744 74,327

Diluted 76,443 76,726

See accompanying notes to condensed consolidated financial statements.
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Texas Roadhouse, Inc. and Subsidiaries

Condensed Consolidated Statements of Cash Flows

(in thousands)

(unaudited)

13 Weeks Ended
March 25, 2008 March 27, 2007

Cash flows from operating activities:
Net income $ 12,913 $ 12,296
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 8,546 6,645
Deferred income taxes (1,747) (1,021)
Loss on disposition of assets 253 20
Impairment and closure 611 �
Minority interest 261 289
Equity income from investments in unconsolidated affiliates (69) (97)
Distributions received from investments in unconsolidated affiliates 65 79
Provision for doubtful accounts � (14)
Share-based compensation expense 1,700 1,123
Changes in operating working capital:
Receivables 8,014 79
Inventories 218 135
Prepaid expenses (576) (1,065)
Other assets (140) 109
Accounts payable (1,129) (1,482)
Deferred revenue � gift certificates (13,598) (11,136)
Accrued wages 1,000 (2,012)
Excess tax benefits from share-based compensation (73) (1,051)
Prepaid income taxes and income taxes payable 8,118 3,670
Accrued taxes and licenses 1,354 324
Other accrued liabilities (767) (1,767)
Deferred rent 519 418
Other liabilities 611 2,545

Net cash provided by operating activities $ 26,084 $ 8,087

Cash flows from investing activities:
Capital expenditures � property and equipment (24,384) (24,061)
Acquisitions of franchise restaurants, net of cash acquired 157 �
Proceeds from sale of property and equipment, including insurance proceeds (5) 144

Net cash used in investing activities $ (24,232) $ (23,917)

Cash flows from financing activities:
Net proceeds (repayments) from revolving credit facility 9,000 (5,000)
Proceeds from minority interest contributions and other 445 �
Distributions to minority interest holders (258) (273)
Excess tax benefits from share-based compensation 73 1,051
Repurchase shares of common stock (4,905) �
Proceeds from stock option and other deposits 339 358
Principal payments on long-term debt and capital lease obligations (73) (567)
Proceeds from exercise of stock options 136 1,027
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Net cash provided by (used in) financing activities $ 4,757 $ (3,404)

Net increase/(decrease) in cash 6,609 (19,234)
Cash and cash equivalents � beginning of period 11,564 33,784
Cash and cash equivalents � end of period $ 18,173 $ 14,550

Supplemental disclosures of cash flow information:
Interest, net of amounts capitalized $ 873 $ 273
Income taxes $ 582 $ 4,327

See accompanying notes to condensed consolidated financial statements.
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Texas Roadhouse, Inc. and Subsidiaries

Notes to Condensed Consolidated Financial Statements

(Tabular dollar amounts in thousands, except per share data)

(unaudited)

(1)   Basis of Presentation

The accompanying unaudited condensed consolidated financial statements include the accounts of Texas Roadhouse, Inc. (the �Company�) and its
wholly-owned subsidiaries, Texas Roadhouse Holdings LLC (�Holdings�), Texas Roadhouse Development Corporation (�TRDC�) and Texas
Roadhouse Management Corp. (�Management Corp.�), as of and for the 13 weeks ended March 25, 2008 and March 27, 2007.  The Company and
its wholly-owned subsidiaries operate Texas Roadhouse restaurants. Holdings also provides supervisory and administrative services for certain
other franchise and license restaurants. TRDC sells franchise rights and collects the franchise royalties and fees.  Management Corp. provides
management services to the Company, Holdings and certain other license and franchise restaurants.

Management of the Company has made a number of estimates and assumptions relating to the reporting of assets and liabilities, the disclosure of
contingent assets and liabilities at the date of the condensed consolidated financial statements and the reporting of revenue and expenses during
the period to prepare these condensed consolidated financial statements in conformity with U.S. generally accepted accounting principles
(�GAAP�). Significant items subject to such estimates and assumptions include the carrying amount of property and equipment, goodwill,
obligations related to insurance reserves, income taxes and share-based compensation expense. Actual results could differ from those estimates.

In the opinion of management, the accompanying unaudited financial statements reflect all adjustments, consisting only of normal recurring
adjustments, necessary to present fairly the financial position, results of operations and cash flows of the Company for the periods presented. 
The financial statements have been prepared in accordance with GAAP, except that certain information and footnotes have been condensed or
omitted pursuant to rules and regulations of the Securities and Exchange Commission (�SEC�).  Operating results for the 13 weeks ended
March 25, 2008 are not necessarily indicative of the results that may be expected for the year ending December 30, 2008.  The financial
statements should be read in conjunction with the consolidated financial statements and notes thereto included in the Company�s Annual Report
on Form 10-K for the year ended December 25, 2007.

Our significant interim accounting policies include the recognition of income taxes using an estimated annual effective tax rate.

(2)   Share-based Compensation

The Company may grant incentive and non-qualified stock options to purchase shares of Class A common stock, stock bonus awards (restricted
stock unit awards (�RSUs�)) and restricted stock awards under the Texas Roadhouse, Inc. 2004 Equity Incentive Plan (the �Plan�).  Beginning in
2008, the Company changed the method by which it provides share-based compensation to its employees by eliminating stock option grants and,
instead, granting RSUs as a form of share-based compensation.  An RSU is the conditional right to receive one share of Class A common stock
upon satisfaction of the vesting requirement.
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The following table summarizes the share-based compensation recorded in the accompanying condensed consolidated statements of income:

13 Weeks Ended
March 25, 2008 March 27, 2007

Labor expense $ 550 $ 493
General and administrative expense 1,150 630
Total share-based compensation expense $ 1,700 $ 1,123

6
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A summary of share-based compensation activity by type of grant as of March 25, 2008 and changes during the period then ended is presented
below.

Summary Details for Plan Share Options

Shares

Weighted-
Average

Exercise Price

Weighted-Average
Remaining Contractual

Term (years)

Aggregate
Intrinsic

Value

Outstanding at December 25, 2007 7,356,978 $ 9.11
Granted � �
Forfeited (50,419) 11.47
Exercised (70,653) 3.05
Outstanding at March 25, 2008 7,235,906 $ 9.15 6.22 $ 12,649

Exercisable at March 25, 2008 5,610,198 $ 8.04 5.59 $ 16,039

No stock options were granted during the 13 weeks ended March 25, 2008.  The weighted-average grant date fair value of options granted
during the 13 weeks ended March 27, 2007 was $5.47 using the Black-Scholes option-pricing model with the following weighted-average
assumptions:

13 Weeks Ended
March 27, 2007

Risk-free interest rate 4.62%
Expected term (years) 3.0 � 5.0
Expected volatility 35.8%
Expected dividend yield 0.0%

The total intrinsic value of options exercised during the 13 weeks ended March 25, 2008 and March 27, 2007 was $0.6 million and $3.2 million,
respectively.  As of March 25, 2008, with respect to unvested stock options, there was $3.8 million of unrecognized compensation cost that is
expected to be recognized over a weighted-average period of 1.1 years.  The total grant date fair value of stock options vested for both 13 week
periods ended March 25, 2008 and March 27, 2007 was $2.3 million and $1.2 million, respectively.

 Summary Details for RSUs

Shares

Weighted-
Average

Grant Date
Fair Value

Outstanding at December 25, 2007 � $ �
Granted 821,029 $ 9.95
Forfeited (609) 9.74
Exercised �
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Outstanding at March 25, 2008 820,420 $ 9.95

During the first quarter of 2008, the Company recorded pre-tax compensation expense in connection with these RSUs of $0.1 million in labor
expense and $0.4 million in general and administrative expense.  As of March 25, 2008, with respect to unvested RSUs, there was $7.7 million
of unrecognized compensation cost that is expected to be recognized over a weighted-average period of 2.2 years.  The vesting terms of the
RSUs range from approximately 1.0 to 5.0 years.

In the fourth quarter of 2006, the Company awarded 36,000 restricted shares, at a weighted-average price of $14.55 per share, to two corporate
office employees under the terms of the Plan.  The restricted shares vest after three years.  At March 25, 2008, the unrecognized compensation
expense related to the restricted stock grants totaled approximately $0.3 million and will be recognized over the remaining vesting period.

7
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(3)   Long-term Debt and Obligations Under Capital Leases

Long-term debt and obligations under capital leases consisted of the following:

March 25, 2008 December 25, 2007
Installment loans, due 2008 � 2020 $ 3,151 $ 3,210
Obligations under capital leases 560 574
Revolver 72,000 63,000

75,711 66,784
Less current maturities 309 302

$ 75,402 $ 66,482

The weighted-average interest rate for installment loans outstanding at March 25, 2008 and December 25, 2007 was 9.97% and 9.95%,
respectively.  The debt is secured by certain land, buildings and equipment.

On May 31, 2007, the Company amended and restated its existing five-year revolving credit facility dated October 8, 2004 with a syndicate of
commercial lenders led by Bank of America, N.A., Banc of America Securities LLC and National City Bank.  The facility was increased from
$150.0 million to $250.0 million and the term was extended to May 31, 2012.  The terms of the facility require the Company to pay interest on
outstanding borrowings at LIBOR plus a margin of 0.50% to 0.875% and to pay a commitment fee of 0.10% to 0.175% per year on any unused
portion of the facility, in both cases depending on the Company�s leverage ratio.  The weighted-average interest rate for the revolver at March 25,
2008 and December 25, 2007 was 3.84% and 5.73%, respectively.  At March 25, 2008, the Company had $72.0 million outstanding under the
credit facility and $174.4 million of availability, net of $3.6 million of outstanding letters of credit.

The lenders� obligation to extend credit under the facility depends on the Company maintaining certain financial covenants, including a minimum
consolidated fixed charge coverage ratio of 2.00 to 1.00 and a maximum consolidated leverage ratio of 3.00 to 1.00.  The new credit facility
permits the Company to incur additional secured or unsecured indebtedness outside the facility, except for the incurrence of secured
indebtedness that in the aggregate exceeds 20% of the Company�s consolidated tangible net worth or circumstances where the incurrence of
secured or unsecured indebtedness would prevent the Company from complying with its financial covenants.  The Company is currently in
compliance with such covenants.

(4)   Recent Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards (�SFAS�) No. 157,
Fair Value Measurements (�SFAS 157�), which defines fair value, establishes a framework for measuring fair value and expands disclosures about
fair value measurements.  The provisions of SFAS 157 for financial assets and liabilities, as well as any other assets and liabilities that are
carried at fair value on a recurring basis in financial statements are effective for financial statements issued for fiscal years beginning after
November 15, 2007 (fiscal year 2008 for the Company).  FASB Staff Position FAS 157-2, Effective Date of FASB Statement No. 157, delayed
the effective date of SFAS 157 for most nonfinancial assets and nonfinancial liabilities until fiscal years beginning after November 15, 2008
(fiscal year 2009 for the Company).  The implementation of SFAS 157 for financial assets and financial liabilities, effective December 26, 2007,
did not have a material impact on the Company�s consolidated financial position, results of operations or cash flows.  The Company is currently
assessing the impact of SFAS 157 for nonfinancial assets and liabilities on its consolidated financial position, results of operations or cash
flows.  See note 10 for additional fair value discussions.
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In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities (�SFAS 159�). SFAS
159 permits entities to choose to measure selected financial assets and financial liabilities at fair value. Unrealized gains and losses on items for
which the fair value option has been elected are reported in earnings at each subsequent reporting date. The provisions of SFAS 159 are effective
as of the beginning of the Company�s 2008 fiscal year. The adoption of SFAS 159 has not had a material impact on the Company�s consolidated
financial position, results of operations or cash flows.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations (�SFAS 141R�).  SFAS 141R establishes the
principles and requirements for how an acquirer: 1) recognizes and measures in its financial statements the identifiable assets acquired, the
liabilities assumed, and any noncontrolling interest in the acquiree; 2) recognizes and measures the goodwill acquired in the business
combination or gain from a bargain purchase;  and 3) determines what information to disclose to enable users of the financial statements to
evaluate the nature and financial effects of the business combination.  SFAS 141R is to be applied prospectively to business combinations
consummated on or after the beginning of the first annual reporting period on or after December 15, 2008 (fiscal year 2009 for the Company). 
The Company is currently evaluating the impact SFAS 141R will have on any potential future business combinations.

8
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In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements � an amendment of ARB
No. 51 (�SFAS 160�).  SFAS 160 establishes accounting and reporting standards that require noncontrolling interests to be reported as a
component of equity, changes in a parent�s ownership interest while the parent retains its controlling interest be accounted for as equity
transactions, and any retained noncontrolling equity investment upon the deconsolidation of a subsidiary be initially measured at fair value. 
SFAS 160 is to be applied prospectively to business combinations consummated on or after the beginning of the first annual reporting period on
or after December 15, 2008 (fiscal year 2009 for the Company).  The Company is currently evaluating the impact of adopting SFAS 160 on its
consolidated financial position, results or operations or cash flows.

(5)   Commitments and Contingencies

The estimated cost of completing capital project commitments at March 25, 2008 and December 25, 2007 was approximately $87.2 million and
$90.0 million, respectively.

The Company entered into real estate lease agreements for franchise restaurants located in Everett, MA, Longmont, CO, Montgomeryville, PA
and Fargo, ND before granting franchise rights for those restaurants. The Company has subsequently assigned the leases to the franchisees, but
remains contingently liable if a franchisee defaults under the terms of a lease.  The Longmont lease was assigned in October 2003 and expires in
May 2014, the Everett lease was assigned in September 2002 and expires in February 2018, the Montgomeryville lease was assigned in
October 2004 and expires in June 2021 and the Fargo lease was assigned in February 2006 and expires in July 2016.  As the fair value of the
guarantees is not considered significant, no liability has been recorded.  As discussed in note 6, the Everett, MA, Longmont, CO, and Fargo, ND
restaurants are owned, in whole or part, by certain officers, directors or 5% shareholders of the Company.

The Company is involved in various claims and legal actions arising in the normal course of business. In the opinion of management, the
ultimate disposition of these matters will not have a material effect on the Company�s consolidated financial position, results of operations, or
cash flows.

On March 26, 2007, a civil case styled as a class action complaint titled Nicole M. Ehrheart v. Texas Roadhouse, Inc. and Does 1 through 10
(�Ehrheart�), Case Number CA 07-54, was filed against the Company in the United States District Court for the Western District of
Pennsylvania Erie Division.  The case alleges liability under the Fair and Accurate Credit Transactions Act (�FACTA�) based on the alleged
practice of unlawfully including more information than is permitted on the electronically printed credit or debit card receipts provided to
customers.  The plaintiff seeks monetary damages, including statutory damages, punitive damages, costs and attorneys� fees, and a permanent
injunction against the alleged unlawful practice.  Statutory damages range from $100 to $1,000 for each willful violation.  While the Company
has filed an answer to the complaint denying the material allegations of the complaint, discovery has not yet begun.

On July 20, 2007, a civil case styled as a class action complaint titled Mario Aliano v. Texas Roadhouse Holdings LLC and Does 1-10
(�Aliano�), Case Number 07cv4108, was filed against the Company in the United States District Court for the Northern District of Illinois
Eastern Division.  The case alleges liability under FACTA.  The plaintiff seeks statutory damages of $100 to $1,000 per violation, attorney�s fees,
litigation expenses and costs.  While the Company has filed an answer to the complaint denying the material allegations of the complaint,
discovery has not yet begun.

The Company believes that it has meritorious defenses to the Ehrheart and Aliano claims, and it intends to vigorously defend against the claims,
including the plaintiffs� efforts to certify a nationwide class action.  The Company believes that neither case will have a material adverse effect on
its business and its consolidated financial position, results of operations or cash flows.  However, if either court both granted class action status

Edgar Filing: Texas Roadhouse, Inc. - Form 10-Q

16



and imposed statutory penalties, the resolution of the case would be likely to have a material adverse effect on the Company�s business and its
consolidated financial position, results of operation and cash flows.

The Company currently buys most of its beef from three suppliers. Although there are a limited number of beef suppliers, management believes
that other suppliers could provide a similar product on comparable terms. A change in suppliers, however, could cause supply shortages and a
possible loss of sales, which would affect operating results adversely. The Company has no material minimum purchase commitments with its
vendors that extend beyond a year.

9
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(6)   Related Party Transactions

The Longview, Texas restaurant, which was acquired by the Company in connection with the completion of the initial public offering, leases the
land and restaurant building from an entity controlled by Steven L. Ortiz, the Company�s Chief Operating Officer. The lease term is 15 years and
will terminate in November 2014. The lease can be renewed for two additional terms of five years each. Rent is approximately $16,000 per
month and will increase by 5% on the 11th anniversary date of the lease. The lease can be terminated if the tenant fails to pay the rent on a
timely basis, fails to maintain the insurance specified in the lease, fails to maintain the building or property or becomes insolvent. Total rent
payments were approximately $50,000 for each of the 13 week periods ended March 25, 2008 and March 27, 2007.

The Bossier City, Louisiana restaurant, of which Steven L. Ortiz, the Company�s Chief Operating Officer, beneficially owns 66.0% and the
Company owns 5.0%, leases the land and building from an entity owned by Mr. Ortiz.  The lease term is 15 years and will terminate on
March 31, 2020.  The lease can be renewed for three additional terms of five years each.  Rent is approximately $15,100 per month for the first
five years of the lease and escalates 10% each five year period during the term.  The lease can be terminated if the tenant fails to pay rent on a
timely basis, fails to maintain insurance, abandons the property or becomes insolvent.  Total rent payments were approximately $45,000 for each
of the 13 week periods ended March 25, 2008 and March 27, 2007.

The Company had 14 franchise and license restaurants owned, in whole or part, by certain officers, directors or 5% shareholders of the Company
at March 25, 2008 and March 27, 2007. These entities paid the Company fees of approximately $0.5 million and $0.6 million during each of the
13 week periods ended March 25, 2008 and March 27, 2007, respectively.  As disclosed in note 5, the Company is contingently liable on leases
which are related to three of these restaurants.

From 2000 to December 2007, the Company employed Juli Miller Hart, who, during 2007, was the wife of G.J. Hart, the Company�s President
and Chief Executive Officer. Ms. Hart did not report to Mr. Hart.  In December 2007, Ms. Hart�s status changed from employee to consultant.

(7)   Earnings Per Share

The share and net income per share data for all periods presented are based on the historical weighted-average shares outstanding.  The diluted
earnings per share calculations show the effect of the weighted-average stock options, RSUs and restricted stock awards outstanding from the
Plan.  For the 13 weeks ended March 25, 2008 and March 27, 2007, options to purchase 3,177,066 and 1,852,819 shares of common stock,
respectively, were outstanding, but not included in the computation of diluted earnings per share because their inclusion would have had an
anti-dilutive effect.

The following table sets forth the calculation of weighted-average shares outstanding as presented in the accompanying condensed consolidated
statements of income:

13 Weeks Ended
March 25, 2008 March 27, 2007

Net income $ 12,913 $ 12,296
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Basic EPS:
Weighted-average
common shares
outstanding 74,744 74,327

Basic EPS $ft:0pt;text-indent:0pt;text-align:right;margin-top:0pt;margin-bottom:0pt'>

$9,430,900
Patents
(Weighted
average life of 5
years)

34,257

Total Amortized
identifiable
intangible
assets-Gross
carrying value:

$9,465,157

Less:
Accumulated
Amortization

(2,165,986)

Impairment (5,655,011)
Net: $1,644,160
Residual value: $ 0

Total amortization expense charged to operations for the three months ended December 31, 2007 was $92,661. Amortization expense changed to
operations for the three months ended December 31, 2006 was $92,661.

Estimated amortization expense as of December 31, 2007 is as follows:

2008 $277,982
2009 $365,842
2010 $363,792
2011 $363,792
2012 and
thereafter

$272,752
Total $1,644,160

Use of Estimates

In preparing financial statements in conformity with accounting principles generally accepted in the United States of America, management is
required to make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the financial statements and revenue and expenses during the reporting period. The most significant estimates relate to
the estimation of percentage of completion on uncompleted contracts, valuation of inventory, allowance for doubtful accounts and estimated life
of customer lists. Actual results could differ from those estimates.

Comparison of Results of Operations for the Three Months Ended December 31, 2007 and 2006

Revenues

During the year ended September 30, 2007, we transitioned from a development stage enterprise to an operating company. For the three months
ended December 31, 2007, we generated $123,167 in revenues from operations and our cost of sales for the three months ended December 31,
2007 was $27,890, netting us a gross profit of $95,277. For the three months ended December 31, 2006, we had no revenues or cost of sales.

Costs and Expenses
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Selling, General and Administrative

Selling, general and administrative expenses decreased from $2,054,455 for the three months ended December 31, 2006 to $1,698,269 for the
three months ended December 31, 2007. The decrease of $356,186, or 17.3%, is primarily attributable to a decrease in cost incurred in
connection with professional services.

25

Research and Development

Research and development expenses increased from $29,306 for the three months ended December 31, 2006 to $36,326 for the same period in
2007. The increase of $7,020 is attributed to more research and development activity related to the recent development and feasibility study
agreements than during the prior period.

Depreciation and Amortization

In the three months ended December 31, 2007, depreciation and amortization decreased by $75 from $107,879 to $107,804 for the period
compared to the same period in 2006. The decrease is attributable to the reduced depreciation of our property and equipment.

Total Operating Expenses

Total operating expenses decreased to $1,842,399 from $2,191,640, or a decrease of $349,241 primarily attributable to a decrease in costs
incurred in connection with professional services.

Other Income/Loss

Gain on reevaluation of debt derivative and warrant liability decreased by $2,098,471 from a gain of $2,098,471 million for the three months
ended December 31, 2006 to $0 for the three months ended December 31, 2007. In September 2007, we exchanged common stock for the
remaining Secured Convertible Promissory Notes that contained embedded derivatives. As a result, we reclassified the warrant liabilities
recorded in conjunction with the convertible promissory notes to equity as of the conversion date of the related debt.

Interest Expenses

Interest expense for the three months ended December 31, 2007 decreased by $193,408 to $385,622 from $579,030 in the same period of 2006.
The decrease in interest expense was due to the conversion into common stock in 2007 of the convertible notes issued in connection with
financings affected in 2006.

Net Income (loss)

Net loss for the three months ended December 31, 2007 increased to $2,132,744 from a net loss of $671,222 in the prior period primarily
attributable to the gain on reevaluation of debt derivative and warrant liability reported in 2006 compared to $0 in 2007.

Biowell Agreement

In the first half of 2005, Biowell Technology, Inc. (�Biowell�) transferred substantially all of its intellectual property to Rixflex Holdings Limited,
a British Virgin Islands company, and on July 12, 2005, Rixflex Holdings Limited merged with and into our wholly-owned subsidiary APDN
(B.V.I.) Inc., a British Virgin Islands company. The shareholders of Rixflex Holdings Limited received 36 million shares of our common stock
in consideration of this merger. In connection with the acquisition of this Biowell intellectual property, we terminated our existing license
agreement and, on July 12, 2005, we entered into a license agreement with Biowell, under which we granted Biowell an exclusive license to sell,
market, and sub-license certain of our products in Australia, certain countries in Asia and certain Middle Eastern countries. By letter dated
November 1, 2007, we terminated Biowell�s rights as licensee with respect to Australia, China and certain other countries in Asia because of
Biowell�s failure to pay us certain fees, payments or consideration in connection with the grant of the license. In addition, we terminated the
exclusivity of the license with respect to certain Middle Eastern and other Asian countries because of Biowell�s failure to meet certain minimum
annual net sales in each of the various countries covered by the license.
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Liquidity and Capital Resources

Our liquidity needs consist of our working capital requirements, indebtedness payments and research and development expenditure funding.
Historically, we have financed our operations through the sale of equity and convertible debt as well as borrowings from various credit sources.

Substantially all of the real property used in our business is leased under operating lease agreements.

As of December 31, 2007, we had a working capital deficit of approximately $13.674 million. For the three period ended December 31, 2007,
we generated a net cash flow deficit from operating activities of $1.427 million consisting primarily of year to date losses of $2.133 million.
Non-cash adjustments included $492,443 in depreciation and amortization charges and common stock issued for services provided of
$1,040,000. Additionally,
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we had a net decrease in current assets of $29,368 and a net decrease in current liabilities of $855,607. Cash used in investing activities totaled
$94,508, which was utilized for acquisition of property and equipment of $5,492 and reduction in cash held in escrow of $100,000. We met our
cash flow needs by issuance of convertible notes of $2,152,500, net, for the three months ended December 31, 2007.

We expect capital expenditures to be less than $200,000 in fiscal 2008. Our primary investments will be in laboratory equipment to support
prototyping and our authentication services.

Debt and Equity Financing Transactions

In fiscal 2006, we completed three private placements of convertible debt and associated warrants. On November 3, 2005, we issued and sold a
promissory note in the principal amount of $550,000 to Allied International Fund, Inc. ("Allied"). Allied in turn financed a portion of the making
of this loan by borrowing $450,000 from certain persons, including $100,000 from Dr. Hayward, a director, our President and Chief Executive
Officer. The terms of the promissory note provided that we issue upon the funding of the note warrants to purchase 5,000,000 shares of our
common stock at an exercise price of $0.50 per share to certain persons designated by Allied. On November 9, 2005, we issued nine warrants to
Allied and eight other persons to purchase an aggregate of 5,500,000 shares of our common stock at an exercise price of $0.50 per share. These
warrants included a warrant to purchase 1,100,000 shares that was issued to Dr. Hayward, a director, our President and Chief Executive Officer.
We paid $55,000 in cash to VC Arjent, Ltd. for its services as the placement agent with respect to this placement. All principal and accrued but
unpaid interest under the promissory note was paid in full shortly after the closing of and from the proceeds of a private placement we completed
on March 8, 2006. On March 8, 2006, we issued and sold an aggregate of 30 units consisting of (i) a $50,000 principal amount secured
convertible promissory note bearing interest at 10% per annum and convertible at $0.50 per share, and (ii) a warrant to purchase 100,000 shares
of our common stock at an exercise price of $0.50 per share, for aggregate gross proceeds of $1.5 million. The units were sold pursuant to
subscription agreements by and between each of the purchasers and Applied DNA Operations Management, Inc., a Nevada corporation and our
wholly owned subsidiary (our �Subsidiary�). The $2.050 million in gross proceeds from these first two offerings were held by our Subsidiary for
our benefit and used to fund commissions, fees and expenses associated with the placements, to repay the outstanding promissory note described
above plus accrued interest thereunder, to fund financing fees, consultants and public reporting costs, salaries and wages, research and
development, facility costs as well as general working capital needs. On March 24, 2006, we commenced an offering (the �Offshore Offering�) of
up to 140 units, at a price of $50,000 per unit, for a maximum offering of $7 million for sale to �accredited investors� who are not �U.S. persons.�
The units being sold as part of the Offshore Offering consisted of (i) a $50,000 principal amount secured convertible promissory note, and (ii) a
warrant to purchase 100,000 shares of our common stock at a price of $0.50 per share. On May 2, 2006, we closed on the first tranche of the
Offshore Offering in which we sold 20 units for aggregate gross proceeds of $1,000,000. We paid Arjent Limited $375,000 in commissions, fees
and expenses from these gross proceeds. On June 15, 2006, we completed the second tranche of the Offshore Offering in which we sold 59 units
for aggregate gross proceeds of $2,950,000. We paid Arjent Limited $442,500 in commissions, fees and expenses from these gross proceeds.
Additionally, on July 10, 2006 we issued 2.4 million shares of our common stock to Arjent Limited at $0.001 per share as partial consideration
for its services in connection with the Offshore Offering.

In fiscal 2007, we issued sold an aggregate principal amount of $850,000 in secured convertible promissory notes bearing interest at 10% per
annum and warrants to purchase an aggregate of 1,700,000 shares of our common stock to Dr. James A. Hayward, a director, the Chairman of
the Board of Directors, our President and Chief Executive Officer, as follows:

� On April 23, 2007, we issued and sold a $100,000 principal amount secured promissory note bearing interest at a rate of
10% per annum and a warrant to purchase 200,000 shares of our common stock. The promissory note and accrued but
unpaid interest thereon are convertible into shares of common stock of the Company at a price of $0.50 per share by the

Edgar Filing: Texas Roadhouse, Inc. - Form 10-Q

21



holder of the promissory note at any time from April 23, 2007 through April 22, 2008, and shall automatically convert on
April 22, 2008 at a conversion price of $0.15. The warrant is exercisable for a four-year period commencing on April 23,
2008, and expiring on April 22, 2012, at a price of $0.50 per share. The warrant may be redeemed at our option at a
redemption price of $0.001 upon the earlier of (i) April 22, 2010, and (ii) the date our common stock has traded on The
Over the Counter Bulletin Board at or above $1.00 per share for 20 consecutive trading days.
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� On June 30, 2007, we issued and sold a $250,000 principal amount secured promissory note bearing interest at a rate of 10%
per annum and a warrant to purchase 500,000 shares of our common stock. The promissory note and accrued but unpaid
interest thereon are convertible into shares of our common stock at a price of $0.50 per share by the holder of the
promissory note at any time from June 30, 2007 through June 29, 2008, and shall automatically convert on June 30, 2008 at
a conversion price of $0.087732076 per share, which is equal to a 20% discount to the average volume, weighted average
price of our common stock for the ten trading days prior to issuance. The warrant is exercisable for a four-year period
commencing on June 30, 2008, and expiring on June 29, 2012, at a price of $0.50 per share.

� On July 30, 2007, we issued and sold a $200,000 principal amount secured promissory note bearing interest at a rate of 10%
per annum and a warrant to purchase 400,000 shares of our common stock. The promissory note and accrued but unpaid
interest thereon are convertible into shares of our common stock at a price of $0.50 per share by the holder of the
promissory note at any time from July 30, 2007 through July 29, 2008, and shall automatically convert on July 30, 2008 at a
conversion price of $0.102568072 per share, which is equal to a 20% discount to the average volume, weighted average
price of our common stock for the ten trading days prior to issuance. The warrant is exercisable for a four-year period
commencing on July 30, 2008, and expiring on July 29, 2012, at a price of $0.50 per share.  

� On September 28, 2007, we issued and sold a $300,000 principal amount secured promissory note bearing interest at a rate
of 10% per annum and a warrant to purchase 600,000 shares of our common stock. The promissory note and accrued but
unpaid interest thereon are convertible into shares of our common stock at a price of $0.50 per share by the holder of the
promissory note at any time from September 28, 2007 through September 27, 2008, and shall automatically convert on
September 28, 2008 at a conversion price of $0.066429851 per share, which is equal to a 20% discount to the average
volume, weighted average price of our common stock for the ten trading days prior to issuance. The warrant is exercisable
for a four-year period commencing on September 28, 2008, and expiring on September 27, 2012, at a price of $0.50 per
share.    

In addition, on June 27, 2007, we completed a private placement offering of convertible debt and associated warrants in which we issued and
sold to certain investors an aggregate of 3 units of our securities, each unit consisting of (i) a $50,000 Principal Amount of 10% Secured
Convertible Promissory Note and (ii) warrants to purchase 100,000 shares of our common stock. The notes and accrued but unpaid interest
thereon are convertible into shares of our common stock at a price of $0.50 per share by the holders of the notes at any time from June 27, 2007
to June 26, 2008, and shall automatically convert at $0.15 per share on June 27, 2008. At any time prior to conversion, we have the right to
prepay the notes and accrued but unpaid interest thereon upon 3 days notice (during which period the holders can elect to convert the notes). The
warrants are exercisable for a four year period commencing on June 27, 2008, and expiring on June 26, 2012, at a price of $0.50 per share.

From the beginning of October through December 31 2007, we issued and sold to investors an aggregate of $2,650,000 10% Secured
Convertible Promissory Notes with an automatic conversion one year from issuance at a conversion price which is equal to a discount to the
average volume, weighted average price of our common stock for the ten trading days prior to issuance. The notes are convertible into shares of
the Company�s common stock at any time, at the option of the noteholder, prior to automatic conversion date, at the greater of (i) 50% of the
average price of the Company�s common stock for the ten trading days prior to the date of the notice of conversion and (ii) the automatic
conversion price. In conjunction with the issuance and sale of the 10% Secured Convertible Promissory Notes, we issued warrants to purchase
5,300,000 shares of our common stock for cash or on cashless basis at $0.50 per share exercisable over four years with certain redemption
features.
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We presently do not have any available credit, bank financing or other external sources of liquidity. Due to our brief history and historical
operating losses, our operations have not been a source of liquidity. We will need to obtain additional capital in order to expand operations and
become profitable. We intend to pursue the building of a re-seller network outside the United States, and if successful, the re-seller agreements
would constitute a source of liquidity and capital over time. In order to obtain capital, we may need to sell additional shares of our common
stock
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or borrow funds from private lenders. There can be no assurance that we will be successful in obtaining additional funding and execution of
re-seller agreements outside the Unites States.

We currently require additional financing in order to meet our current and projected cash flow deficits from operations and development. We
have sufficient funds to conduct our operations for approximately seven months. We presently do not have any available credit, bank financing
or other readily available external sources of liquidity. Financing transactions may include the issuance of equity or debt securities, obtaining
credit facilities, or other financing mechanisms. However, the trading price of our common stock, a downturn in the U.S. or global stock and
debt markets and other reasons could make it more difficult to obtain financing through the issuance of equity securities or borrowing. Further, if
we issue additional equity or convertible debt securities, stockholders may experience additional dilution or the new equity securities may have
rights, preferences or privileges senior to those of existing holders of our common stock. If additional financing is not available or is not
available on acceptable terms, this could have a material adverse effect on our business, results of operations liquidity and financial condition.

Our registered independent certified public accountants have stated in their report dated January 14, 2008, that we have incurred operating losses
in the last two years, and that we are dependent upon management's ability to develop profitable operations. These factors among others may
raise substantial doubt about our ability to continue as a going concern.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements.

Inflation

The effect of inflation on our revenue and operating results was not significant.

Going Concern

The financial statements included in this filing have been prepared in conformity with generally accepted accounting principles that contemplate
our continuance as a going concern. Our auditors, in their report dated January 14, 2008, have expressed substantial doubt about our ability to
continue as going concern. Our cash position may be inadequate to pay all of the costs associated with the testing, production and marketing of
our products. Management intends to use borrowings and the sale of equity or convertible debt to mitigate the effects of its cash position,
however no assurance can be given that debt or equity financing, if and when required will be available. The financial statements do not include
any adjustments relating to the recoverability and classification of recorded assets and classification of liabilities that might be necessary should
we be unable to continue existence.

RISK FACTORS

Because of the following factors, as well as other variables affecting our operating results and financial condition, past financial performance
may not be a reliable indicator of future performance, and historical trends should not be used to anticipate results or trends in future periods.

Risks Relating to Our Business:

If We Are Unable to Obtain Additional Financing Our Business Operations Will be Harmed or Discontinued, and If We Do Obtain
Additional Financing Our Shareholders May Suffer Substantial Dilution.
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We believe that our existing capital resources will enable us to fund our operations until approximately September 2008. We believe we will be
required to seek additional capital to sustain or expand our prototype and sample manufacturing, and sales and marketing activities, and to
otherwise continue our business operations beyond that date. We have no commitments for any future funding, and may not be able to obtain
additional financing or grants on terms acceptable to us, if at all, in the future. If we are unable to obtain additional capital this would restrict our
ability to grow and may require us to curtail or discontinue our business operations. Additionally, while a reduction in our business operations
may prolong our ability to operate, that reduction would harm our ability to implement
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our business strategy. If we can obtain any equity financing, it may involve substantial dilution to our then existing shareholders.

We Have a History Of Losses Which May Continue, and Which May Harm Our Ability to Obtain Financing and Continue Our
Operations.

We incurred net losses of $13.3 million for the year ended September 30, 2007 and $2.4 million for the year ended September 30, 2006. For the
three months ended December 31, 2007, we incurred a net loss from operations of $2,132,744. These net losses have principally been the result
of the various costs associated with our selling, general and administrative expenses as we commenced operations, acquired, developed and
validated technologies, began marketing activities, and our interest expense on notes and warrants we issued to obtain financing. Our operations
are subject to the risks and competition inherent in a company that moved from the development stage to a new growth enterprise. We may not
generate sufficient revenues from operations to achieve or sustain profitability on a quarterly, annual or any other basis in the future. Our
revenues and profits, if any, will depend upon various factors, including whether our existing products and services or any new products and
services we develop will achieve any level of market acceptance. If we continue to incur losses, our accumulated deficit will continue to
increase, which might significantly impair our ability to obtain additional financing. As a result, our business, results of operations and financial
condition would be significantly harmed, and we may be required to reduce or terminate our operations.

Our Independent Auditors Have Expressed Substantial Doubt About Our Ability to Continue As a Going Concern, Which May Hinder
Our Ability to Obtain Future Financing.

In their report dated January 14, 2008, our independent auditors stated that our financial statements for the year ended September 30, 2007 were
prepared assuming that we would continue as a going concern, and that they have substantial doubt about our ability to continue as a going
concern. Our auditors� doubts are based on our incurring net losses of $13.3 million for the year ended September 30, 2007. We continue to
experience net operating losses. Our ability to continue as a going concern is subject to our ability to generate a profit and/or obtain necessary
funding from outside sources, including by the sale of our securities, obtaining loans from financial institutions, or obtaining grants from various
organizations or governments, where possible. Our continued net operating losses and our auditors� doubts increase the difficulty of our meeting
such goals and our efforts to continue as a going concern may not prove successful.

We have a Short Operating History, a Relatively New Business Model, and Have Not Produced Significant Revenues. This Makes it
Difficult to Evaluate Our Future Prospects and Increases the Risk That We Will Not Be Successful.

We have a short operating history with our current business model, which involves the marketing, sale and distribution of botanical DNA
encryption, embedment and authentication products and services, which are based on technologies that we acquired in July 12, 2005 from
Biowell Technology, Inc. (�Biowell�). We first derived revenue from this model in the second calendar quarter of 2006, which was insignificant.
Prior to the July 12, 2005 acquisition, our operations consisted principally of providing marketing and business development services to Biowell.
As a result, we have a very limited operating history for you to evaluate in assessing our future prospects. We have transitioned this year from a
developmental stage to an early-stage growth enterprise. Our operations since inception have not produced significant revenues, and may not
produce significant revenues in the near term, or at all, which may harm our ability to obtain additional financing and may require us to reduce
or discontinue our operations. If we create revenues in the future, prior to our introduction of any new products, we will derive all such revenues
from the sale of botanical DNA encryption, encapsulation, embedment and authentication products and services, which is an immature industry.
You must consider our business and prospects in light of the risks and difficulties we will encounter as an early-stage company in a new and
rapidly evolving industry. We may not be able to successfully address these risks and difficulties, which could significantly harm our business,
operating results, and financial condition.

We Are Obligated to Pay Liquidated Damages As a Result of Our Failure to Have the Registration Statement on Form SB-2 Declared
Effective Prior to June 15, 2005, and any Payment of Liquidated Damages Will Either Result in Depletion of Our Limited Working
Capital or Issuance of Shares of Common Stock Which Would Cause Dilution to Our Existing Shareholders.
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Pursuant to the terms of a registration rights agreement with respect to common stock underlying convertible notes and warrants we issued in
private placements in November and December, 2003, December, 2004, and January and
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February, 2005, if we did not have a registration statement registering the shares underlying these convertible notes and warrants declared
effective on or before June 15, 2005, we are obligated to pay liquidated damages in the amount of 3.5% per month of the face amount of the
notes, which equals $367,885, until the registration statement is declared effective. At our option, these liquidated damages can be paid in cash
or restricted shares of our common stock. To date we have decided to pay certain of these liquidated damages in common stock, although any
future payments of liquidated damages may, at our option, be made in cash. If we decide to pay such liquidated damages in cash, we would be
required to use our limited working capital and potentially raise additional funds. If we decide to pay the liquidated damages in shares of
common stock, the number of shares issued would depend on our stock price at the time that payment is due. Based on the closing market prices
of $0.66, $0.58, $0.70, $0.49, $0.32 and $0.20 for our common stock on July 15, 2005, August 15, 2005, September 15, 2005, October 17, 2005,
November 15, 2005 and December 15, 2005, respectively, we issued a total of 3,807,375 shares of common stock in liquidated damages from
August, 2005 to January, 2006 to persons who invested in the January and February, 2005 private placements. The issuance of shares upon any
payment by us of further liquidated damages will have the effect of further diluting the proportionate equity interest and voting power of holders
of our common stock, including investors in this offering.

We paid liquidated damages in the form of common stock only for the period from June 15, 2005 to December 15, 2005, and only to persons
who invested in the January and February, 2005 private placements. We believe that we have no enforceable obligation to pay liquidated
damages to holders of any shares we agreed to register under the registration rights agreement for periods after the first anniversary of the date of
issuance of such shares, since they were eligible for resale under Rule 144 of the Securities Act during such periods, and such liquidated
damages are grossly inconsistent with actual damages to such persons. Nonetheless, as of December 31, 2007 we have accrued approximately
$11.75 million in penalties representing further liquidated damages associated with our failure to have the registration statement declared
effective by the deadline, and have included this amount in accounts payable and accrued expenses.

We initially filed our registration statement on Form SB-2 with the SEC on February 15, 2005. We filed Amendment No.8 to the Form SB-2 on
November 13, 2006 and the SEC�s review and comment process is continuing. We can give no estimate as to when the registration statement will
be declared effective. Our failure to have the registration statement declared effective has and may continue to adversely impact our ability to
secure financing.

If Our Existing Products and Services are Not Accepted by Potential Customers or We Fail to Introduce New Products and Services,
Our Business, Results of Operations and Financial Condition Will be Harmed.

There has been limited or no market acceptance of our botanical DNA encryption, encapsulation, embedment and authentication products and
services to date. Some of the factors that will affect whether we achieve market acceptance of our solutions include:

� availability, quality and price relative to competitive solutions;

� customers� opinions of the solutions� utility;

� ease of use;

� consistency with prior practices;

� scientists� opinions of the solutions� usefulness;

� citation of the solutions in published research; and

� general trends in anti-counterfeit and security solutions� research.

The expenses or losses associated with the continued lack of market acceptance of our solutions will harm our business, operating results and
financial condition.

Rapid technological changes and frequent new product introductions are typical for the markets we serve. Our future success may depend in part
on continuous, timely development and introduction of new products that address evolving market requirements. We believe successful new
product introductions may provide a significant competitive advantage because customers invest their time in selecting and learning to use new
products, and are often reluctant to switch products. To the extent we fail to introduce new and innovative products, we may lose any market
share we then have to our competitors, which will be difficult or impossible to regain. Any inability, for
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technological or other reasons, to successfully develop and introduce new products could reduce our growth rate or damage our business. We
may experience delays in the development and introduction of products. We may not keep pace with the rapid rate of change in
anti-counterfeiting and security products� research, and any new products acquired or developed by us may not meet the requirements of the
marketplace or achieve market acceptance.

If We Are Unable to Retain the Services of Drs. Hayward or Liang We May Not Be Able to Continue Our Operations.

Our success depends to a significant extent upon the continued service of Dr. James A. Hayward, one of our directors, our President and Chief
Executive Officer; and Dr. Benjamin Liang, our Secretary and Strategic Technology Development Officer. We do not have employment
agreements with Drs. Hayward or Liang. Loss of the services of Drs. Hayward or Liang could significantly harm our business, results of
operations and financial condition. We do not maintain key-man insurance on the lives of Drs. Hayward or Liang.

The Markets for our SigNature Program are Very Competitive, and We May be Unable to Continue to Compete Effectively in this
Industry in the Future.

The principal markets for our SigNature Program are intensely competitive. We compete with many existing suppliers and new competitors
continue to enter the market. Many of our competitors, both in the United States and elsewhere, are major pharmaceutical, chemical and
biotechnology companies, or have strategic alliances with such companies, and many of them have substantially greater capital resources,
marketing experience, research and development staff, and facilities than we do. Any of these companies could succeed in developing products
that are more effective than the products that we have or may develop and may be more successful than us in producing and marketing their
existing products. Some of our competitors that operate in the anti-counterfeiting and fraud prevention markets include: Applied Optical
Technologies, Authentix, ChemTAG, Collectors Universe Inc., Collotype, Data Dot Technology, Digimarc Corp., DNA Technologies, Inc., ID
Global, Informium AG, Inksure Technologies, Kodak, L-1 Identity Solutions, Manakoa, SmartWater Technology, Inc., Sun Chemical Corp,
Tracetag and Warnex.

We expect this competition to continue and intensify in the future. Competition in our markets is primarily driven by:

� product performance, features and liability;

� price;

� timing of product introductions;

� ability to develop, maintain and protect proprietary products and technologies;

� sales and distribution capabilities;

� technical support and service;

� brand loyalty;

� applications support; and

� breadth of product line.

If a competitor develops superior technology or cost-effective alternatives to our products, our business, financial condition and results of
operations could be significantly harmed.

We Need to Expand Our Sales, Marketing and Support Organizations and Our Distribution Arrangements to Increase Market
Acceptance of Our Products and Services.

We currently have few sales, marketing, customer service and support personnel and will need to increase our staff to generate a greater volume
of sales and to support any new customers or the expanding needs of existing customers. The employment market for sales, marketing, customer
service and support personnel in our industry is very competitive, and we may not be able to hire the kind and number of sales, marketing,
customer service and support personnel we are targeting. Our inability to hire qualified sales, marketing, customer service and support personnel
may harm our business, operating results and financial condition. We do not currently have any arrangements with any distributors and we may
not be able to enter into arrangements with qualified distributors on
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acceptable terms or at all. If we are not able to develop greater distribution capacity, we may not be able to generate sufficient revenue to support
our operations.

A Manufacturer�s Inability or Willingness to Produce Our Goods on Time and to Our Specifications Could Result in Lost Revenue and
Net Losses.

Though we manufacture prototypes, samples and some of our own products, we currently do not own or operate any significant manufacturing
facilities and depend upon independent third parties for the manufacture of some of our products to our specifications. The inability of a
manufacturer to ship orders of such products in a timely manner or to meet our quality standards could cause us to miss the delivery date
requirements of our customers for those items, which could result in cancellation of orders, refusal to accept deliveries or a reduction in purchase
prices, any of which could harm our business by resulting in decreased revenues or net losses upon sales of products, if any sales could be made.

If We Need to Replace Manufacturers, Our Expenses Could Increase, Resulting in Smaller Profit Margins.

We compete with other companies for the production capacity of our manufacturers and import quota capacity. Some of these competitors have
greater financial and other resources than we have, and thus may have an advantage in the competition for production and import quota capacity.
If we experience a significant increase in demand, or if our existing manufacturers must be replaced, we will need to establish new relationships
with another or multiple manufacturers. We cannot assure you that this additional third party manufacturing capacity will be available when
required on terms that are acceptable to us or terms similar to those we have with our existing manufacturers, either from a production standpoint
or a financial standpoint. We do not have long-term contracts with our manufacturers, and our manufacturers do not produce our products
exclusively. Should we be forced to replace our manufacturers, we may experience an adverse financial impact, or an adverse operational
impact, such as being forced to pay increased costs for such replacement manufacturing or delays upon distribution and delivery of our products
to our customers, which could cause us to lose customers or lose revenues because of late shipments.

If a Manufacturer Fails to Use Acceptable Labor Practices, We Might Have Delays in Shipments or Face Joint Liability for Violations,
Resulting in Decreased Revenue and Increased Expenses.

While we require our independent manufacturers to operate in compliance with applicable laws and regulations, we have no control over their
ultimate actions. While our internal and vendor operating guidelines promote ethical business practices and our staff and buying agents
periodically visit and monitor the operations of our independent manufacturers, we do not control these manufacturers or their labor practices.
The violation of labor or other laws by our independent manufacturers, or by one of our licensing partners, or the divergence of an independent
manufacturer�s or licensing partner�s labor practices from those generally accepted as ethical in the United States, could interrupt, or otherwise
disrupt the shipment of finished products to us or damage our reputation. Any of these, in turn, could have a material adverse effect on our
financial condition and results of operations, such as the loss of potential revenue and incurring additional expenses.

Failure to License New Technologies Could Impair Sales of Our Existing Products or Any New Product Development We Undertake in
the Future.

To generate broad product lines, it is advantageous to sometimes license technologies from third parties rather than depend exclusively on the
development efforts of our own employees. As a result, we believe our ability to license new technologies from third parties is and will continue
to be important to our ability to offer new products. In addition, from time to time we are notified or become aware of patents held by third
parties that are related to technologies we are selling or may sell in the future. After a review of these patents, we may decide to seek a license
for these technologies from these third parties. There can be no assurance that we will be able to successfully identify new technologies
developed by others. Even if we are able to identify new technologies of interest, we may not be able to negotiate a license on favorable terms,
or at all. If we lose the rights to patented technology, we may need to discontinue selling certain products or redesign our products, and we may
lose a competitive advantage. Potential competitors could license technologies that we fail to license and potentially erode our market share for
certain products. Intellectual property licenses would typically subject us to various commercialization, sublicensing, minimum payment, and
other obligations. If we fail to comply with these requirements, we could lose important rights under a license. In addition, certain rights granted
under the license could be lost for reasons beyond our control, and we may not receive significant indemnification from a licensor against third
party claims of intellectual property infringement.
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Our Failure To Manage Our Growth In Operations and Acquisitions of New Product Lines and New Businesses Could Harm our
Business.

Any growth in our operations, if any, will place a significant strain on our current management resources. To manage such growth, we would
need to improve our:

� operations and financial systems;

� procedures and controls; and

� training and management of our employees.

Our future growth, if any, may be attributable to acquisitions of new product lines and new businesses. Future acquisitions, if successfully
consummated, would likely create increased working capital requirements, which would likely precede by several months any material
contribution of an acquisition to our net income. Our failure to manage growth or future acquisitions successfully could seriously harm our
operating results. Also, acquisition costs could cause our quarterly operating results to vary significantly. Furthermore, our stockholders would
be diluted if we financed the acquisitions by incurring convertible debt or issuing securities.

Although we currently only have operations within the United States, if we were to acquire an international operation; we would face additional
risks, including:

� difficulties in staffing, managing and integrating international operations due to language, cultural or other differences;

� different or conflicting regulatory or legal requirements;

� foreign currency fluctuations; and

� diversion of significant time and attention of our management.

Failure to Attract and Retain Qualified Scientific, Production and Managerial Personnel Could Harm Our Business.

Recruiting and retaining qualified scientific and production personnel to perform and manage prototype, sample, and product manufacturing and
business development personnel to conduct business development are critical to our success. In addition, our desired growth and expansion into
areas and activities requiring additional expertise, such as clinical testing, government approvals, production, and marketing will require the
addition of new management personnel and the development of additional expertise by existing management personnel. Because the industry in
which we compete is very competitive, we face significant challenges attracting and retaining a qualified personnel base. Although we believe
we have been and will be able to attract and retain these personnel, we may not be able to continue to successfully attract qualified personnel.
The failure to attract and retain these personnel or, alternatively, to develop this expertise internally would harm our business since our ability to
conduct business development and manufacturing will be reduced or eliminated, resulting in lower revenues. We generally do not enter into
employment agreements requiring our employees to continue in our employment for any period of time.

Our Intellectual Property Rights Are Valuable, and Any Inability to Protect Them Could Reduce the Value of Our Products, Services
and Brand.

Our patents, trademarks, trade secrets, copyrights and all of our other intellectual property rights are important assets for us. There are events
that are outside of our control that pose a threat to our intellectual property rights as well as to our products and services. For example, effective
intellectual property protection may not be available in every country in which our products and services are distributed. The efforts we have
taken to protect our proprietary rights may not be sufficient or effective. Any significant impairment of our intellectual property rights could
harm our business or our ability to compete. Protecting our intellectual property rights is costly and time consuming. Any increase in the
unauthorized use of our intellectual property could make it more expensive to do business and harm our operating results. Although we seek to
obtain patent protection for our innovations, it is possible we may not be able to protect some of these innovations. Given the costs of obtaining
patent protection, we may choose not to protect certain innovations that later turn out to be important. There is always the possibility that the
scope of the protection gained from one of our issued patents will be insufficient or deemed invalid or unenforceable. We also seek to maintain
certain intellectual property as trade secrets. The secrecy could be compromised by third parties, or
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intentionally or accidentally by our employees, which would cause us to lose the competitive advantage resulting from these trade secrets.

Intellectual Property Litigation Could Harm Our Business.

Litigation regarding patents and other intellectual property rights is extensive in the biotechnology industry. In the event of an intellectual
property dispute, we may be forced to litigate. This litigation could involve proceedings instituted by the U.S. Patent and Trademark Office or
the International Trade Commission, as well as proceedings brought directly by affected third parties. Intellectual property litigation can be
extremely expensive, and these expenses, as well as the consequences should we not prevail, could seriously harm our business.

If a third party claims an intellectual property right to technology we use, we might need to discontinue an important product or product line,
alter our products and processes, pay license fees or cease our affected business activities. Although we might under these circumstances attempt
to obtain a license to this intellectual property, we may not be able to do so on favorable terms, or at all. Furthermore, a third party may claim
that we are using inventions covered by the third party�s patent rights and may go to court to stop us from engaging in our normal operations and
activities, including making or selling our product candidates. These lawsuits are costly and could affect our results of operations and divert the
attention of managerial and technical personnel. A court may decide that we are infringing the third party�s patents and would order us to stop the
activities covered by the patents. In addition, a court may order us to pay the other party damages for having violated the other party�s patents.
The biotechnology industry has produced a proliferation of patents, and it is not always clear to industry participants, including us, which patents
cover various types of products or methods of use. The coverage of patents is subject to interpretation by the courts, and the interpretation is not
always uniform. If we are sued for patent infringement, we would need to demonstrate that our products or methods of use either do not infringe
the patent claims of the relevant patent and/or that the patent claims are invalid, and we may not be able to do this. Proving invalidity, in
particular, is difficult since it requires a showing of clear and convincing evidence to overcome the presumption of validity enjoyed by issued
patents.

Because some patent applications in the United States may be maintained in secrecy until the patents are issued, because patent applications in
the United States and many foreign jurisdictions are typically not published until eighteen months after filing, and because publications in the
scientific literature often lag behind actual discoveries, we cannot be certain that others have not filed patent applications for technology covered
by our or our licensor�s issued patents or pending applications or that we or our licensors were the first to invent the technology. Our competitors
may have filed, and may in the future file, patent applications covering technology similar to ours. Any such patent application may have
priority over our or our licensors� patent applications and could further require us to obtain rights to issued patents covering such technologies. If
another party has filed a United States patent application on inventions similar to ours, we may have to participate in an interference proceeding
declared by the United States Patent and Trademark Office to determine priority of invention in the United States. The costs of these
proceedings could be substantial, and it is possible that such efforts would be unsuccessful, resulting in a loss of our United States patent
position with respect to such inventions.

Some of our competitors may be able to sustain the costs of complex patent litigation more effectively than we can because they have
substantially greater resources. In addition, any uncertainties resulting from the initiation and continuation of any litigation could have a material
adverse effect on our ability to raise the funds necessary to continue our operations.

Accidents Related to Hazardous Materials Could Adversely Affect Our Business.

Some of our operations require the controlled use of hazardous materials. Although we believe our safety procedures comply with the standards
prescribed by federal, state, local and foreign regulations, the risk of accidental contamination of property or injury to individuals from these
materials cannot be completely eliminated. In the event of an accident, we could be liable for any damages that result, which could seriously
damage our business and results of operations.

Potential Product Liability Claims Could Affect Our Earnings and Financial Condition.

We face a potential risk of liability claims based on our products and services, and we have faced such claims in the past. Though we have
product liability insurance coverage which we believe is adequate, we may not be able to maintain this insurance at reasonable cost and on
reasonable terms. We also cannot assure that this insurance, if obtained, will be adequate to protect us against a product liability claim, should
one arise. In the event that a product
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liability claim is successfully brought against us, it could result in a significant decrease in our liquidity or assets, which could result in the
reduction or termination of our business.
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Litigation Generally Could Affect Our Financial Condition and Results of Operations.

We generally may be subject to claims made by and required to respond to litigation brought by customers, former employees, former officers
and directors, former distributors and sales representatives, and vendors and service providers. We have faced such claims and litigation in the
past and we cannot assure that we will not be subject to claims in the future. In the event that a claim is successfully brought against us,
considering our lack of revenue and the losses our business has incurred for the period from our inception to December 31, 2007, this could
result in a significant decrease in our liquidity or assets, which could result in the reduction or termination of our business.

Matter Voluntarily Reported to the Securities and Exchange Commission

During the months of March, May, July and August 2005, we issued a total of 8,550,000 shares of our common stock to certain employees and
consultants pursuant to the 2005 Incentive Stock Plan. We engaged our outside counsel to conduct an investigation of the circumstances
surrounding the issuance of these shares. On April 26, 2006, we voluntarily reported the findings from this investigation to the SEC, and agreed
to provide the SEC with further information arising from the investigation. We believe that the issuance of 8,000,000 shares to employees in
July 2005 was effectuated by both our former President and our former Chief Financial Officer/Chief Operating Officer without approval of our
board of directors. These former officers received a total of 3,000,000 of these shares. In addition, it appears that the 8,000,000 shares issued in
July 2005, as well as an additional 550,000 shares issued to employees and consultants in March, May and August 2005, were improperly issued
without a restrictive legend stating that the shares could not be resold legally except in compliance with the Securities Act of 1933, as amended.
The members of the Company's management who effectuated the stock issuances no longer work for the Company. These shares were not
registered under the Securities Act of 1933, or the securities laws of any state, and we believe that certain of these shares may have been sold on
the open market, though we have been unable to determine the magnitude of such sales. Since our voluntary report of the findings of our internal
investigation to the SEC on April 26, 2006, we have received no communication from the SEC or any third party with respect to this matter. If
violations of securities laws occurred in connection with the resale of certain of these shares, the employees and consultants or persons who
purchased shares from them may have rights to have their purchase rescinded or other claims against us for violation of securities laws, which
could harm our business, results of operations, and financial condition.

Risks Relating to Our Common Stock:

There Are a Large Number of Shares Underlying Our Options and Warrants That May be Available for Future Sale and the Sale of
These Shares May Depress the Market Price of Our Common Stock and Will Cause Immediate and Substantial Dilution to Our
Existing Stockholders.

As of February 11, 2008, we had 190,761,603 shares of common stock issued and outstanding and outstanding options and warrants to purchase
81,464,464 shares of common stock. All of the shares issuable upon exercise of our options and warrants may be sold without restriction. The
sale of these shares may adversely affect the market price of our common stock. The issuance of shares upon exercise of options and warrants
will cause immediate and substantial dilution to the interests of other stockholders since the selling stockholders may convert and sell the full
amount issuable on exercise.

If We Fail to Remain Current on Our Reporting Requirements, We Could be Removed From the OTC Bulletin Board Which Would
Limit the Ability of Broker-Dealers to Sell Our Securities and the Ability of Stockholders to Sell Their Securities in the Secondary
Market.

Companies trading on The Over The Counter Bulletin Board (the �OTC Bulletin Board�), such as us, must be reporting issuers under Section 12 or
Section 15(d) of the Securities Exchange Act of 1934, as amended, and must be current in their reports under Section 13, in order to maintain
price quotation privileges on the OTC Bulletin Board. If we fail to remain current on our reporting requirements, we could be removed from the
OTC Bulletin Board. As a result, the market liquidity for our securities could be severely adversely affected by limiting the ability of
broker-dealers to sell our securities and the ability of stockholders to sell their securities in the secondary market. Prior to May 2001, we were
delinquent in our reporting requirements, having failed to file our quarterly and annual reports for the years ended 1998 � 2000 (except the
quarterly reports for the first two quarters of 1999). We have

36

been current in our reporting requirements for the last six years, however, there can be no assurance that in the future we will always be current
in our reporting requirements.

We May Note Be Able to Implement Section 404 of the Sarbanes-Oxley Act of 2002 on a Timely Basis.
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The SEC, as directed by Section 404 of the Sarbanes-Oxley Act, adopted rules generally requiring each public company to include a report of
management on the company's internal controls over financial reporting in its annual report on Form 10-KSB that contains an assessment by
management of the effectiveness of the company's internal controls over financial reporting. This requirement will first apply to our annual
report on Form 10-KSB for the fiscal year ending September 30, 2008. Under current rules, commencing with our annual report for the fiscal
year ending September 30, 2009 our independent registered accounting firm must attest to and report on management's assessment of the
effectiveness of our internal controls over financial reporting.

We have not yet developed a Section 404 implementation plan. We have in the past discovered, and may in the future discover, areas of our
internal controls that need improvement. How companies should be implementing these new requirements including internal control reforms to
comply with Section 404's requirements and how independent auditors will apply these requirements and test companies' internal controls, is
still reasonably uncertain.

We expect that we will need to hire and/or engage additional personnel and incur incremental costs in order to complete the work required by
Section 404. We may not be able to complete a Section 404 plan on a timely basis. Additionally, upon completion of a Section 404 plan, we may
not be able to conclude that our internal controls are effective, or in the event that we conclude that our internal controls are effective, our
independent accountants may disagree with our assessment and may issue a report that is qualified. Any failure to implement required new or
improved controls, or difficulties encountered in their implementation, could harm our operating results or cause us to fail to meet our reporting
obligations.

Our Common Stock is Subject to the �Penny Stock� Rules of the SEC and the Trading Market in Our Securities is Limited, Which Makes
Transactions in Our Stock Cumbersome and May Reduce the Value of an Investment in Our Stock.

The SEC has adopted Rule 15g-9 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, the rules 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

� 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
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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.

Item 3. Controls and Procedures
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a)         Evaluation of Disclosure Controls and Procedures: As of December 31, 2007, our management carried out an evaluation, under the
supervision of our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of the Company's
system of disclosure controls and procedures pursuant to the Exchange Act and Rules 13a-15(e) and 15d-15(e) promulgated thereunder. Based
upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that the disclosure controls and procedures were not
effective, as of the date of their evaluation, for the purposes of recording, processing, summarizing and timely reporting material information
required to be disclosed in reports filed under the Exchange Act.

As previously disclosed in our Current Reports on Form 8-K, filed on May 18, 2006 and October 2, 2006, as a result of comments raised by the
SEC, we determined that accounting errors were made in connection with

� accounting for and disclosing the fair value of warrants and options to acquire our common stock issued to non-employees as a
current period expense;

� accounting for and disclosing the fair value of shares issued to a former Director in exchange for previously incurred debt;

� accounting for and disclosing the fair value of warrants issued to note holders and consultants having registration rights; and

� accounting for and disclosing the revaluation for warrant liabilities as of each reporting period.

Based on the impact of the aforementioned accounting errors, we determined to restate our consolidated financial statements as of September 30,
2005 and for the year ended September 30, 2005 and the quarterly unaudited data for the first three quarters of 2006 and all of 2005.

b)         Changes in internal control over financial reporting: There were no changes in internal controls over financial reporting that occurred
during the period covered by this report that have materially affected, or are reasonably likely to materially effect, our internal control over
financial reporting.
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PART II. OTHER INFORMATION

Item 1.   Legal Proceedings

From time to time, we may become involved in various lawsuits and legal proceedings which arise in the ordinary course of business. However,
litigation is subject to inherent uncertainties, and an adverse result in these or other matters may arise from time to time that may harm our
business. Except as described below, we are currently not aware of any such legal proceedings that we believe will have, individually or in the
aggregate, a material adverse affect on our business, financial condition or operating results.

Paul Reep v. Applied DNA Sciences, Inc. et al. (Los Angeles Superior Court Case No. BC345702):

Plaintiff Paul Reep, a former employee, commenced this action against us on January 10, 2006. Mr. Reep asserts eight causes of action for
breach of contract, breach of an oral agreement, negligent misrepresentation, interference with prospective business advantages, defamation,
fraud, accounting and constructive trust, and unjust enrichment. The relief sought includes declaratory relief, unspecified compensatory
damages, unpaid salary, unspecified penalties under the California Labor Code, interest, and attorneys� fees. We successfully moved the court to
indefinitely stay all proceedings in this matter in light of a forum selection clause designating Nevada state courts as the proper forum. We then
agreed with Reep to consolidate this action with another matter pending in Los Angeles County Superior Court, captioned Applied DNA
Sciences, Inc. v. Paul Reep, Case No. BC367661. Once this matter was consolidated with our affirmative lawsuit against Reep, we filed a
demurrer to the first amended complaint. That demurrer resulted in several causes of action being dismissed. Reep then filed a Second Amended
Complaint which asserts claims for breach of contract, declaratory relief, wrongful termination and defamation. We answered the Second
Amended Complaint in November 2007 and denied all of the material allegations. The trial in this matter is currently set for July 2008. We
intend to vigorously defend against the claims asserted against us.

Applied DNA Sciences, Inc. v. Paul Reep et al. (Los Angeles County Superior Court Case No. BC 367661):

We filed this action against the defendants, Paul Reep, Adrian Butash, John Barnett, Chanty Cheang, Jaime Cardona, Peter Brocklesby, Cheri Lu
Brocklesby and Angela Wiggins on or about March 9, 2007. In this matter, we have asked the court to make a judicial determination that the
defendants were unjustly enriched and breached fiduciary duties owed to the company. Specifically, we maintain that Reep and others
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knowingly accepted 1 million shares of unrestricted company stock even though they knew the Board of Directors had not approved the issuance
and Peter Brocklesby could not authorize such an issuance without board approval. We have resolved its claims against all of the defendants
except Reep and the Brocklesbys. After the resolution of the claims involving the other defendants, we agreed with Reep that this case should be
consolidated with Paul Reep v. Applied DNA Sciences, Inc. et al, Los Angeles Superior Court Case No. BC345702. The trial in the consolidated
matter is currently set for April 2008. We intend to vigorously prosecute our claims against Reep.

Douglas A. Falkner v. Applied DNA Sciences, Inc./N.C. Industrial Commission File No. 585698

Plaintiff Douglas Falkner ("Falkner") filed a worker�s compensation claim in North Carolina for an alleged work-related neck injury that he
alleges occurred on January 14, 2004. Falkner worked as Business Development and Operations Manager at our sole East Coast office at the
time of the alleged injury. Plaintiff Falkner was the only employee employed by us in North Carolina at the time of the alleged injury and we
have employed no other employees in North Carolina at any other time. The claim has been denied and is being defended on several grounds,
including the lack of both personal and subject matter jurisdiction. Specifically, we contend that we did not employ the requisite minimum
number of employees in North Carolina at the time of the alleged injury and that the company is therefore not subject to the North Carolina
Workers' Compensation Act. The claim was originally set for hearing in January 2007, but was continued to allow the parties to engage in
further discovery.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Sales of Unregistered Securities

In the fiscal quarter ended December 31, 2007, we sold twenty-six and a half units at a price of $100,000 per unit for sale to �accredited investors,�
as defined in regulations promulgated under the Securities Act, for aggregate gross proceeds of $2,650,000. Each unit consists of (i) a $100,000
Principal Amount 10% Secured Convertible Promissory Note and (ii) a warrant to purchase 200,000 shares of our common stock.

The promissory notes and accrued but unpaid interest thereon automatically convert one year after issuance at a conversion price equal to a
discount to the average volume, weighted average price of our common stock for the ten trading days prior to issuance, and are convertible into
shares of our common stock at the option of the holder at any time prior to such automatic conversion at a price equal to the greater of (i) 50% of
the average price of our common stock for the ten trading days prior to the date of the notice of conversion and (ii) the automatic conversion
price. In addition, any time prior to conversion, we have the irrevocable right to repay the unpaid principal and accrued but unpaid interest under
the notes on three days notice. The promissory notes bear interest at the rate of 10% per annum and are due and payable in full on the one year
anniversary of their issuance.

The warrants are exercisable for cash or on a cashless basis for a period of four years commencing one year after issuance at a price of $0.50 per
share. Each warrant may be redeemed at our option at a redemption price of $0.01 upon the earlier of (i) three years after the issuance, and (ii)
the date our common stock has traded on The Over the Counter Bulletin Board at or above $1.00 per share for 20 consecutive trading days.

In conjunction with the private placement of the units, we paid an aggregate of $724,809 to the placement agent (of which amount $327,500 was
towards accrued liabilities).

We claim an exemption from the registration requirements of the Securities Act for the private placement of the units pursuant to Section 4(2) of
the Securities Act because each of the units was made in a sale by the issuer not involving a public offering.

For additional information concerning our sales of unregistered securities during the period covered by this report, please refer to Note D to our
Consolidated Financial Statements in Part I, Item 1 of this report, which is incorporated herein by reference.
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Item 3. Defaults Upon Senior Securities

None.
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Item 4. Submission of Matters to a Vote of Security Holders

None.

Item 5. Other Information

None.

Item 6. Exhibits

ExhibitDescription

2.1 Articles of Merger of Foreign and Domestic Corporations, filed December 19, 1998 with the Nevada Secretary of State, filed as an exhibit to the annual report on Form 10-KSB filed with the Commission on December 29, 2003 and incorporated herein by reference.

3.1 Articles of Incorporation of DCC Acquisition Corporation, filed April 20, 1998 with the Nevada Secretary of State, filed as an exhibit to the annual report on Form 10-KSB filed with the Commission on December 29, 2003 and incorporated herein by reference.

3.2 Articles of Amendment of Articles of Incorporation of DCC Acquisition Corp. changing corporation name to ProHealth Medical Technologies, Inc.

3.3 Certificate of Designations, Powers, preferences and Rights of the Founders' Series of Convertible Preferred Stock, filed as an exhibit to the annual report on Form 10-KSB filed with the Commission on December 29, 2003 and incorporated herein by reference.

3.4 Articles of Amendment of Articles of Incorporation of Applied DNA Sciences, Inc. increasing the par value of the company's common stock, filed on December 3, 2003 with the Nevada Secretary of State, filed as an exhibit to the annual report on Form 10-KSB filed with the Commission on December 29, 2003 and incorporated herein by reference.

3.5 Articles of Amendment of Articles of Incorporation of Applied DNA Sciences, Inc. increasing the number of authorized shares of the company's common stock, filed on May 17, 2007 with the Nevada Secretary of State, filed herewith.

3.6 By-Laws of Applied DNA Sciences, Inc., filed as an exhibit to the annual report on Form 10-KSB filed with the Commission on December 29, 2003 and incorporated herein by reference.
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4.1Registration Rights Agreement, dated January 28, 2005, between the Company and Vertical Capital Partners, Inc., on behalf of the investors, filed as an exhibit to the current report on Form 8-K filed with the Commission on January 28, 2005 and incorporated herein by reference.
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10.1Amendment to Engagement Letter, dated December 20, 2007, by and between Applied DNA Sciences, Inc. and ARjENT Limited, filed as an exhibit to the current report on Form 8-K filed with the Commission on December 28, 2007 and incorporated herein by reference

31.1Certification of Chief Executive Officer pursuant to Rule 13a-14 and Rule 15d-14(a), promulgated under the Securities and Exchange Act of 1934, as amended

31.2Certification of Chief Financial Officer pursuant to Rule 13a-14 and Rule 15d 14(a), promulgated under the Securities and Exchange Act of 1934, as amended

32.1Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (Chief Executive Officer)

32.2Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (Chief Financial Officer)
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

APPLIED DNA SCIENCES, INC.

Date: February 15, 2008 By: /s/ JAMES A. HAYWARD
James A. Hayward
Chief Executive Officer
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