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Delaware 3841 87-0459536
(State or jurisdiction of (Primary Standard Industrial (I.R.S. Employer
incorporation or organization) Classification Code Number) Identification Number)
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350 American Plaza II
57 West 200 South
Salt Lake City, Utah 84101-3663
Telephone: (801) 575-5000

Approximate date of proposed sale to the public:
As soon as practicable after this Registration
Statement becomes effective.

If any of the securities being registered on this Form are being
offered on a delayed or continuous Dbasis pursuant to Rule 415 under the
Securities Act of 1933 (the "Securities Act"), check the following box. [X]

If this Form is filed to register additional securities for an offering
pursuant to Rule 462 (b) under the Securities Act, please check the following box

and list the Securities Act registration statement for the same offering. [ ]

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

If delivery of the prospectus is expected to be made pursuant to Rule 434,
please check the following box. [ ]

CALCULATION OF REGISTRATION FEE

Title of each Proposed
class of Amount maximum
securities to be to be offering price
registered registered per Share (1) off
Common Stock, $.001 par value per share ..........c.ccccen.. 10,000,000 $.15 $1,
Resale of Common Stock issuable upon conversion of
Series G Preferred StocCKk. .. ...ttt nnnnn 1,981,560 .19
Resale of Common Stock by certain holders of Common Stock. 1,229,792 .19
Resale of Common Stock issuable upon exercise of Warrants 422,634 .75
Resale of Common Stock issuable upon exercise of
Series G Preferred WarrantS. ..o it i ittt et tneenneens 382,353 .50
Resale of Common Stock issuable upon exercise of Warrants 200,000 .16
i 14,216,339 2,
(1) Pursuant to Rule 457(c), the proposed maximum offering price and

registration fee have been calculated on the basis of the last reported
sale price of the common stock on the OTC Bulletin Board on February
23, 2004.

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 Commission, acting pursuant to said Section 8(a),
may determine.

PROSPECTUS

The information in this prospectus is not complete and may be changed.
We may not sell these securities until the registration statement filed with the
Securities and Exchange Commission is effective. This prospectus 1is not an offer
to sell these securities, and it is not soliciting an offer to buy these
securities in any state where the offer or sale is not permitted.

SUBJECT TO COMPLETION DATED FEBRUARY , 2004

14,216,339 Shares of Common Stock
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PARADIGM MEDICAL INDUSTRIES, INC.

Paradigm Medical Industries, 1Inc. is offering 10,000,000 shares of
common stock at a price of $.15 per share on a "best efforts" Dbasis directly
through its officers and directors, who will not receive any commissions or
other remunerations for selling the shares. We may also offer the shares through
brokers or sales agents, who may receive compensation in form of commissions,
which total commissions will not exceed 10% of the selling price of the shares.

We have not established any minimum amount of proceeds that must be
received in the offering Dbefore any proceeds may be accepted. Once accepted,
funds will be deposited into an account maintained by us and considered our
general assets. Funds will not be placed into escrow, trust or any other similar
arrangement.

The offering will commence promptly after the effectiveness of the
registration statement of which this prospectus is a part, and will made on a
continuous basis for a period of 90 days. The offering may be terminated by us
earlier if we sell all the shares being offered or we decide to cease selling
efforts.

Our common stock and Class A warrants are quoted on the
Over-the-Counter Bulletin Board under the symbols "PMED.OB" and "PMEDW.OB." On
February 23, 2004, the last reported sale price of our common stock on the OTC
Bulletin Board was $.15 per share and the last sale price of our Class A
Warrants was $.03 per warrant.

We are also registering for resale a total of 4,216,339 shares of our
common stock. We are registering the resale of common stock for certain
warrantholders and will only receive proceeds to the extent that outstanding
warrants are exercised. All other shares of our common stock being registered
are either outstanding or will Dbe issued wupon conversion of outstanding
preferred stock and may be sold at the prevailing market price of our common
stock. We will derive no proceeds from the conversion or subsequent resale of
such shares.

We may be unable to sell 10,000,000 shares of our common stock at $.15
per share because selling shareholders in this Offering will be seeking to sell
4,216,339 shares of our common stock. We have 25,509,868 shares of common stock
outstanding prior to this offering, and the volume of trading in our common
stock is limited because our shares trade on the OTC Bulletin Board and are
deemed "penny stock."

Investing in our common stock involves a high decree of risk. See "Risk Factors"
beginning on page 3 of this prospectus.

Per share Total
Public offering price....c.uuii ittt eeennnnnn $ .15 $1,500,000
CoOMMISSIONS (L) vt v ittt ettt e ettt e et e et ettt S .015 $ 150,000
Proceeds, before expenses, £LO US....eeerrreennnnn. $ .135 $1,350,000
(1) Assumes total commission to be paid equal to 10% of the selling

price of the shares.

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved these securities or determined if this
prospectus 1s truthful or complete. Any representation to the contrary is a
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criminal offense.

The date of this prospectus is February , 2004.

PROSPECTUS SUMMARY

This summary highlights some information from this prospectus. It may
not contain all of the information that is important to you. To understand this
offering fully, you should read the entire prospectus carefully, including the
risk factors and the financial statements.

The Company

We develop, manufacture, source, market and sell ophthalmic surgical
and diagnostic instrumentation and related accessories, including disposable
products. Our surgical equipment is designed for minimally invasive cataract
treatment. A cataract 1is a condition, which largely affects the elderly
population, 1in which the natural lens of the eye hardens and becomes cloudy,
thereby reducing visual acuity. Treatment consists of removal of the cloudy lens
and replacement with a synthetic lens implant, which restores visual acuity.
Cataract surgery is the single largest volume and revenue producing outpatient
surgical procedure for ophthalmologists worldwide. The Health Care Finance
Administration reports that in the United States approximately two million
cataract removal ©procedures are performed annually, making this the largest
outpatient procedure reimbursed by Medicare. Most cataract procedures are
performed using a method called phacoemulsification or "phaco", which employs a
high frequency (40 kHz to 60 kHz) ultrasonic probe needle device to fragment the
cataract while still in the eye and remove it in pieces by suction through a
small incision.

We sell our equipment and related products in all countries of the
world in which we are permitted to do so. The nature of the regulatory approval
processes in those countries vary by country but, in general terms, follow the
approach of the regulatory approval processes of the United States Food and Drug
Administration, or FDA, and the approval processes of the countries in the
European Union. The status of specific approvals is detailed in the table in the
Business section of this prospectus.

We market two cataract surgery systems with related accessories and
disposable products. Our cataract removal system, the Photon(TM) laser system,
is a laser cataract surgery system marketed as the next generation of cataract
removal. The Photon(TM) product has yet to be approved by the Food and Drug
Administration. Except for the Photon(TM) laser system, which can only be sold
in countries outside of the United States, our products can be sold in the
United States and in foreign countries including but not limited to Argentina,
Australia, Bangladesh, Borneo, Brazil, Canada, China, Czechoslovakia, Egypt,
France, Germany, Greece, Hong Kong, India, Israel, Italy, Japan, Jordan, Korea,
Malaysia, Mexico, New Zealand, Pakistan, Peru, Poland, Puerto Rico, Russia,

Saudi Arabia, Spain, Sri Lanka, Taiwan, Thailand, Turkey, United Kingdom, and
United Arab Emirates . Both the Photon(TM) and the Precisionist ThirtyThousand
(TM) are manufactured as an Ocular Surgery Workstation(TM). At present the

Photon (TM) and other surgical products do not provide significant revenue to us
because we have de-emphasized this part of our product line and are undecided as
to our future plans for surgical equipment sales. As a result, due to estimated
lack of recoverability, we have recorded an inventory reserve to offset the
majority of inventory associated with the Photon(TM) and Precisionist Thirty
Thousand (TM) .



Edgar Filing: PARADIGM MEDICAL INDUSTRIES INC - Form SB-2/A

Our diagnostic products include a P55 pachmetric analyzer, a P37
Ultrasonic A/B Scan, a P40 UBM Ultrasound Biomicroscope, a perimeter, a corneal
topographer and the Blood flow Analyzer (TM). The diagnostic wultrasonic
products, including the P55 pachymetric analyzer, the P37 Ultrasonic A/B Scan
and the P40 UBM Ultrasound Biomicroscope were acquired from Humphrey Systems, a
division of Carl Zeiss, 1Inc. in 1998. We developed and offered for sale in the
fall of 2000 the P45 which combines the A/B scope and the P40 UBM Biomicroscope
in one machine. The perimeter and the corneal topographer were added when we
acquired the outstanding shares of the stock of Vismed, Inc. d/b/a/ Dicon(TM) in
June 2000. We acquired Ocular Blood Flow, Ltd. in June of 2000, whose principal
product is the Blood Flow Analyzer(TM). This product 1s designed for the
measurement of intraocular pressure and pulsatile ocular blood flow volume for
detection and treatment of glaucoma. We are currently attempting to develop
additional applications for all of our diagnostic products.

We rely upon several products for revenues. For the nine months ended
September 30, 2003, 37% of our revenues were derived from the Dicon (TM)
diagnostic products sales (the perimeter and corneal topographer), 13% of
revenues from Blood Flow Analyzer (TM) sales, 19% of revenues from P40 UBM

Ultrasound Biomicroscope sales, 10% of revenues from Humphrey Systems diagnostic
product sales (the P55 pachymetric analyzer and the P37 Ultrasonic A/B Scan), 4%

of revenues from cataract removal surgery sales, and 17% of revenues from
services, disposables and other sales. For the fiscal year ended December 31,
2002, 28% of our revenues were derived from the Dicon(TM) diagnostic products
sales (the perimeter and the corneal topographer), 9% of revenues from Blood
Flow Analyzer (TM) sales, 24% of revenues from the P40 UBM Ultrasound
Biomicroscope sales, 11% of revenues from Humphrey systems diagnostic products
sales (the P55 pachymetric analyzer, and the P37 Ultrasonic A/B Scan), 5% of

revenues from cataract removal surgery sales, and 23% of revenues from services,
disposables and other sales. For the fiscal year ended December 31, 2001, 25% of
our revenues were derived from the Dicon (TM) diagnostic products sales (the
perimeter and the corneal topographer), 25% of revenues from Blood Flow
Analyzer (TM) sales, 23% of revenues from the P40 UBM Ultrasound Biomicroscope
sales, 7% of revenues from Humphrey Systems diagnostic products sales (the P55
pachymetric analyzer, the A-Scan and the P37 Ultrasonic A/B Scan), 8% of
revenues from cataract removal surgery sales, and 12% of revenues from services,
disposables and other sales. Our principal executive offices are located at 2355
South 1070 West, Salt Lake city, Utah 84119 and our telephone number is (801)
977-8970.

Unaudited revenues for the nine months ended September 30, 2003, were
$2,225,000 as compared to $3,894,000 for the comparable period for 2002, and
audited revenues for the fiscal year ended December 31, 2002, were $5,368,000 as
compared to $7,919,000 for the comparable period for fiscal 2001.

On March 23, 2003, our board of directors appointed Dr. Jeffrey F.
Poore as President and Chief Executive Officer of the company, replacing Thomas
F. Motter, who resigned as Chairman of the Board and Chief Executive Officer on
August 30, 2002. On June 23, 2003, our board of directors appointed Gregory Hill
as Vice President of Finance, Treasurer and Chief Financial Officer of the
company, replacing Heber C. Maughan, who resigned as Vice President of Finance,
Treasurer and Chief Financial Officer. Mr. Hill resigned from his positions on
December 5, 2003. On November 6, 2003, our board of directors appointed David I.
Cullumber as our Chief Operating Officer. Mr. Cullumber was appointed Chief
Technical Officer on August 18, 2003.
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The Offering
Common stock we are offering ......... 10,000,000 shares

Other common shares registered
for resale. ...ttt e e e 4,216,339 shares consisting of the
following:

o The resale of 1,981,560 shares
issuable upon conversion of
Series G preferred stock with a
conversion price of one share of
common stock for each share of
Series E preferred stock.

o The resale of 1,229,792 shares.

o The resale of 382,353 shares
issuable upon the exercise of
warrants by Series G preferred
holders with an exercise price
of $.50 per share.

o The resale of 422,634 shares
issuable upon the exercise of
warrants with an exercise price
of $.75 per share.

o The resale of 200,000 shares
issuable upon the exercise of
warrants with an exercise price
of $.16 per share.

Common stock outstanding prior
to this offering (1)........co... 25,509,868 shares

Common stock to be outstanding
after this offering (1)............... 39,814,442 shares.

Use Oof proceeds. v vt iiiin e eennenns The net proceeds of this offering will
be used for sales and marketing,
research and development, acquisition of
capital equipment, payment of
outstanding obligations, and working

capital.
Risk factorsS. ..ot ittt iennnnn. This offering involves a high degree of
risk.
OTC Bulletin Board symbols
Common stock................. PMED.OB
Class A warrants............. PMEDW.OB
(1) Does not include 6,753 shares of common stock issuable upon conversion

of 5,627 shares of Series A preferred stock, 10,783 shares of common
stock issuable wupon conversion of 8,986 shares of Series B preferred
stock, 53,333 shares of common stock issuable upon the conversion of
1,000 shares of Series E preferred stock, 245,217 shares of common
stock issuable upon conversion of 4,598.75 shares of Series F preferred
stock, 1,981,560 shares of stock issuable upon conversion of 1,981,560
shares of Series G preferred stock, options to purchase a total of
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3,781,262 shares of common stock issuable wupon the exercise of stock
options at prices ranging from $.16 to $6.00 per share, and warrants to
purchase 4,314,846 shares of common stock issuable upon the exercise of
warrants at prices ranging from $.16 to $8.125 per share.

4
Summary Financial Information
For the year ended For nine months en
December 31, September 30
2001 2002 2002 2
Statement of Operations Data: (Unaudited) (Un
Netl SAleS .ttt eeeeeeeeeeeeeennnnneens $7,919,000 $5,368,000 $3,894,000 $2
Net cost O0f SalesS. .ttt eeennnnnenns 4,370,000 4,210,000 2,738,000 1
Operating eXpPensesS. ... ettt eeenneeeennn 12,834,000 12,277,000 8,450,000 3
Operating 1OSS . v e ettt eeeeeenneeeeennnn (9,285,000) (11,119,000) (7,294,000) (2,
Other income (EXPense) ... ..veeieeeeneeeennn (858,000) (36,000) (37,000)
NEetl 10SS vt ittt ittt et eeeeeeeeeeeeennnaens (10,143,000) (11,155,000) (7,331,000) (2,
Net loss per common share...........oee... $(.98) $(.63) $(.45)
Shares used in computing net loss per share 13,245,000 17,736,000 16,316,000 22
As of As of
Balance Sheet Data: December 31, 2002 September 30, 2003
CULTENt ASSEE St ittt ittt e ettt ettt et ettt $3,868,000 $3,075,000
Current liabilities......iiiiinininieeeeeennnnnnnn 2,362,000 2,473,000
Working capital ...ttt ettt e e e 1,506,000 602,000
Total ASSEE S . it ittt ittt ettt ettt et e ee e et 5,289,000 4 ,061,000
Accumulated defdcoit . v ittt e e e e e e (53,656,000) (55,962,000)
Stockholder's equUity .. ii ittt i e e e 2,847,000 1,513,000

RISK FACTORS

Before you invest in our common stock, you should be aware of the risks
described below which constitute material risks to potential investors. You
should consider carefully these risk factors together with all of the other
information included in this prospectus before vyou decide to invest in our
common stock. If any of the following risks actually occurs, our business,
financial <condition and results of operations could suffer, in which case the
trading price of our common stock could decline. No investment should be made by
any person who is not in a position to lose the entire amount of his investment.

Special Note Regarding Forward-Looking Statements

Some of the information in this prospectus may contain forward-looking
statements. Such statements can be identified Dby the use of forward-looking
terminology such as "may," "will," "expect, " "anticipate," "estimate, "
"continue" or other similar words. These statements discuss future expectations,
contain ©projections of results of operations or of financial condition or state
other "forward-looking" information. When considering such forward-looking
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statements, vyou should keep in mind the risk factors and other cautionary
statements in this Prospectus. The risk factors noted in this section and other
factors noted throughout this prospectus, including certain risks and
uncertainties, could cause our actual results to differ materially from those

contained in any forward-looking statement.

Our auditors have expressed substantial doubt about our ability to continue as a
going concern.

Due to our significant recurring losses and our inability to generate
sufficient cash flows from operations to satisfy our liabilities and sustain
operations, our auditors have expressed substantial doubt about our ability to
continue as a going concern. Although we have had success in raising working
capital from the sale of our common stock in the past, the going concern
language in our auditors' report could negatively affect our ability to raise
such funds in the future. Some investors are unwilling to invest with companies
that have going concern language in the auditors' report and others demand
substantial discounts from the market ©price. Unless we are able to raise
additional working capital through the sale of our common stock, we will not be
able to continue the development of our products nor will we be able to pay our
existing current liabilities, which could result in protection under bankruptcy
laws. Under certain conditions, including but not limited to having judgments
rendered against us in a court of law, a group of creditors could force us into
bankruptcy due to our inability to pay the 1liabilities arising out of such
judgments. At this time, we are unable to assess the likelihood that we would
seek bankruptcy protection in the near future. There can be no assurance that we
will be successful in raising working capital from the sale of our common stock.

We have limited working capital, have accumulated significant losses, and expect
our losses to continue.

As of December 31, 2002, we had limited working capital of $1,506,000.
As of September 30, 2003, our working capital was $602,000. Our accumulated
deficit was $42,501,000 as of December 31, 2001, $53,656,000 as of December 31,
2002, and $55,962,000 as of September 30,2003. Our net loss was $10,143,000 for
the fiscal year ended December 31, 2001, $11,155,000 for the fiscal year ended
December 31, 2002, and $2,305,000 for the nine months ended September 30, 2003.
Such losses have resulted principally from costs incurred in connection with

research and development, including clinical trials, of the laser surgery
system. Medical products were not sold by us until late 1992. Our ability to
become profitable largely depends on successfully developing clinical

applications and obtain regulatory approvals for our laser surgery products,
including the Photon(TM) laser system, and to effectively market such products.
The problems and expenses frequently encountered in developing new products and
the competitive industry in which we operate will impact whether we are
successful. We may never achieve profitability. Furthermore, we may encounter
substantial delays and unexpected expenses related to research, development,
production, marketing, regulatory matters or other unforeseen difficulties.

Because our securities trade on the OTC Bulletin Board, your ability to sell
your shares in the secondary market may be limited.

Since June 26, 2003, our shares have traded on the OTC Bulletin Board.
As a result, it may be more difficult for an investor to dispose of our
securities, or to obtain accurate quotations on their market value. Furthermore,
the prices for our securities may be lower than might otherwise be obtained. On
October 8, 2002, we received a notice from Nasdaqg's Listing Qualifications staff
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that for the previous 30 consecutive trading days, the price of our common stock
closed below the minimum $1.00 per share requirement for continued inclusion on
Nasdag. The notice further provided that if at anytime before April 7, 2003, the
bid price of our common stock closed at $1.00 or more for a minimum of 10
consecutive trading days, we would be notified by the staff that we comply with
such rule.

On April 15, 2003, we received notice of a determination by Nasdaqg's
Listing Qualifications staff that we failed to comply with the minimum bid price
rules for continued 1listing set forth in Nasdag's rules. Specifically, the
notice stated that we have not regained compliance with the minimum $1.00
closing bid price per share requirement (noting that pursuant to the October 8,
2002, notice from the Nasdaq Listing Qualifications staff, we were provided 180
calendar days, or until April 7, 2003, to regain compliance with this
requirement) and we do not qualify with the $5,000,000 shareholders equity,
$50,000,000 market value of listed securities or $750,000 net income from
continuing operations requirement for an additional 180 calendar day compliance
period to comply with Nasdaqg's rules. The April 15, 2003, notice further stated
that as of December 31, 2002, we reported stockholders' equity of $2,847,000 and
net losses from continuing operations of approximately $11,155,000, and as of
April 14, 2003, the market wvalue of our listed securities was $4,208,108.
Accordingly, our common stock would be delisted from the Nasdag SmallCap Market
at the opening of business on April 24, 2003. Separately, Nasdag informed us
that listing fees of $22,500 and $18,000 under Rule 4310(c) (13) are owed to the
Nasdag SmallCap Market.

We requested an oral hearing Dbefore a Nasdag Listing Qualifications
Panel to review the staff's determination. The request automatically stayed the
delisting of our common stock. On April 23, 2003, we received formal notice from
Nasdag that a hearing to consider our appeal would be held on May 29, 2003. On
May 29, 2003, Dr. Jeffrey F. Poore, our President and Chief Executive Officer;
Randall A. Mackey, our Chairman of the Board; and Dr. David M. Silver, a
director of the company, attended an oral hearing before a Nasdag Listing
Qualifications Panel in Washington, D.C. At the hearing Dr. Poore presented to
the panel a definitive plan both for regaining compliance with the particular
deficiencies cited in the April 15, 2003, 1letter from the Nasdag Listing
Qualifications staff and sustaining long term compliance with the Nasdag
Marketplace Rules, including all applicable maintenance criteria. On June 24,
2003 we received notification from the Nasdaqg Listing Qualifications Panel that
we were to be delisted from the Nasdag Stock Market effective June 26, 2003. Our
securities trade on the OTC Bulletin Board effective June 26, 2003. Because our
securities are delisted from the Nasdag SmallCap Market and now trade on the OTC
Bulletin Board, additional sales requirements on broker-dealers will adversely
effect the ability of purchasers to sell our securities and the trading price of
our securities could decline.

Moreover, Dbecause our securities currently trade on the OTC Bulletin
Board, they are subject to the rules promulgated under the Securities Exchange
Act of 1934, as amended, which impose additional sales practice requirements on
broker-dealers that sell securities governed by these rules to persons other

than established customers and "accredited investors" (generally, individuals
with a net worth in excess of $1,000,000 or annual individual income exceeding
$200,000 or $300,000 Jjointly with their spouses). For such transactions, the

broker-dealer must determine whether persons that are not established customers
or accredited investors qualify under the rule for purchasing such securities
and must receive that person's written consent to the transaction prior to sale.
Consequently, these rules may adversely effect the ability of purchasers to sell
our securities and otherwise affect the trading market in our securities.
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Because our shares may be deemed "penny stocks," you may have difficulty selling
them in the secondary trading market.

The Commission has adopted regulations which generally define a "penny
stock" to be any non-Nasdag equity security that has a market price (as therein
defined) less than $5.00 per share or with an exercise price of less than $5.00
per share, subject to certain exceptions. For any transactions by broker-dealers

involving a penny stock (unless exempt), rules promulgated under the Securities
Exchange Act of 1934 require delivery, prior to a transaction in a penny stock,
of a risk disclosure document relating to the penny stock market. Disclosure is

also required to be made about compensation payable to both the Dbroker-dealer
and the registered representative and current quotations for the securities.
Furthermore, monthly statements are required to be sent disclosing recent price
information for the penny stocks.

We are offering our shares on a best efforts Dbasis and there is no guarantee
that we will sell the maximum shares offered.

No underwriter has been retained to purchase the shares offered in

connection with this prospectus. There can be no assurance that all of the
shares offered will be sold and that we will receive all of the estimated net
proceeds generated from such a sale of all of the common stock. If all of the

10,000,000 shares we are offering are not sold, we may be unable to fund all of
the intended uses for the net proceeds anticipated from this offering without
obtaining funds from alternative sources. Alternative sources of funds may not
be available to us at a reasonable cost.

If the litigants in the class action lawsuits succeed on any of their claims and
we are denied coverage for the lawsuits wunder our Directors and Officers
Liability and Company Insurance Policy, it could adversely affect our financial
condition and operations, and we would be forced to seek bankruptcy protection.

On May 14, 2003, a complaint was filed in the United States District
Court, District of Utah, captioned Richard Meyer, individually and on behalf of
all others similarly suited v. Paradigm Medical Industries, Inc., Thomas Motter,
Mark Miehle and John Hemmer, Case No. 2:03 CV00448TC. The complaint also
indicates that it is a "Class Action Complaint for Violations of Federal
Securities Law and Plaintiffs Demand a Trial by Jury." We have retained legal
counsel to review the complaint, which appears to be focused on alleged false
and misleading statements pertaining to the Blood Flow Analyzer(TM) and
concerning a purchase order from Valdespino Associates Enterprises and Westland
Financial Corporation.

More specifically, the complaint alleges that we falsely stated in our
Securities and Exchange Commission filings and press releases that we had
received authorization to use an insurance reimbursement CPT code from the CPT
Code Research and Development Division of the American Medical Association in

connection with the Blood Flow Analyzer (TM), adding that the CPT code provides
for a reimbursement to doctors of $57.00 per patient for use of the Blood Flow
Analyzer (TM). The complaint also alleges that on July 11, 2002, we issued a

press release falsely announcing that we had received a purchase order from
Valdespino Associates Enterprises and Westland Financial Corporation for 200
sets of our entire portfolio of products, with $70 million in systems to be
delivered over a two-year period, then another $35 million of orders to be
completed in the third year. As a result of these statements, the complaint
contends that the price of our shares of common stock was artificially inflated
during the period from April 25, 2001 through May 14, 2003, and the persons who
purchased our common shares during that period suffered substantial damages. The
complaint requests judgment for unspecified damages, together with interest and
attorney's fees.

We dispute having issued false and misleading statements concerning the

10
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Blood Flow Analyzer(TM) and a purchase order from Valdespino Associates
Enterprises and Westland Financial Corporation. On April 25, 2001, we issued a
press release that stated we had received authorization to use common procedure
terminology or CPT code number 92120 for our Blood Flow Analyzer (TM). This press
release was based on a letter we received from the CPT Editorial Research and
Development Department of the American Medical Association authorizing use of
common procedure terminology or CPT code number 92120 for our Blood Flow
Analyzer (TM), for reimbursement purposes for doctors using the device.

Currently, there is reimbursement by insurance payors to doctors using
the Blood Flow Analyzer (TM) in 22 states and partial reimbursement in four other
states. The amount of reimbursement to doctors using the Blood Flow Analyzer (TM)
generally ranges from $56.00 to $76.00 per patient, depending upon the insurance
payor. Insurance payors providing reimbursement for the Blood Flow Analyzer (TM)
have the discretion to increase or reduce the amount of reimbursement. We are
endeavoring to obtain reimbursement by insurance payors in other states where
there is currently no reimbursement being made. We believe we have continued to
correctly represent in our Securities and Exchange Commission filings that we
have received authorization from the CPT Editorial Research and Development
Department of the American Medical Association to use CPT code number 92120 for
our Blood Flow Analyzer (TM), for reimbursement purposes for doctors using the
device.

On July 11, 2002, we issued a press release that stated we received a
purchase order from Valdespino Associates Enterprises and Westland Financial
Corporation for 200 complete sets of our entire product portfolio of diagnostic
and surgical equipment for Mexican ophthalmic practitioners, to be followed by a
second order of 100 sets of equipment. The press release was based on a purchase
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order dated July 10, 2002 that we entered into with Westland Financial
Corporation for the sale of 200 complete sets of our surgical and diagnostic
equipment to Mexican ophthalmic ©practitioners. The press release also stated
that the initial order was for $70 million of our equipment to be filled over a
two-year period followed by the second order of $35 million in equipment to be
completed in the third year. The press release further stated that delivery
would be made in traunches of 25 complete sets of our equipment, beginning in 30
days from the date of the purchase order.

On September 13, 2002, the board of directors issued a press release
updating the status of our product sales to the Mexican ophthalmic
practitioners. In that press release the board stated that we had been in
discussions for the prior nine months with Westland Financial Corporation, aimed
at supplying our medical device products to the Mexican market. In the past, we
have had a business relationship with Westland Financial. Upon investigation,
the board of directors had determined that the purchase order referenced in the
July 11, 2002 press release was not of such a nature as to be enforceable for
the purpose of sales or revenue recognition. In addition, we had not sent any
shipment of medical products to Mexican ophthalmic practitioners nor received
payment for those products pursuant to those discussions. The September 13, 2002
press release also stated that discussions were continuing with Westland
Financial Corporation regarding sales and marketing activities for our medical
device products in Mexico, but we could not, at the time, predict or provide any
assurance that any transactions would result.

On June 2, 2003, a complaint was filed in the United States District
Court captioned Michael Marrone v. Paradigm Medical 1Industries, Inc., Thomas
Motter, Mark Miehle and John Hemmer, Case No. 2:03 CV00513 PGC. On or about June
11, 2003, a complaint was filed in the same United States District Court
captioned Milian v. Paradigm Medical Industries, Inc., Thomas Motter, Mark
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Miehle and John Hemmer, Case No. 2:03 CV00617PGC. Both complaints seek class
action status. These <cases are substantially similar in nature to the Meyer
case, 1including the contention that as a result of allegedly false statements
regarding the Blood Flow Analyzer (TM) and the purchase order from Valdespino
Associates Enterprises and Westland Financial Corporation, the price of our
common stock was artificially inflated and the persons who purchased our common
shares during the class period suffered substantial damages. The cases request
judgment for unspecified damages, together with interest and attorneys' fees.
These cases have now been consolidated with the Meyer case into a single action.
We believe the consolidated cases are without merit and intend to vigorously
defend and protect our interests in the said cases.

We were 1issued a Directors and Officers Liability and Company
Reimbursement Policy by United States Fire Insurance Company for the period from
July 10, 2002 to July 10, 2003 that contains a $5,000,000 1limit of 1liability,
which is excess of a $250,000 retention. The officers and directors named in the
consolidated cases have requested coverage under the policy. U.S. Fire is
currently investigating whether it may have a right to deny coverage for the
consolidated cases based upon policy terms, conditions and exclusions or to
rescind the policy based upon misrepresentations contained in our application
for insurance.

We have not paid any amounts toward satisfaction of any part of the
$250,000 retention that is applicable to the consolidated cases. We have advised
U.S. Fire that we cannot pay the $250,000 retention due to our current financial
circumstances. As a consequence, on January 8, 2004, we entered into a
non-waiver agreement with U.S. Fire in which U.S. Fire agreed to fund and
advance our retention obligation in consideration for which we have agreed to
reimburse U.S. Fire the sum of $5,000 a month, for a period of six months, with
the first of such payments due on February 15, 2004. Thereafter, commencing on
August 15, 2004, we are currently required to reimburse U.S. Fire the sum of
$10, 000 per month until the entire amount of $250,000 has been reimbursed to
U.S. Fire.

In the event U.S. Fire determines that we or the former officers and
directors named in the consolidated cases are not entitled to coverage under the
policy, or that it is entitled to rescind the policy, or should we be declared
in default under the non-waiver agreement, then we agree to pay U.S. Fire, on
demand, the full amount of all costs advanced by U.S. Fire, except for those
amounts that we may have reimbursed to U.S. Fire pursuant to the monthly
payments due under the non-waiver agreement.

We will be in default under the non-waiver agreement if we fail to make
any payment due to U.S. Fire thereunder when such payment is due, or institute
proceedings to be adjudicated as bankrupt or insolvent. U.S. Fire's obligation
to advance defense costs under the agreement will terminate in the event that
the $5,000,000 policy 1limit of liability is exhausted. If U.S. Fire denies
coverage for the consolidated cases under the policy and we are not successful
in defending and protecting our interests in the cases, resulting in a judgment
against us for substantial damages, we would not be able to pay such liability
and, as a result, would be forced to seek bankruptcy protection.

On July 10, 2003, an action was filed in the United States District
Court, District of Utah, by Innovative Optics, Inc. and Barton Dietrich
Investments, L.P. Defendants include us, Thomas Motter, Mark Miehle and John
Hemmer, former officers of the company. The complaint claims that Innovative and
Barton entered into an asset purchase agreement with us on January 31, 2002, in
which we agreed to purchase all the assets of 1Innovative in consideration for
the issuance of 1,310,000 shares of the Company's common stock to Innovative.
The complaint claims we breached the asset purchase agreement. The complaint
also claims that we allegedly made false and misleading statements pertaining to
the Blood Flow Analyzer (TM) and concerning a purchase order from Valdespino
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8
Associates Enterprises and Westland Financial Corporation. The purpose of these
statements, according to the complaint, was to induce Innovative to sell its

assets and purchase the shares of our common stock at artificially inflated
prices while simultaneously deceiving Innovative and Barton into believing that
the Company's shares were worth more than they actually were. The complaint
contends that had Innovative and Barton known the truth, the complaint contends,
they would not have sold Innovative to us, would not have purchased our stock

for the assets of 1Innovative, or would not have purchased the stock at the
inflated prices that were paid. The complaint further contends that as a result
of the allegedly false statements, Innovative and Barton suffered substantial

damages in an amount to be proven at trial.

The complaint also claims that 491,250 of the shares to be issued to
Innovative in the asset purchase transaction were not issued on a timely basis
and we also did not file a registration statement with the Securities and
Exchange Commission within five months of the closing date of the asset purchase
transaction. As a result, the complaint alleges that the value of the shares of
our common stock issued to Innovative in the transaction declined, and
Innovative and Barton suffered damages in an amount to be proven at trial. We
filed an answer to the complaint and also filed counterclaims against Innovative
and Barton for breach of contract. We believe the complaint is without merit and
intend to vigorously defend and protect our interests in the action. If we are
not successful in defending and protecting our interests in this action,
resulting in a judgment against us for substantial damages, and U.S. Fire denies
coverage in the litigation under the Directors and Officers Liability and
Company Reimbursement Policy, we would not be able to pay such liability and, as
a result, would be forced to seek bankruptcy protection.

On October 14, 2003, an action was filed in the Third Judicial District
Court, Salt Lake County, State of Utah, captioned Albert Kinzinger, Jr.,
individually and on behalf of all others similarly situated vs. Paradigm Medical
Industries, Inc., Thomas Motter, Mark Miehle, Randall A. Mackey, and John
Hemmer, Case No. 030922608. The complaint also indicates that it is a "Class
Action Complaint for Violations of Utah Securities Laws and Plaintiffs Demand a

Trial by Jury." We have retained 1legal counsel to review the complaint, which
appears to be focused on alleged false or misleading statements pertaining to
the Blood Flow Analyzer (TM). More specifically, the complaint alleges that we

falsely stated in Securities and Exchange Commission filings and press releases
that we had received authorization to use an insurance reimbursement CPT code
from the CPT Code Research and Development Division of the American Medical
Association in connection with the Blood Flow Analyzer (TM), adding that the CPT
code provides for a reimbursement to doctors of $57.00 per patient for the Blood
Flow Analyzer (TM) .

The purpose of these statements, according to the complaint, was to
induce investors to purchase shares of our Series E preferred stock in a private
placement transaction at artificially inflated prices. The complaint contends

that as a result of these statements, the investors that purchased shares of our
Series E preferred stock in the private offering suffered substantial damages to
be proven at trial. The complaint also alleges that we sold Series E preferred
shares without registering the sale of such shares or obtaining an exemption
from registration. The complaint requests rescission, compensatory damages and
treble damages, including interest and attorneys' fees. We filed an answer to
the complaint. We believe the complaint 1is without merit and intend to
vigorously defend our interests in the action. If we are not successful in
defending and protecting our interests in the action, resulting in a judgment
against us for substantial damages, and U.S. Fire denies coverage 1in the
litigation under the Directors and Officers Liability and Company Reimbursement
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Policy, we would not be able to pay such liability and, as a result, would be
forced to seek bankruptcy protection.

If the litigants in other lawsuits and threatened lawsuits succeed on any of
their claims, it could adversely affect our financial condition and operations,
and we would be forced to seek bankruptcy protection.

We received a demand letter dated December 30, 2002 from counsel for
Thomas F. Motter, our former Chairman and Chief Executive Officer. Mr. Motter
claims in the letter that he was entitled to certain stock options that had not
been issued to him in a timely manner. By the time the options were actually
issued to him, however, they had expired. Mr. Motter contends that if the
options had been issued in a timely manner, he would have exercised them in a
manner that would have given him a substantial benefit. Mr. Motter requests
restitution for the loss of the financial opportunity. Mr. Motter also claims
that he was defrauded by us by not being given an extended employment agreement
when he terminated the change of control agreement that he had entered into with
us.

Mr. Motter is further claiming payment for accrued vacation time during
the 13 years he had been employed by the Company, asserting that he only had a
total of four weeks of wvacation during that period. Finally, Mr. Motter is
threatening a shareholder derivative action against us because of the board of
directors' alleged failure to conduct an investigation 1into conversations that
took place in a chat room on Yahoo. Mr. Motter asserts that certain individuals
participating in the conversations were our officers or directors whose
interests were in conflict with the interest of the shareholders. We believe
that Mr. Motter's claims and assertions are without merit and intend to
vigorously defend against any legal action that Mr. Motter may bring.

An action was filed on June 20, 2003, 1in the Third Judicial District
Court, Salt Lake County, State of Utah (Civil No. 030914195) by CitiCorp Vendor
F