Edgar Filing: CAPRIUS INC - Form S-1/A

CAPRIUS INC
Form S-1/A
January 22, 2008

Table of Contents

As filed with the Securities and Exchange Commission on January 22, 2008
Registration No. 333-141647

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM S-1
PRE-EFFECTIVE AMENDMENT NO. 1 TO INITIAL FILING ON FORM SB-2

REGISTRATION STATEMENT
UNDER
THE SECURITIES ACT OF 1933

CAPRIUS, INC.
(Exact name of registrant as specified in its charter)

Delaware 3845 22-2457487
(State or other jurisdiction of (Primary Standard Industrial (I.R.S. Employer
incorporation or organization) Classification Code Number) Identification Number)

One University Plaza, Suite 400
Hackensack, New Jersey 07601
(201) 342-0900
(Address, including zip code, and telephone number, including area code, of registrant’s principal executive offices)

Jonathan Joels
Treasurer and Chief Financial Officer
One University Plaza, Suite 400
Hackensack, New Jersey 07601
(201) 342-0900
(Name, address, including zip code, and telephone number, including area code, of agent for service)

Copies to:
Bruce A. Rich, Esq.
Thelen Reid Brown Raysman & Steiner LLP
875 Third Avenue
New York, New York 10022
(212) 603-2000

Approximate Date of Commencement of Proposed Sale to the Public: from time to time after the effective date of this
Registration Statement as determined by market conditions and other factors.

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, check the following box: x

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



Edgar Filing: CAPRIUS INC - Form S-1/A

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
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offering. o

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering. o
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filer
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The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its
effective date until the registrant shall file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of 1933 or until this
registration statement shall become effective on such date as the Securities and Exchange Commission, acting
pursuant to said Section 8(a), may determine.

Explanatory Note

The Company initially filed this registration statement on Form SB-2. Upon the adoption of SEC Release 33-8876, this amendment is being
filed on a Form S-1 with the disclosures in accordance with those for “smaller reporting companies” as provided for in such SEC Release.

The Company has simultaneously filed a Registration Statement on Form S-1 for 11,366,760 shares of its Common Stock underlying Series F
Convertible Preferred Stock and warrants issued in its December 2007 Series F Preferred Stock Placement.

In addition, the Company has registered 2,646,121 shares of its Common Stock underlying shares of its Series C Convertible Preferred Stock
and warrants issued in its 2005 Series C Preferred Stock Placement under Post-Effective Amendment No. 3 to Form SB-2 (No. 333-124096),
declared effective on November 13, 2007, and 3,176,281 shares of its Common Stock underlying shares of its Series D Convertible Preferred
Stock and warrants issued in its 2006 Series D Preferred Stock Placement under Post-Effective Amendment No. 2 to Form SB-2 (No.

333-132489), declared effective on November 13, 2007.
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SUBJECT TO COMPLETION JANUARY 22, 2008

The information in this prospectus is not complete and may be changed. The selling stockholders may not sell these
securities until the registration filed with the Securities and Exchange Commission is effective. This preliminary
prospectus is not an offer to sell these securities and neither we nor the selling stockholders are soliciting an offer to
buy these securities in any state where the offer or sale is not permitted.

PROSPECTUS
9,557,500 shares of Common Stock
CAPRIUS, INC.

This prospectus relates to the sale or other disposition by the selling stockholders identified on pages 34 to 36 of this
prospectus, or their transferees, of up to 9,557,500 shares of our common stock, including 6,250,000 shares underlying
shares of Series E Preferred Stock and 3,307,500 shares issuable upon exercise of warrants. These dispositions may
be at fixed prices, at prevailing market prices at the time of sale, at prices related to the prevailing market price, at
varying prices determined at the time of sale, or at negotiated prices.

We will receive no proceeds from the sale or other disposition of the shares, or interests therein, by the selling
stockholders. However, we will receive proceeds in the amount of $1,672,000 assuming the cash exercise of all of the
warrants held by the selling stockholders, subject to certain of the warrants being exercised under a “cashless exercise”
right.

Our common stock is traded on the over-the-counter electronic bulletin board. Our trading symbol is CAPS. On
January 17, 2008, the last bid price as reported was $0.85 per share.

The selling stockholders, and any participating broker-dealers may be deemed to be “underwriters” within the meaning
of the Securities Act of 1933, and any commissions or discounts given to any such broker-dealer may be regarded as
underwriting commissions or discounts under the Securities Act. The selling stockholders have informed us that they
do not have any agreement or understanding, directly or indirectly, with any person to distribute their common stock.

Brokers or dealers effecting transaction in the shares should confirm the registration of these securities under the
securities laws of the states in which transactions occur or the existence of our exemption from registration.

An investment in shares of our common stock involves a high degree of risk. We urge you to carefully consider the
Risk Factors beginning on page 5.

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

criminal offense.

January __, 2008
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PROSPECTUS SUMMARY

This summary highlights selected information contained elsewhere in this prospectus. This summary does not contain

all the information that you should consider before investing in the common stock. You should carefully read the
entire prospectus, including “Risk Factors”, “Management’s Discussion and Analysis of Financial Condition and Results
of Operations” and the Consolidated Financial Statements, before making an investment decision.

THE COMPANY
Background

Caprius, Inc. is engaged in the infectious medical waste disposal business. In the first quarter of Fiscal 2003, we
acquired a majority interest in M.C.M. Environmental Technologies, Inc. (“MCM”), which developed, markets and sells
the SteriMed and SteriMed Junior compact systems (together, the “SteriMed Systems”) that simultaneously shred and
disinfect regulated medical waste (“RMW?”). The SteriMed Systems are sold and leased in both the domestic and
international markets.

Our principal business office is located at One University Plaza, Suite 400, Hackensack, New Jersey 07601, and our
telephone number at that address is (201) 342-0900. The Company also has business operations located in Israel. Our
internet website is www.caprius.com. The information contained on our website is not incorporated by reference in

this prospectus and should not be considered a part of this prospectus.

In this prospectus, “Caprius,” the “Company,” “we,” “us” and “our” refer to Caprius, Inc. and, unless the context otherw
indicates, our subsidiary MCM.

History

We were founded in 1983 and until June 1999 essentially operated in the business of developing specialized medical
imaging systems, as well as operating a comprehensive breast imaging center. In June 1999, we ceased the operations
of developing the imaging systems and acquired Opus Diagnostics, Inc. and began manufacturing and selling medical
diagnostic assays constituting the therapeutic drug monitoring (“TDM”) Business. In October 2002, we sold the TDM
business to Seradyn, Inc. The imaging center was sold in September 2003.

Acquisition of M.C.M. Environmental Technologies, Inc.

In December 2002, we closed the acquisition of our initial investment of 57.53% of the capital stock of MCM for a
purchase price of $2.4 million. MCM wholly-owns MCM Environmental Technologies Ltd., an Israeli corporation,
which initially developed the SteriMed Systems. Upon closing, our designees were elected to three of the five seats on
MCM’s Board of Directors, with George Aaron, our chairman, and Jonathan Joels, our CFO, filling two seats.
Additionally, as part of the acquisition, certain debt of MCM to its existing stockholders and to certain third-parties
was converted to equity in MCM or restructured. Pursuant to our Letter of Intent with MCM, we had provided MCM
with loans totaling $565,000, which loans were repaid upon closing by a reduction in the cash portion of the purchase
price. The Stockholders Agreement among us and the other MCM stockholders contained certain provisions relating
to performance adjustments for the twenty-four month period post-closing. As a consequence, our ownership interest
in MCM increased by 5% in the fiscal year ended September 30, 2004 and by an additional 5% in the fiscal year
ended September 30, 2005. Furthermore, our MCM equity ownership increased with the conversion of various loans
we made to MCM and our meeting cash calls made by MCM during the fiscal year ended September 30, 2005. As of
September 30, 2005, our interest in MCM increased to 96.66%. Our interest remains unchanged through January 21,
2008.
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SteriMed Systems

We developed and market worldwide the SteriMed and SteriMed Junior compact units. These units simultaneously
shred and disinfect RMW, reducing its volume up to 90%, and rendering it harmless for disposal as ordinary
waste. The SteriMed Systems are patented, environmentally-friendly, on-site disinfecting and destruction units that
can process regulated clinical waste, including sharps, dialysis filters, pads, bandages, plastic tubing and
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even glass, in a 15 minute cycle. The units, comparable in size to a washer-dryer, simultaneously shred, grind, mix
and disinfect the waste with the proprietary Ster-Cid® solution. After treatment, the material may be discarded as
conventional solid waste, in accordance with appropriate regulatory requirements.

The SteriMed Systems enable generators of RMW, such as clinics and hospitals, to significantly reduce cost for
treatment and disposal of RMW, eliminate the potential liability associated with the regulated “cradle to grave” tracking
system involved in the transport of RMW, and treat in-house RMW on-site in an effective, safe and easy manner. As
the technology for disinfection is chemical-based, within the definitions used in the industry, it is considered as an
alternative treatment technology.

The SteriMed Systems are comprised of two different sized units. The larger SteriMed can treat up to 18.5 gallons
(70 liters) of medical waste per cycle. The smaller version, the SteriMed Junior, can treat 4 gallons (15 liters) per
cycle.

Ster-Cid® is our proprietary disinfectant solution required for use with both units of the SteriMed Systems.
Ster-Cid® is biodegradable and is registered with the U.S. Environmental Protection Agency (“U.S. EPA”) in
accordance with the Federal Insecticide, Fungicide, Rodenticide Act of 1972 (“FIFRA™). During the SteriMed
disinfecting cycle, the concentration of Ster-Cid® is approximately 0.5% of the total volume of liquids. The
Ster-Cid® disinfectant in conjunction with the SteriMed Systems has been tested in independent laboratories. Results
show that disinfection levels specified in the U.S. EPA guidance document, “Report on State and Territorial
Association on Alternate Treatment Technologies” (“STAATT”), are met. Furthermore, it is accepted by the waste water
treatment authorities to discharge the SteriMed effluent containing a low concentration of the disinfectant into the
sewer system. STAATT is a worldwide organization involved in setting criteria for efficacy of alternative medical
waste treatment technologies.

Both SteriMed units are safe and easy to operate requiring only a half day of training. Once the cycle commences, the
system is locked, and water and Ster-Cid® are automatically released into the treatment chamber. The shredding,
grinding and mixing of the waste is then initiated exposing all surfaces of the medical waste to the chemical solution
during a processing cycle which takes approximately 15 minutes. At the end of each cycle, the disinfected waste is
ready for disposal as regular solid waste.

In the United States, the initial focus of marketing the SteriMed Systems has been to dialysis clinics. We have also
begun initial installations in other new sectors such as surgical centers, laboratories, plasmapheresis centers, and
hospitals. Other potential markets include blood banks, cruise ships and military medical facilities.

Internationally, we continue to market our SteriMed Systems both directly and indirectly through distributors. Our
distributors are trained by us to enable them to take on the responsibility for the installation and maintenance that are
required for the SteriMed Systems.

RECENT DEVELOPMENTS

On December 6, 2007, we closed a private placement of 78,334 shares of Series F Convertible Preferred Stock (“Series
F Preferred Stock”) and warrants to ten investors for gross proceeds of $4,700,000. Each share of the Series F
Preferred Stock, which has a stated value of $60. per share, is convertible into 100 shares of our common stock, or the
equivalent of $0.60 per common share, or an aggregate of 7,833,400 shares of common stock. The holders have the
right to convert their shares at any time, while we have the right to require mandatory conversion only if after the
effective date of a Securities Act registration statement covering the underlying shares of common stock (i) the closing
bid price of the common stock for 15 trading days in any 20 consecutive trading day period exceeds $1.20 per share
and (ii) the average daily trading volume during the 20 trading day period exceeds 30,000 shares a day. An annual
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dividend accrues at the rate of $3.24 per share. The liquidation and dividend rights of the holders of the Series F
Preferred Stock rank pari passu with those of the holders of our Series E Preferred Stock and Series D Preferred
Stock. The warrants are for the purchase of 3,133,360 shares of common stock at an exercise price of $0.80 per share,
exercisable for five years, with the right of cashless exercise. We do not have the right to call the warrants. Both the
Series F Preferred Stock and the warrants contain anti-dilution provisions, including price dilution upon certain
issuances by us of shares of common stock or granting rights to purchase our common stock at prices less than the
applicable conversion price or exercise price. At the time we agreed to the pricing of this placement, the market price
of our common stock was $0.75 per share. Private placements, especially for low priced securities, are usually placed
at discounts from the current market prices. The pricing of the Series E Preferred Stock and the exercise price of the
warrants were negotiated based upon their relationships to the then

2
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market price. At closing, the total market value of the common stock underlying the Series F Preferred Stock and the
warrants was $8,225,070 (prior to us receiving $2,506,688 upon cash exercise of the warrants). As part of this
placement, we entered into Registration Rights Agreements with the investors whereby we are obligated to register
their underlying shares of common stock. We have filed a separate registration statement in fulfillment of our
obligation under such Agreements.

PRIOR PRIVATE PLACEMENTS

On March 1, 2007, we closed a private placement of 10,000 shares of Series E Convertible Preferred Stock (“Series E
Preferred Stock”) and warrants to six investors for gross proceeds of $2,500,000. Each share of the Series E Preferred
Stock, which has a stated value of $250 per share, is convertible into 625 shares of our common stock, or the
equivalent of $0.40 per share, or an aggregate of 3,125,000 shares of common stock. The holders have the right to
convert their shares at any time, while we have the right to require mandatory conversion only if after the effective
date of the registration statement of which this prospectus is a part (i) the closing bid price of the common stock for 15
trading days in any 20 consecutive trading day period exceeds $0.80 per share and (ii) the average daily trading
volume during the 20 trading day period exceeds 30,000 per share. As of October 1, 2007, an annual dividend accrues
at a rate of $13.50 per share. The liquidation and dividend rights of the holders of the Series E Preferred Stock rank
pari passu with those of the holders of our Series D and Series F Preferred Stock. The warrants are for the purchase of
3,125,000 shares of common stock at an exercise price of $0.50 per share, exercisable for five years, with the right of
cashless exercise. We do not have the right to call the warrants. The anti-dilution rights of the holders of the Series E
Preferred Stock and related warrants are similar to those of the holders of the Series F Preferred Stock and related
warrants, respectively. During the negotiation of the terms of this placement, the market price of our common stock
increased from $0.45 per share to $0.60 per share at the time of the pricing. At closing, the total market value of the
common stock underlying the Series E Preferred Stock and the related warrants was $5,625,000 (prior to us receiving
$1,562,500 upon cash exercise of the warrants). As part of this placement, we entered into Registration Rights
Agreements with the investors whereby we are obligated to register their underlying shares of common stock. The
registration statement of which this prospectus is a part has been filed pursuant to such Agreements, see “Selling
Stockholders.”

In February 2006, we received gross proceeds of $3.0 million upon issuance of Series D Convertible Preferred Stock
and warrants for the purchase of 850,751 shares of common stock at exercise prices ranging from $0.90 to $2.00 per
share. The currently outstanding Series D Convertible Preferred Stock is convertible into 3,785,699 shares of
common stock, after giving effect to anti-dilution adjustments thereon and prior conversions into 470,000 shares of
common stock.

In February 2005, we received gross proceeds of $4.5 million upon issuance of Series C Convertible Preferred Stock
and warrants for the purchase of 2,569,357 shares of common stock at exercise prices ranging from $0.93 to $5.60 per
share, after giving effect to anti-dilution adjustments thereon. In April 2005, all of the Series C Preferred Stock was
converted into common stock.

THE OFFERING
Securities Covered 9,557,500 shares, includes 6,250,000
Hereby shares underlying Series E convertible

preferred stock and 3,307,500 shares
subject to warrants, including warrants
for 182,500 shares of common stock
granted to the placement agent and
advisors on the March 2007 placement



Edgar Filing: CAPRIUS INC - Form S-1/A

Common Stock Outstanding Prior to the
Offering

Common Stock to be Outstanding after the
Offering

3,849,662 shares

13,407,162 shares, assuming the selling
stockholders convert the portion of their
Series E Convertible Preferred Stock
included herein and exercise all their
warrants, and no conversion of other
series of outstanding preferred stock nor
exercise of the other outstanding
warrants and options.
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Use of We will receive no proceeds from the

Proceeds sale or other disposition of the shares of
common stock covered hereby by the
selling stockholders. However, we will
receive $1,672,000 if all of the warrants
for underlying shares included in this
prospectus are exercised for cash. We
will use these proceeds for general
corporate purposes.

OTC Electronic Bulletin Board Symbol “CAPS”
RISK FACTORS

See “RISK FACTORS?” for a discussion of the above factors and certain additional factors that should be considered in
evaluating an investment in the common stock.

SUMMARY FINANCIAL AND OPERATING INFORMATION

The following selected financial information is derived from the Consolidated Financial Statements appearing
elsewhere in this prospectus and should be read in conjunction with the Consolidated Financial Statements, including
the notes thereto, appearing elsewhere in this prospectus.

Year Ended September 30,

Summary of Operations 2007 2006

Total revenues $ 2,664,404 $ 1,235,469

Net loss (3,249,673) (3,396,041)

Net loss per common share (basic and

diluted) $ (0.87) $ (1.02)

Weighted average common shares

outstanding, basic and diluted 3,716,252 3,321,673

As of As of

Statement of Financial Position September 30, 2007 September 30, 2006
Cash and cash equivalents $ 634,657 $ 1,068,954
Total assets 2,884,695 2,777,020
Working capital 1,153,116 1,653,302
Long-term debt - -
Stockholders’ equity 1,582,199 2,159,491

10
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RISK FACTORS

The shares of our common stock being offered for resale by the selling stockholders are highly speculative in nature,
involve a high degree of risk and should be purchased only by persons who can afford to lose the entire amount
invested in the common stock. Before purchasing any of the shares of common stock, you should carefully consider
the following factors relating to our business and prospects. If any of the following risks actually occurs, our business,
financial condition or operating results could be materially adversely affected. In such case, the trading price of our
common stock could decline and you may lose all or part of your investment. The risks and uncertainties described
below are not the only risks facing us.

Business Risks
We Have a History of Losses

To date, we have been unable to generate revenue sufficient to be profitable. We had a net loss of approximately $3.2
million or $(0.87) per share on revenues of $2.7 million, for the fiscal year ended September 30, 2007, compared to a
net loss of approximately $3.4 million or $(1.02) per share on revenues of $1.2 million, for the fiscal year ended
September 30, 2006. We can expect to incur losses for the immediate foreseeable future. There can be no assurance
that we will achieve the level of revenues needed to be profitable in the future or, if profitability is achieved, that it
will be sustained. Due to these losses, we have a continuing need for additional capital.

Risk of Need for Additional Financing

We raised gross proceeds of $4.7 million in a placement of Series F Convertible Preferred Stock in the first quarter of
fiscal 2008, gross proceeds of $2.5 million in a placement of Series E Preferred Stock in the second quarter of fiscal
2007, gross proceeds of $3.0 million in a placement of Series D Convertible Preferred Stock in the second quarter of
fiscal 2006, and gross proceeds of $4.5 million in a placement of Series C Preferred Stock in the second quarter of
2005. The net cash proceeds from the Series F equity financing provided the funds necessary to satisfy specific
outstanding obligations and accrued expenses outstanding at the time of the financing and increase our marketing
effort both in the US and overseas markets. These funds also will enable us to build up our inventory to fulfill our
current backlog of orders and future demand arising from our increased marketing efforts. With our growing market
penetration in the U.S., we will need to expand our customer service and technical support capabilities to meet the
needs of our clients. Similarly, in overseas markets, resources will continue to be required to obtain regulatory
approvals in markets where we believe there exists great opportunities for our business. Our working capital is
currently projected to meet the needs of our business plan for the current fiscal year. In the past, we have experienced
significant losses and negative cash flows from operations. If these trends continue in the future, it could adversely
affect our financial condition. For the years ended September 30, 2007 and September 30, 2006, we experienced net
losses of approximately $3.25 million and $3.4 million from operations, respectively. Further, we have incurred
negative cash flows from operations of approximately $2.8 million and $2.9 million for the years ended September 30,
2007 and 2006, respectively. These results have had a negative impact on our financial condition. There can be no
assurance that our business will become profitable in the future or that additional losses and negative cash flows from
operations will not be incurred. If these trends continue in the future, it could have a material adverse effect on our
financial condition

Our Lack of Operating History Makes Evaluation of our Business Difficult.
The MCM business has yet to realize the acceptance in the market place that we had anticipated, so there is no
meaningful historical financial or other information available upon which you can base your evaluation of this

business and its prospects. We acquired the MCM business in December 2002 and have generated insubstantial
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revenues to date from it.

We are still in the process of attempting to attract and convince customers to switch from their current method of
dealing with the disposal of their medical waste to a new technology and to adjust their current in-house system to
adapt to our SteriMed Systems. In addition, some potential customers may have existing arrangements or
commitments to their current waste hauler or processor. As a consequence, the revenue and income potential of our
business is unproven. Further, we cannot estimate with any degree of certainty the expenses for operating the
business. If we are incorrect in our estimates, it could be detrimental to our business.

5
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We Expect our Manufacturing and Marketing Development Work for our MCM Business to Continue for Some Time,
and our Manufacturing and Marketing may not Succeed or may be Significantly Delayed.

At present, the SteriMed is manufactured at our own facility in Israel. The SteriMed Junior is currently manufactured
by a third-party manufacturer in Israel. While we expect our manufacturing and product development work to
continue in Israel, due to the limited capacity as well as the high costs of transportation from Israel, we continue to
seek sub-assembly manufacturers to enable us to reduce the cost of the SteriMed Junior as well as alternative locations
for the manufacture of our SteriMed Junior. As we receive interest from these manufacturers, we will then undertake
a detailed analysis to ensure that they are sufficiently qualified to manufacture our unit and that their costs are
acceptable to us. If we fail to effectively manufacture or cause the manufacture of or fail to develop a market to
increase the manufacturing needs for our SteriMed Systems, we will likely be unable to recover the losses we will
have incurred in attempting to produce and market these products and technologies and may be unable to make sales
or ever become profitable.

Dependence on Our Third-Party Component Suppliers

We are dependent on third-party suppliers for the components of our SteriMed and SteriMed Junior Systems and also
for the Ster-Cid® disinfectant. At present there are no supply contracts in place and our requirements are fulfilled
against purchase orders. There can be no assurances that we will have adequate supplies of materials. Although we
believe that the required components are readily available and can be provided by other suppliers, delays may be
incurred in establishing relationships or in waiting for quality control assurance with other manufacturers for
substitute components.

We Are Subject to Extensive Governmental Regulation with which it is Frequently Difficult, Expensive And
Time-Consuming to Comply.

The medical waste management industry is subject to extensive U.S. EPA, state and local laws and regulations
relating to the collection, packaging, labeling, handling, documentation, reporting, treatment and disposal of regulated
medical waste. The use of the Ster-Cid® disinfectant in the SteriMed Systems is registered with the U.S. EPA under
FIFRA; however, the SteriMed Systems are not subject to U.S. EPA registration. Our business requires us to comply
with these extensive laws and regulations and also to obtain permits, authorizations, approvals, certificates or other
types of governmental permission from all states and some local jurisdictions where we sell or lease the SteriMed
Systems. The SteriMed has been approved for marketing in 46 states and the SteriMed Junior in 42 states. It is our
objective to obtain approvals for marketing in the remaining states. The Ster-Cid® has been registered in 50
states. Our ability to obtain such approvals in the remaining states and the timing and cost to do so, if successful,
cannot be easily determined nor can the receipt of ultimate approval be assumed.

In markets outside the U.S., our ability to market the SteriMed Systems is governed by the regulations of the specific
country. In foreign countries, we primarily market through distributors and we rely on them to obtain the necessary
regulatory approvals to permit the SteriMed Systems to be marketed in that country. We are therefore dependent on
the distributors to process these applications where required. In many of these countries, we have no direct control or
involvement in the approval process, and therefore we cannot estimate when our product will be available in that
market.

State and local regulations often change and new regulations are frequently adopted. Changes in the applicable
regulations could require us to obtain new approvals or permits, to change the way in which we operate or to make
changes to our SteriMed Systems. We might be unable to obtain the new approvals or permits that we require and the
cost of compliance with new or changed regulations could be significant. In the event we are not in compliance, we
can be subject to fines and administrative, civil or criminal sanctions or suspension of our business.

13
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The approvals or permits that we require in foreign countries may be difficult and time-consuming to obtain. They
may also contain conditions or restrictions that limit our ability to operate efficiently, and they may not be issued as
quickly as we need (or at all). If we cannot obtain the approval or permits that we need when we need them, or if they
contain unfavorable conditions, it could substantially impair our ability to sell the SteriMed Systems in certain
jurisdictions or to import the system into the United States.

6
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We May Not Be Able to Effectively Protect Our Intellectual Property Rights and Proprietary Technology, Which
Could Have a Material Effect on Our Business and Make It Easier For Our Competitors to Duplicate Our Products.

We regard certain aspects of our products, processes, services and technology as proprietary, and we have trademarks
and patents for certain aspects of the SteriMed Systems. Our ability to compete successfully will depend in part on
our ability to protect our proprietary rights and to operate without infringing on the proprietary right of others, both in
the United States and abroad. Our proprietary rights to Ster-Cid® relate to an exclusive worldwide license that we had
obtained from a third party manufacturer in Europe to purchase the Ster-Cid® disinfectant. The patent positions of
medical waste technology companies generally involve complex legal and factual questions. While patents are
important to our business, the regulatory approvals are more critical in permitting us to market our products. We may
also apply in the future for patent protection for uses, processes, products and systems that we develop. There can be
no assurance that any future patent for which we apply will be issued, that any existing patents issued will not be
challenged, invalidated or circumvented, that the rights granted thereunder will provide any competitive advantage,
that third-parties will not infringe or misappropriate our proprietary rights or that third parties will not independently
develop similar products, services and technology. We may incur substantial costs in defending any patent or license
infringement suits or in asserting any patent or license rights, including those granted by third parties, the expenditure
of which we might not be able to afford. An adverse determination could subject us to significant liabilities to third
parties, require us to seek licenses from or pay royalties to third parties or require us to develop appropriate alternative
technology. There can be no assurance that any such licenses would be available on acceptable terms or at all, or that
we could develop alternate technology at an acceptable price or at all. Any of these events could have a material
adverse effect on our business and profitability.

We may have to resort to litigation to enforce our intellectual property rights, protect our trade secrets, determine the
validity and scope of the proprietary rights of others, or defend ourselves from claims of infringement, invalidity or
unenforceability. Litigation may be expensive and divert resources even if we win. This could adversely affect our
business, financial condition and operating results such that it could cause us to reduce or cease operations.

We May Not Be Able to Develop New Products That Achieve Market Acceptance

Our future growth and profitability depend in part on our ability to respond to technological changes and successfully
develop and market new products that achieve significant market acceptance. This industry has been historically
marked by very rapid technological change and the frequent introductions of new products. There is no assurance that
we will be able to develop new products that will realize broad market acceptance.

The Nature of Our Business Exposes Us to Professional and Product Liability Claims, Which Could Materially
Adversely Impact Our Business and Profitability

The malfunction or misuse of our SteriMed Systems may result in damage to property or persons, as well as violation
of various health and safety regulations, thereby subjecting us to possible liability. Although our insurance coverage
is in amounts and deductibles customary in the industry, there can be no assurance that such insurance will be
sufficient to cover any potential liability. We currently retain a claims made worldwide product liability insurance
policy. Further, in the event of either adverse claim experience or insurance industry trends, we may in the future
have difficulty in obtaining product liability insurance or be forced to pay very high premiums, and there can be no
assurance that insurance coverage will continue to be available on commercially reasonable terms or at all. In
addition, there can be no assurance that insurance will adequately cover any product liability claim against us. A
successful product liability, environmental or other claim with respect to uninsured liabilities or in excess of insured
liabilities could have a material adverse effect on our business, financial condition and operations. To date, no claims
have been made against us. We believe that our insurance coverage is adequate to cover any claims made, and we
review our insurance requirement with our insurance broker on an annual basis.
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Other Parties May Assert That Our Technology Infringes On Their Intellectual Property Rights, Which Could Divert
Management Time and Resources and Possibly Force Us To Redesign Our Products.

Developing products based upon new technologies can result in litigation based on allegations of patent and other
intellectual property infringement. While no infringement claims have been made or threatened against us, we cannot
assure you that third parties will not assert infringement claims against us in the future, that assertions by such parties
will not result in costly litigation, or that they will not prevail in any such litigation. In addition, we

7
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cannot assure you that we will be able to license any valid and infringed patents from third parties on commercially
reasonable terms or, alternatively, be able to redesign products on a cost-effective basis to avoid infringement.

The Loss of Certain Members of Our Management Team Could Adversely Affect Our Business.

Our success is highly dependent on the continued efforts of Dwight Morgan, Chairman, President and Chief Executive
Officer, Jonathan Joels, Chief Financial Officer, Treasurer and Secretary, and George Aaron, Executive Vice
President — International Business Development, who are our key management persons. Should operations expand, we
will need to hire persons with a variety of skills and competition for these skilled individuals could be
intense. Neither Mr. Morgan, Mr. Joels nor Mr. Aaron plan to retire or leave us in the near future. However, there
can be no assurance that we will be successful in attracting and/or retaining key personnel in the future. Our failure to
do so could adversely affect our business and financial condition. We do not have employment agreements with or
carry any “key-man” insurance on the lives of any of our officers or employees.

Dependence on Principal Customers

Two principal customers, Euromedic, which is a foreign distributor in Central and Eastern Europe and a major U.S.
dialysis company accounted for approximately 48% of our revenues from our SteriMed business for fiscal year
2007. Three customers including Euromedic accounted for approximately 56% of our revenues in the fiscal year
ended September 30, 2006. The loss of any one of our principal customers or the inability to obtain or expand our
sales to additional customers would have a significant adverse impact on our business.

Competition

There are numerous methods of handling and disposing of RMW, of which our technology is one of the available
systems. We believe that our SteriMed Systems, due to their ability to be used on site, competitive cost and ease of
use, offer a significant advantage over RMW systems offered by our competitors. We realize, however, there can be
no assurance that a different or new technology may not supplant us in the market. Further, we cannot guarantee that
in the event that we are successful in the deployment of our systems in the marketplace, the predominant companies in
the field, which have substantially greater resources and market visibility than us, will not try to develop similar
systems.

Control by a Lead Investor

An investor group beneficially owns approximately 88.0% of the outstanding common stock, including shares of
common stock underlying Series D Preferred Stock, Series E Preferred Stock, Series F Preferred Stock and warrants
currently held by them (and assuming no conversion or exercise of other outstanding preferred stock, warrants or
options), and have the right to vote approximately 35.8% of our aggregate voting securities. Accordingly, this group
could exercise a significant voting block in the election of directors and other matters to be acted upon by
stockholders. See “SECURITY OWNERSHIP.”

Increased Cost and Management Time in Seeking Compliance with the Requirements of the Sarbanes-Oxley Act of
2002

Currently the SEC’s rules under Section 404 of the Sarbanes-Oxley Act of 2002 will require us to have our
management attest to the adequacy of our internal controls in the Form 10-KSB for the year ending September 30,
2008. No member of our management has any experience in complying with Section 404 and we have not yet
prepared an internal plan of action for compliance with requirements of Section 404. Furthermore, we may be
required to make substantial changes to our internal controls in order for our management to be able to attest that as of

17



Edgar Filing: CAPRIUS INC - Form S-1/A

September 30, 2008, they are effective. Larger public companies which have been required to comply with Section
404 have encountered significant expenses, both from diversion of management time and attention, the acquisition of
new computer software, the employing of additional personnel and training and third party internal controls
consultants. While our business is not as sophisticated or complex as these larger companies, we anticipate it will be
time consuming, costly and difficult for us to develop and implement the internal controls necessary for our
management to attest that they are effective at September 30, 2008. We may need to hire additional financial
reporting and internal controls personnel, acquire software and retain a third party consultant during fiscal 2008. If
our management is unable to attest that our internal controls are effective as of September 30, 2008, investors may
react by selling our stock and causing its price to fall.

8
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Market Risks
There is Only a Volatile Limited Market for Our Common Stock

Recent history relating to the market prices of public companies indicates that, from time to time, there may be
periods of extreme volatility in the market price of our securities because of factors unrelated to the operating
performance of, or announcements concerning, the issuers of the affected stock, and especially for stock traded on the
OTC Bulletin Board. Our common stock is not actively traded, and the bid and asked prices for our common stock
have fluctuated significantly. Since 2003, the common stock has traded on the OTC Bulletin Board from a high of
$6.80 to a low of $0.45 per share. See “MARKET FOR OUR COMMON STOCK.” General market price declines,
market volatility, especially for low priced securities, or factors related to the general economy or to us in the future
could adversely affect the price of the common stock. With the low price of our common stock, any securities
placement by us would be very dilutive to existing stockholders, thereby limiting the nature of future equity
placements.

The Number of Shares Being Registered for Sale is Significant in Relation to our Trading Volume

All of the shares registered for sale on behalf of the selling stockholders are “restricted securities” as that term is defined
in Rule 144 under the Securities Act. At December 31, 2007, we had 3,849,662 outstanding shares of common stock
and an aggregate of 30,207,410 shares of common stock reserved for the conversion of preferred stock and the
exercise of options and warrants. An aggregate of 9,557,500 of the 30,207,410 shares reserved have been included in
this prospectus. We filed a separate registration statements for 14,975,232 of such reserved shares. We have filed this
registration statement to register these restricted shares for sale into the public market by the selling stockholders.
Considering the low trading volume in our common stock, the sale, or even offer, of a major portion of these shares in
the market all at once or at about the same time, could depress the market price during the period the registration
statement remains effective and also could affect our ability to raise equity capital.

We Have Never Paid Dividends and We Do Not Anticipate Paying Dividends in the Future

We do not believe that we will pay any cash dividends on our common stock in the future. We have never declared
any cash dividends on our common stock, and if we were to become profitable, it would be expected that all of such
earnings would be retained to support our business. Since we have no plan to pay cash dividends, an investor would
only realize income from his investment in our shares if there is a rise in the market price of our common stock, which
is uncertain and unpredictable. However, the Series D Preferred Stock and the Series E Preferred Stock require us to
accrue dividends for those securities commencing October 1, 2007. The Series F Preferred stock require us to accrue
dividends for those securities commencing December 6, 2007. The payment of these dividends would reduce any
future return payable to holders of the common stock. See “DIVIDEND POLICY.”

Shares Eligible for Future Sale Could Negatively Affect Your Investment in Us

The fact that we are seeking additional capital through the sale of our securities, including shares of our preferred
stock, which include granting certain registration rights to the investors, could negatively impact us. At December 31,
2007, we had 716,733 shares of preferred stock authorized but not outstanding which our Board of Directors could
issue without any approval of existing holders. The issuance of these shares, as well as the issuance of any new

shares, and any attempts to resell them could depress the market for the shares being registered under this prospectus.

We Are Subject to Penny Stock Regulations and Restrictions
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The Securities and Exchange Commission has adopted regulations which generally define Penny Stocks to be an
equity security that has a market price less than $5.00 per share or an exercise price of less than $5.00 per share,
subject to certain exemptions. As of January 17, 2008, the closing price for our common stock was $0.85 per share
and therefore, it is designated a “Penny Stock.” As a Penny Stock, our common stock may become subject to Rule
15g-9 under the Securities Exchange Act of 1934, as amended (“Exchange Act”), or the Penny Stock Rule. This rule
imposes additional sales practice requirements on broker-dealers that sell such securities to persons other than
established customers and “accredited investors” (generally, individuals with a net worth in excess of $1,000,000 or
annual incomes exceeding $200,000, or $300,000 together with their spouses). For transactions covered by Rule
15g-9, a broker-dealer must make a special suitability determination for the purchaser and have

9
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received the purchaser’s written consent to the transaction prior to sale. As a result, this rule may affect the ability of
broker-dealers to sell our securities and may affect the ability of purchasers to sell any of our securities in the
secondary market.

For any transaction involving a penny stock, unless exempt, the rules require delivery, prior to any transaction in a
penny stock, of a disclosure schedule prepared by the Securities and Exchange Commission (“SEC”) relating to the
penny stock market. Disclosure is also required to be made about sales commissions payable to both the broker-dealer
and the registered representative and current quotations for the securities. Finally, monthly statements are required to
be sent disclosing recent price information for the penny stock held in the account and information on the limited
market in penny stock.

There can be no assurance that our common stock will qualify for exemption from the penny stock restrictions. In any
event, even if our common stock were exempt from the Penny Stock restrictions, we would remain subject to Section
15(b)(6) of the Exchange Act, which gives the SEC the authority to restrict any person from participating in a
distribution of penny stock, if the SEC finds that such a restriction would be in the public interest.

Certain Provisions of Our Charter Could Discourage Potential Acquisition Proposals or Change in Control

Certain provisions of our Certificate of Incorporation and of Delaware law could discourage potential acquisition
proposals and could make it more difficult for a third-party to acquire or discourage a third party from attempting to
acquire control of us. These provisions could diminish the opportunities for a stockholder to participate in tender
offers, including tender offers at a price above the then current market value of the common stock. Our Board of
Directors, without further stockholder approval, may issue preferred stock that would contain provisions that could
have the effect of delaying or preventing a change in control or which may prevent or frustrate any attempt by
stockholders to replace or remove the current management. The issuance of additional shares of preferred stock could
also adversely affect the voting power of the holders of common stock, including the loss of voting control to others.

FORWARD LOOKING STATEMENTS

Information included or incorporated by reference in this prospectus may contain forward-looking statements. This
information may involve known and unknown risks, uncertainties and other factors which may cause our actual
results, performance or achievements to be materially different from the future results, performance or achievements
expressed or implied by any forward-looking statements. Forward-looking statements, which involve assumptions
and describe our future plans, strategies and expectations, are generally identifiable by use of the words
“may,” “should,” “expect,” “anticipate,
these words or comparable terminology.

29 ¢ LRI

estimate,” “believe,” “intend”or “project’or the negative of these words or other var

This prospectus contains forward-looking statements, including statements regarding, among other things, (a) our
projected sales and profitability, (b) our technology, (c) our manufacturing, (d) the regulation to which we are subject,

(e) anticipated trends in our industry and (f) our needs for working capital. These statements may be found under
“Management’s Discussion and Analysis or Plan of Operations” and “Business,” as well as in this prospectus
generally. Actual events or results may differ materially from those discussed in forward-looking statements as a
result of various factors, including, without limitation, the risks outlined under “Risk Factors” and matters described in
this prospectus generally. In light of these risks and uncertainties, there can be no assurance that the forward-looking
statements contained in this prospectus will in fact occur.

Except as otherwise required by applicable laws, we undertake no obligation to publicly update or revise any
forward-looking statements or the risk factors described in the prospectus, whether as a result of new information,

future events, changed circumstances or any other reason after the date of this prospectus.
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USE OF PROCEEDS

We will not receive any portion of the proceeds from the sale or other disposition of the shares of common stock
covered hereby, or interests therein, by the selling stockholders. We may receive proceeds of up to $1,672,000 if all
the warrants held by the selling stockholders are exercised for cash. Management currently anticipates that any such
proceeds will be utilized for working capital and other general corporate purposes. We cannot estimate how many, if
any, warrants may be exercised as a result of this offering or that they will be exercised for cash.

We are obligated to bear the expenses of the registration of the shares. We anticipate that these expenses will be
approximately $70,000.

DIVIDEND POLICY

We have never declared dividends or paid cash dividends on our common stock. The Series D Preferred Stock
provides for a cumulative dividend of $0.67 per share commencing October 1, 2007, the Series E Preferred Stock
provides for a cumulative dividend of $13.50 per share commencing October 1, 2007, and the Series F Preferred Stock
provides for a cumulative dividend of $3.24 per share commencing December 6, 2007. We intend to retain and use
any future earnings for the development and expansion of our business and do not anticipate paying any cash
dividends on the common stock or the preferred stock in the foreseeable future.

MARKET FOR OUR COMMON STOCK
Principal Market and Market Prices

Our common stock is traded on the over-the-counter market on the OTC Electronic Bulletin Board (OTCBB) under
the symbol CAPS.

The following table sets forth, for the calendar quarters indicated, the reported high and low bid quotations per share
of the common stock as reported on the OTCBB. These quotations reflect inter-dealer prices, without retail mark-up,
markdown or commission, and may not necessarily represent actual transactions.

Fiscal Year Ending Fiscal Year Ended Fiscal Year Ended
Fiscal Period 9/30/08 9/30/07 9/30/06

High Low High Low High Low
First Quarter $1.01 $0.50 $0.65 $0.51 $2.45 $1.05
Second 0.85 0.68 1.08 0.45 2.35 1.30

Quarter*

Third Quarter 1.05 0.60 1.69 0.80
Fourth Quarter 0.85 0.70 0.80 0.55

*Reflects prices through January 17, 2008

We have not paid any dividends on our shares of common stock since inception and do not expect to declare any
dividends on our common stock in the foreseeable future. Any declared dividend in the future would be subject to the
terms of the outstanding preferred stock at that time.

Approximate Number of Holders of Our Common Stock

On December 31, 2007, there were approximately 1,100 holders of record of the common stock. Since a large number
of shares of common stock are held in street or nominee name, it is believed that there are a substantial number of
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the consolidated financial statements and notes thereto
and the other financial information appearing elsewhere in this prospectus. In addition to historical information
contained herein, the following discussion and other parts of this prospectus contain certain forward-looking
statements that involve risks and uncertainties. Our actual results could differ materially from those discussed in the
forward-looking statements due to factors discussed under “Risk Factors”, as well as factors discussed elsewhere in this
prospectus. The cautionary statements made in this prospectus should be read as being applicable to all related
forward-looking statements wherever they appear in this prospectus.

Results of Operations
Fiscal Year Ended September 30, 2007 Compared to Fiscal Year Ended September 30, 2006

Revenues generated for fiscal year ended September 30, 2007 (‘“Fiscal 2007”") were primarily generated by MCM
product sales which totaled $2,540,439 as compared with $1,069,902 for fiscal year ended September 30, 2006 (“Fiscal
2006). For Fiscal 2007, two customers accounted for approximately 33% and 15% respectively of the consolidated
total revenue. For Fiscal 2006, three customers accounted for approximately 24%, 19% and 13% respectively of the
consolidated total revenue. Product sales for the Fiscal 2007 increased due to our penetration into different
geographical areas and our technologies growing acceptance in the market.

Consulting and royalty revenue from the TDM Business which was sold in 2002 to Seradyn, Inc.( as a condition of the
sale, we received a royalty agreement) totaled approximately $124,000 and $166,000 for fiscal years ended September
30, 2007 and 2006, respectively. This decrease of approximately $42,000 was attributable to the sale of the royalty
agreement during the 3rd quarter of Fiscal 2007.

Cost of product sales aggregated approximately $1,860,000 and $803,000 during Fiscal 2007 and Fiscal 2006,
respectively. The increased costs correlate to the increase in revenues and the absorption of certain production
expenses incurred in Fiscal 2007 in order to enhance production efficiencies.

Research and development costs amounted to approximately $264,000 and $343,000 for Fiscal 2007 and Fiscal 2006,
respectively. This decrease is due primarily to the completion of the development work necessary for the ramp up of
production of the SteriMed and SteriMed Junior.

Selling, general and administrative expenses totaled $4,272,118 for Fiscal 2007 versus $3,064,084 for Fiscal

2006. This increase is principally due to increased personnel costs ( hiring of additional employees and increased
benefit costs), our adoption of FAS 123R which requires the recording of stock based compensation as part of the
statement of operations, in which $278,381 was recorded during Fiscal 2007 as well as the related increase in travel,
marketing expenses and participation in multiple trade shows incurred in order to facilitate the development of
additional sales markets both domestically and internationally for our units.

In 2007, management assessed the underlying fair value of the Company and determined the carrying value, including
goodwill did not exceed its fair value and as such management recorded no impairment charge to goodwill for Fiscal
2007 as compared to $452,000 in Fiscal 2006.

Proceeds from settlement of Royalty Agreement totaled $500,000 for Fiscal 2007 as compared to $0 for Fiscal 2006.

This was attributable to an amendment to Royalty Agreement (the “Amendment”) with Seradyn, Inc. regarding the
Royalty Agreement of October 9, 2002 whereby we received a lump sum payment of $500,000 from Seradyn to us for
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the termination of the Royalty Agreement.
Interest (expense) income, net totaled ($18,056) for Fiscal 2007 versus $29,693 in Fiscal 2006.
The net loss totaled $3,249,673 for Fiscal 2007 versus $3,396,041 for Fiscal 2006.
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Liquidity and Capital Resources

At September 30, 2007, our cash and cash equivalents position approximated $635,000 versus $1,069,000 at
September 30, 2006. However, based upon the net proceeds from a December 2007 placement we believe that our
cash position will be sufficient through September 30, 2008 based upon current projections.

On December 6, 2007, we closed on a $4.7 million Series F Convertible Preferred Stock equity financing before
financing related fees and expenses of approximately $300,000. As part of this financing transaction, we issued
78,334 shares of Series F Convertible Preferred Stock at $60 a share, and we issued warrants to purchase an aggregate
of 3,133,360 shares of common stock at an exercise price of $0.80 per share for a period of five years. Each share of
the Series F Preferred Stock is convertible into 100 shares of common stock, subject to customary anti-dilution
provisions, or an aggregate of 7,833,400 shares of common stock. We also granted the placement agent warrants to
purchase 400,000 shares of common stock at an exercise price of $0.85 per share for a period of five years. The net
proceeds will be used for general working capital purposes.

On August 18, 2007, as per the agreement, the outstanding shares of the Series B Preferred Stock were automatically
converted into 57,989 shares of common stock

In June 2007, we received $500,000 from Seradyn, Inc. as a lump sum payment upon the termination of the Royalty
Agreement, plus an additional $29,500 representing royalties due for prior periods.

Financing during Fiscal 2007 included a financing on March 1, 2007, whereby we closed on a $2.5 million Series E
Preferred Stock equity financing before financing related fees and expenses of approximately $106,000. This
placement consisted of 10,000 shares of Series E Convertible Preferred Stock at $250 a share, and we issued warrants
to purchase an aggregate of 3,125,000 shares of common stock at an exercise price of $0.50 per share for a period of
five years. Each share of the Series E Preferred Stock is convertible into 625 shares of common stock, subject to
customary anti-dilution provisions, or an aggregate of 6,250,000 shares of common stock. We also issued warrants to
purchase an aggregate of 70,000 shares of common stock at an exercise price of $0.60 per share for a period of five
years as part of the placement fee, to a placement agent and its designees, and warrants to purchase an aggregate of
112,500 shares of common stock at an exercise price of $0.60 per share for a period of five years as part of the
placement fee to a financial advisor. Commencing October 1, 2007, the holders of the Series E Preferred Stock are
entitled to receive a cash dividend at a per share rate equal to $13.50 per annum, and a liquidation preference of $250
per share plus accrued and unpaid dividends, and ranking pari passu with the Series B and Series D Preferred
Stock. The Series E Preferred Stock votes on an as-converted basis with the common stock, and has a separate vote
with respect to matters directly affecting this Series. Neither we nor the holders of the Series E Preferred Stock have
the right to cause the redemption thereof. The net proceeds were used for general working capital purposes and the
repayment of the January 30, 2007 10% Promissory Note as outlined above.

On January 30, 2007, we borrowed the principal amount of $100,000 through the issuance of a 10% promissory note,
payable on April 30, 2007. This “bridge” loan was used for general working capital, until additional funding was
secured. This note, plus interest, was repaid in March 2007 upon the placement of Series E Preferred Stock. — as
discussed above.

Financing during Fiscal 2006 included a financing on February 17, 2006, whereby we closed a $3.0 million Series D
Preferred Stock equity financing transaction before financing fees and expenses of approximately $293,000. On this
financing transaction, we issued 241,933 shares of Series D Convertible Preferred Stock, convertible into 2,419,330
shares of common stock, together with Series A Warrants to purchase an aggregate of 223,881 shares of common
stock at an exercise price of $1.50 per share for a period of five years, and Series B Warrants to purchase an aggregate
of 447,764 shares of common stock at an exercise price of $2.00 per share for a period of five years. As placement
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fees, we issued warrants to purchase an aggregate of 119,403 shares of common stock at an exercise price of $1.68 per
share for a period of five years and warrants to purchase an aggregate of 59,702 shares of common stock at an exercise
price of $2.00 per share for a period of five years.

Net cash used in operations for fiscal year 2007 amounted to $2,785,972. Net cash used in investing activities
amounted to——— $42,325. Net cash flows provided by financing activities for Fiscal 2007 amounted to $2,394,000

which resulted from the issuance of the Series E Preferred Stock.
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Net cash used in operations for fiscal year 2006 amounted to $2,850,047. Net cash used in investing activities
amounted to——— $45,507. Net cash flows provided by financing activities for Fiscal 2006 amounted to $2,707,350,
which resulted from the issuance of the Series D Convertible Preferred Stock.

Management’s Plan

We have incurred substantial recurring losses. In addition, Caprius and MCM are defendants in an action seeking
damages in excess of $400,000. Although management believes Caprius and MCM have a meritorious defense
against such a lawsuit, an unfavorable outcome of such action could have a materially adverse impact on our
business. The consolidated financial statements do not include any adjustments that might result from the outcome of
this uncertainty. The net cash proceeds from the Series F equity financing provided the funds necessary to satisfy
specific outstanding obligations and accrued expenses outstanding at the time of the financing and increase our
marketing effort both in the U.S. and overseas markets. These funds also will enable us to build up our inventory to
fulfill our current backlog of orders and future demand arising from our increased marketing efforts. With our growing
market penetration in the U.S., we will need to expand our customer service and technical support capabilities to meet
the needs of our clients. Similarly, in overseas markets, resources will continue to be required to obtain regulatory
approvals in markets where we believe there exists great opportunities for our business. Our working capital is
currently projected to meet the needs of our business plan for the current fiscal year.

Obligations

Our principal contractual commitments include payments under operating leases (see Note H of the accompanying
consolidated financial statements).

Critical Accounting Policies

The preparation of financial statements requires management to make estimates and judgments that affect the reported
amounts of assets, liabilities, revenues, expenses and related disclosures. On an on-going basis, management
evaluates our estimates and assumptions, including but not limited to those related to revenue recognition and the
impairment of long-lived assets, goodwill and other intangible assets. Management bases its estimates on historical
experience and various other assumptions that it believes to be reasonable under the circumstances, the results of
which form the basis for making judgments about the carrying values of assets and liabilities that are not readily
apparent from other sources. Actual results may differ from these estimates under different assumptions or
conditions.

1. Revenue recognition

The infectious medical waste business recognizes revenues from the sale or lease of our SteriMed Systems. Revenues
for sales or lease are recognized at the time that the unit is shipped to the customer. Revenues for consulting

and royalty fees are recognized on a quarterly basis.

2. Goodwill and other intangibles

Goodwill and other intangibles associated with the MCM acquisition will be subject to an annual assessment for
impairment by applying a fair-value based test as of September 30. The valuation will be based upon estimates of the

market value of the unit.

3. Off-balance sheet arrangements
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We have no off-balance sheet arrangements, financings or other relationships with unconsolidated entities known
“Special Purpose Entities.”

Recent Accounting Pronouncements

In February 2006, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting
Standard 155 - Accounting for Certain Hybrid Financial Instruments (“SFAS 155”), which eliminates the exemption
from applying SFAS 133 to interests in securitized financial assets so that similar instruments are accounted for
similarly regardless of the form of the instruments. SFAS 155 also allows the election of fair value measurement at
acquisition, at issuance, or when a previously recognized financial instrument is subject to a re-
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measurement event. Adoption is effective for all financial instruments acquired or issued after the beginning of the
first fiscal year that begins after September 15, 2006. Early adoption is permitted. The adoption of SFAS 155 is not
expected to have a material effect on the Company’s consolidated results of operations and financial condition.

In March 2006, the FASB issued Statement of Financial Accounting Standard 156 - Accounting for Servicing
of Financial Assets (“SFAS 156”), which requires all separately recognized servicing assets and servicing liabilities be
initially measured at fair value. SFAS 156 permits, but does not require, the subsequent measurement of servicing
assets and servicing liabilities at fair value. Adoption is required as of the beginning of the first fiscal year that begins
after September 15, 2006. Early adoption is permitted. The adoption of SFAS 156 is not expected to have a material
effect on the Company’s consolidated results of operations and financial condition.

In July 2006, the FASB released FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an
interpretation of FASB Statement No. 109” (FIN 48). FIN 48 clarifies the accounting and reporting for uncertainties in
income tax law. This Interpretation prescribes a comprehensive model for the financial statement recognition,
measurement, presentation and disclosure of uncertain tax positions taken or expected to be taken in income tax
returns. This Interpretation shall be effective for fiscal years beginning after December 15, 2006. Earlier adoption is
permitted as of the beginning of an enterprise’s fiscal year, provided the enterprise has not yet issued financial
statements, including financial statements for any interim period for that fiscal year. The cumulative effects, if any, of
applying this Interpretation will be recorded as an adjustment to retained earnings as of the beginning of the period of
adoption. The adoption of FIN 48 is not expected to have a material effect on the Company’s consolidated results of
operations and financial condition.

In September 2006, the FASB issued Statement of Financial Accounting Standard 157, “Fair Value Measurements”
(“SFAS No. 157”). SFAS No. 157 defines fair value, establishes a framework for measuring fair value and expands
disclosure of fair value measurements. SFAS No. 157 applies under other accounting pronouncements that require or
permit fair value measurements and accordingly, does not require any new fair value measurements. SFAS No. 157 is
effective for financial statements issued for fiscal years beginning after November 15, 2007. The Company is in the
process of evaluating the impact of the adoption of SFAS No. 157 will have on the Company’s consolidated results of
operations and financial condition and is currently not in a position to determine such effect.

In September 2006, the staff of the SEC issued Staff Accounting Bulletin No. 108 ("SAB 108") which provides
interpretive guidance on how the effects of the carryover or reversal of prior year misstatements should be considered
in quantifying a current year misstatement. SAB 108 becomes effective in fiscal 2007. Adoption of SAB 108 is not
expected to have a material impact on the Company's consolidated results of operations and financial position.

In December 2006, FASB issued FASB Staff Position EITF 00-19-2 “Accounting for Registration Payment
Arrangements,” which specifies that the contingent obligation to make future payments or otherwise transfer
consideration under a registration payment arrangement should be separately recognized and measured in accordance
with SFAS No. 5, “Accounting for Contingencies.” Adoption of EITF 00-19-02 is required for fiscal years beginning
after December 15, 2006. We are currently evaluating the expected effect of EITF 00-19-02 on our consolidated
financial statements and are currently not yet in a position to determine such effects.

On February 15, 2007, FASB issued SFAS No. 159, entitled “The Fair Value Option for Financial Assets and Financial
Liabilities.” The guidance in SFAS No. 159 “allows” reporting entities to “choose” to measure many financial instruments
and certain other items at fair value. The objective underlying the development of this literature is to improve
financial reporting by providing reporting entities with the opportunity to reduce volatility in reported earnings that
results from measuring related assets and liabilities differently without having to apply complex hedge accounting
provisions, using the guidance in SFAS No. 133, as amended, entitled “Accounting for Derivative Instruments and
Hedging Activities”. The provisions of SFAS No. 159 are applicable to all reporting entities and is effective as of the
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beginning of the first fiscal year that begins subsequent to November 15, 2007. We do not believe this new accounting
standard will have a material impact on our financial condition or results of operations.

Inflation

To date, inflation has not had a material effect on our business. We believe that the effects of future inflation may be
minimized by controlling costs and increasing our manufacturing efficiency through the increase of our product sales.
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BUSINESS
Caprius, Inc. (“Caprius”, the “Company”, “we”, “us” and “our”) is engaged in the infectious medical waste disposal busine
through our subsidiary M.C.M. Environmental Technologies, Inc. (“MCM”) which developed, markets and sells the
SteriMed and SteriMed Junior compact systems that simultaneously shred and disinfect Regulated Medical
Waste. The SteriMed Systems are sold and leased in both the domestic and international markets.

In December 2002, we closed the acquisition of our initial investment of 57.53% of the capital stock of MCM for a
purchase price of $2.4 million. MCM wholly-owns MCM Environmental Technologies Ltd., an Israeli corporation,
which initially developed the SteriMed Systems. Upon closing, our designees were elected to three of the five seats
on MCM’s Board of Directors, with George Aaron, our chairman, and Jonathan Joels, our CFO, filling two seats.
Additionally, as part of the acquisition, certain debt of MCM to its existing stockholders and to certain third-parties
was converted to equity in MCM or restructured. Pursuant to our Letter of Intent with MCM, we had provided MCM
with loans totaling $565,000, which loans were repaid upon closing by a reduction in the cash portion of the purchase
price. The Stockholders Agreement among us and the other MCM stockholders contained certain provisions relating
to performance adjustments for the twenty-four month period post-closing. As a consequence, our ownership interest
in MCM increased by 5% in the fiscal year ended September 30, 2004 and by an additional 5% in the fiscal year
ended September 30, 2005. Furthermore, our MCM equity ownership increased with the conversion of various loans
we made to MCM and our meeting cash calls made by MCM during the fiscal year ended September 30, 2005. As of
September 30, 2005, our interest in MCM increased to 96.66%. Our interest remains unchanged through January 21,
2008.

Caprius, Inc. was founded in 1983. By June 1999, Caprius essentially operated in the business of developing
specialized medical imaging systems as well as operating a comprehensive breast imaging center. In June 1999, we
ceased the operation of developing the imaging systems and acquired Opus Diagnostics, Inc. and began manufacturing
and selling medical diagnostic assays constituting the therapeutic drug monitoring (“TDM”) Business. In October 2002,
we sold the TDM business to Seradyn, Inc. The imaging center was sold in September 2003.

Background of the Regulated Medical Waste Industry in the United States

In 1988, the Federal Government passed the Medical Waste Tracking Act (“MWTA”). MWTA defined medical waste
and the types of medical waste that were to be regulated. In addition to defining categories of medical waste, the law
mandated that generators of Regulated Medical Waste (“RMW?”) be responsible for and adhere to strict guidelines and
procedures when disposing of RMW. The mandates included a “cradle to grave” responsibility for any RMW produced
by a facility, the necessity to track the disposal of RMW and defined standards for segregating, packaging, labeling
and transporting of RMW.

The MWTA led to the development of individual state laws regulating how RMW is to be disposed of. As a result of
these laws, it became necessary for medical waste generating facilities to institute new procedures and processes for
transporting medical waste from the facility to an offsite treatment and disposal center, or obtain their own on-site
system for treatment and disposal acceptable to the regulators. By 1999, Health Care Without Harm, a coalition of
440 member organizations, estimated that 250,000 tons of RMW was produced annually in the United States of
America or worldwide.

The other major impact on the RMW market was the adoption of the Clean Air Amendments of 1997. This Act
dramatically reduced or eliminated the type of emissions that are permitted from the incineration of RMW. Due to
this, those generators of RMW, which were incinerating their waste, were forced into costly upgrades of their
incinerators or to find other methods of disposal. Hospital incinerators decreased from 6,200 in 1988 to 115 in 2003
(Mackinac Chapter, Sierra Club Newsletter Aug-Oct 2003).
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Most generators of RMW use waste management firms to transport, treat and dispose of their waste. Due to legislative
and other market factors, the costs for this type of service have been increasing at a dramatic pace. At the same time,
many medical waste generators are coming under increasing pressure to reduce expenses as a result of the decreasing
percentage of reimbursement from Medicare and other third party providers. Additionally, the added liability of RMW
generators as a result of the “cradle to grave” manifest requirement has made it more attractive to use on-site medical
waste disinfection methods that do not require manifest systems as the resultant waste is disinfected. The combination
of these pressures is forcing medical waste generators to seek innovative
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methods for their waste disposal. MCM has identified and is working with specific segments and niches within the RMW market on which it
feels it might capitalize. The specifics of these will be discussed in the Marketing section.

Background of the Regulated Medical Waste Industry Outside of the United States

The industrialized countries of the European Union and Japan are implementing medical waste laws that are or will be
similar to U.S.regulations. In 1994, the European Commission implemented a directive where member states had to
adhere to the provisions of the United Nations Economic Commission for Europe (“UNECE”) European Agreement on
the International Carriage of Dangerous Goods by Road. This requires that clinical or medical waste would be
packed, marked, labeled and documented according to defined specifications including provisions of
weight. Regulations and cost factors have prompted European RMW generators to seek alternative medical waste
disposal options. MCM recognizes an excellent opportunity for SteriMed sales in Europe, and is working with
regulators, potential joint venture partners and distributors.

Throughout the less industrialized and third world countries, the disposal of hospital waste is coming under increasing
scrutiny and regulations. Many countries are in the process of updating and enforcing regulations regarding the
disposal of RMW. MCM has been establishing relationships worldwide directly or through distributors in many of
these countries. Additional information will be addressed in the Marketing section.

The MCM SteriMed Systems

We developed and market worldwide the SteriMed and SteriMed Junior compact units. These units simultaneously
shred and disinfect RMW, reducing its volume up to 90%, and rendering it harmless for disposal as ordinary
waste. The SteriMed Systems are patented, environmentally-friendly, on-site disinfecting and destruction units that
can process regulated clinical waste, including sharps, dialysis filters, pads, bandages, plastic tubing and even glass, in
a 15 minute cycle. The units, comparable in size to a washer-dryer, simultaneously shred, grind, mix and disinfect the
waste with the proprietary Ster-Cid® solution. After treatment, the material may be discarded as conventional solid
waste, in accordance with appropriate regulatory requirements.

The SteriMed Systems enable generators of RMW, such as clinics and hospitals, to significantly reduce cost for
treatment and disposal of RMW, eliminate the potential liability associated with the regulated “cradle to grave” tracking
system involved in the transport of RMW, and treat in-house RMW on-site in an effective, safe and easy manner. As
the technology for disinfection is chemical-based, within the definitions used in the industry, it is considered as an
alternative treatment technology.

The SteriMed Systems are comprised of two different sized units, and the required Ster-Cid® disinfectant solution can
be utilized with both units. The larger SteriMed can treat up to 18.5 gallons (70 liters) of medical waste per
cycle. The smaller version, the SteriMed Junior, can treat 4 gallons (15 liters) per cycle.

Ster-Cid® is our proprietary disinfectant solution used in the SteriMed Systems. Ster-Cid® is biodegradable and is
registered with the U.S. Environmental Protection Agency (“U.S. EPA”) in accordance with the Federal Insecticide,
Fungicide, Rodenticide Act of 1972 (“FIFRA”). During the SteriMed disinfecting cycle, the concentration of Ster-Cid®
is approximately 0.5% of the total volume of liquids. The Ster-Cid® disinfectant in conjunction with the SteriMed
Systems has been tested in independent laboratories. Results show that disinfection levels specified in the U.S. EPA
guidance document, “Report on State and Territorial Association on Alternate Treatment Technologies” (“STAATT”), are
met. Furthermore, it is accepted by the waste water treatment authorities to discharge the SteriMed effluent
containing a low concentration of the disinfectant into the sewer system. STAATT is a worldwide organization
involved in setting criteria for efficacy of alternative medical waste treatment technologies.
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Both SteriMed units are safe and easy to operate requiring only a half day of training. Once the cycle commences, the
system is locked, and water and Ster-Cid® are automatically released into the treatment chamber. The shredding,
grinding and mixing of the waste is then initiated exposing all surfaces of the medical waste to the chemical solution
during a processing cycle which takes approximately 15 minutes. At the end of each cycle, the disinfected waste is
ready for disposal as regular solid waste.

In the United States, the initial focus of marketing the SteriMed Systems has been to dialysis clinics. We have also
begun initial installations in other new sectors such as surgical centers, laboratories, plasmapheresis centers, and

hospitals. Other potential markets include blood banks, cruise ships and military medical facilities.
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