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FORWARD-LOOKING STATEMENTS

When used in this Quarterly Report on Form 10-@, words “may”, “will”", “should”, “expect”, “believe ", “anticipate” ,

“continue”, “estimate”, “project”, “intend” and similar expressions are intended to identify forwdodking statements with
the meaning of Section 27A of the Securities AdtSattion 21E of the Exchange Act regarding eventglitions and financie
trends that may affect Milestorsefuture plans of operations, business strategsulte of operations and financial conditic
Milestone wishes to ensure that such statementsaecempanied by meaningful cautionary statementsuaunt to the saf
harbor established in the Private Securities Litiga Reform Act of 1995. Prospective investors eagtioned that an
forward-looking statements are not guarantees of futuréoperance and are subject to risks and uncertaindied the actua
results may differ materially from those includedhin the forwardlooking statements as a result of various fact@sch
forward-looking statements should, therefore, be considierdight of various important factors, includingdse set forth herei
and others set forth from time to time in Milest@neports and registration statements filed wite Becurities and Exchan
Commission (the “Commission”). Milestone disclaiamgy intent or obligation to update such forward#ow statements.
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MILESTONE SCIENTIFIC INC.
CONDENSED BALANCE SHEETS

March 31, 201 December 31, 20(

(Unaudited)
ASSETS
Current Assets
Cash and cash equivalel $ 1,218,02 $ 1,029,12!
Accounts receivable, net of allowance for doubéfetounts of $5,00 931,21¢ 1,063,74.
Inventories 965,34: 804,73t
Advances to contract manufacturer, curi 733,18: 151,99!
Prepaid expenses and other current a: 496,24( 254,50:
Total current asse 4,344,00 3,304,10:
Advances to contract manufacturer, non cur 326,02( 311,23(
Investment in distributor, at cc 76,31¢ 76,31¢
Furniture, Fixtures & Equipment net of accumuladegreciation of $414,280 as of
March 31, 2010 and $395,630 as of December 31, 78,54¢ 77,35
Patents, net of accumulated amortization of $231&50f March 31, 2010 and $211,539
as of December 31, 20! 966,60( 947,31!
Other asset 116,30! 133,67
Total asset $ 5,907,80 $ 4,849,99.
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts payabl $ 1,951,67: $ 1,154,01
Accrued interes— 6% note, currer 92,00( $ —
Accrued expenses and other pay: 363,33 524,01
Total current liabilities 2,407,011 1,678,03
Long-term Liabilities:
Accrued Interes— 6% note, non currel 61,57 92,00(
Accrued Interes— 12% note, non currel 76,43 —
Notes Payab-net of discount of $10,458 and $11,157, respegti 439,54. 438,84.
Total lon¢-term liabilities 577,544 530,84
Commitments and Contingenci
Stockholder Equity
Common stock, par value $.001; authorized 50,0@0sb@res; 14,811,807 shares
issued 692,498 shares to be issued and 14,77&drdssoutstanding as of
March 31, 2010; 14,781,296 shares issued, 692 [4&&s to be issued, and
14,747,962 shares outstanding as of December 89, 15,50: 15,47:
Additional paic-in capital 62,498,78 62,300,61
Accumulated defici (58,679,53) (58,763,45)
Treasury stock, at cost, 33,333 she (911,516 (911,516
Total stockholder equity 2,923,24. 2,641,12.
Total liabilities and stockholde’ equity $ 5907,80 $ 4,849,99

See Notes to Condensed Financial Statements
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MILESTONE SCIENTIFIC INC.
CONDENSED STATEMENTS OF OPERATIONS

(Unaudited)
Three Months Ended March .
2010 2009
Product sales, n $ 2,562,57 $ 2,204,81!
Cost of products sol 900,71: 916,55(
Gross profi 1,661,86! 1,288,26!
Selling, general and administrative exper 1,541,70: 1,728,81!
Research and development exper 88,46¢ 67,62:
Total operating expens 1,630,16 1,796,43
Income (loss) from operatiol 31,70( (508,16%)
Other income (expens
Other income 61,91¢ —
Interest expens (9,349 (47,407
Amortization of debt issuanc (699) (7,87%)
Interest incom 34¢ 1,80/
Total other income (expense 52,22 (53,479
Net income (loss) applicable to common stockhol $ 83,92: $ (561,64)
Net income (loss) per share applicable to commaocksiblders—
Basic $ 0.01 $ (0.0%)
Diluted $ 0.01 $ (0.0%)
Weighted average shares outstanding and to bedi—
Basic 13,875,27 12,458,11
Diluted 14,320,82 12,458,11

See Notes to Condensed Financial Statements
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MILESTONE SCIENTIFIC INC.
CONDENSED STATEMENTS OF CHANGES IN STOCKHOLDERS’ BQ@Y
THREE MONTHS ENDED MARCH 31, 2010

(Unaudited)
Additional
Common Stocl Paic-in Accumulate: Treasury
Shares Amount Capital Deficit Stock Total
Balance, January 1, 20. 15,473,79  $ 1547. $62,300,61  $(58,763,45) $(911,51¢( $2,641,12.
Options issued to employees i
consultants 147,69¢ 147,69¢
Common stock issued for
payment of consulting
services to settle accounts
payable 26,457 26 42,974 43,00(
Common stock issued for
payment of employee
compensatiol 4,054 4 7,49¢ 7,50(
Net income 83,92: 83,92:
Balance, March 31, 201 15,504,30 $ 15,50: $62,498,78 $(58,679,53) $(911,51¢) $2,923,24.

See Notes to Condensed Financial Statements
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MILESTONE SCIENTIFIC INC.

CONDENSED STATEMENTS OF CASH FLOWS (Unaudited)

Cash flows from operating activitie
Net income (loss

Adjustments to reconcile net income (loss) to meshcprovided by (used in)

operating activities
Depreciation expens
Amortization of patent
Amortization of debt discour

Common stock and options issued for compensatmmgudting and vendor

services
Changes in operating assets and liabilit
Decrease (Increase) in accounts receiv
(Increase) Decrease in inventor
(Increase) Decrease to advances to contract mantda
(Increase) to prepaid expenses and other currsats
Decrease in other assi
Increase in accounts payal
(Decrease) in accrued expen
Net cash provided by (used in) operating activi
Cash flows from investing activitie
Purchases of property and equipm
Payment for patents righ

Net cash used in investing activiti

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT
Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

Supplemental disclosure of cash flow informati
Income taxes pai

Interest paic
Shares issued to employees in lieu of cash compen:
Shares issued to settle accounts pay

See Notes to Condensed Financial Statements

THREE MONTHS ENDED MARCH 3:

2010

$ 83,92:

18,65!
20,41(
69¢

124,71t

132,52
(160,60%)
(595,97
(168,25¢)

17,36¢

797,66

(22,679

248,43

(19,844
(39,69)
(59,53

188,89t
1,029,12!
1,218,02

&

4,14¢
24,00(
7,50(
43,00(

& ||| s ||~

2009

$ (561,64

15,50:
18,28:
7,87¢

220,99:

(172,78)
72,22¢
125,16(
(10,920

248,62
(163,56
(200,25)

(30,137)
(12,60)
(42,740

(242,99)

743,66!
§ 50066

3,59

125,32:
42,00(

& || |8 ||~
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MILESTONE SCIENTIFIC INC.

NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED)

ORGANIZATION, BUSINESS AND BASIS OF PRESENTATION

Milestone Scientific Inc. (“Milestone” or the “Corapy”) was incorporated in the State of Delaware in Aud989. Th
Company leased additional office space in June 20@Pmoved its headquarters to 45 KnightsbridgedRo&iscataway, Ne
Jersey.

The unaudited financial statements of Milestonechaeren prepared in accordance with accountingipl&@sgenerally accept
in the United States of America for interim finaaicinformation. Accordingly, they do not includd af the information an
footnotes required by accounting principles gemgradcepted in the United States of America for ptate financial statemen

These unaudited financial statements should be ireadnjunction with the financial statements amdes thereto for the ye
ended December 31, 2009 included in Milestone’susahiReport on Form 10-K.

In the opinion of Milestone, the accompanying untadfinancial statements contain all adjustmetngisting of norm:
recurring entries) necessary to fairly present Mdees financial position as of March 31, 2010 and Deoen81, 2009 and t
results of its operations for the three months dridarch 31, 2010 and 2009.

The results reported for the three months endediMat, 2010 are not necessarily indicative of gsults of operations whi
may be expected for a full year.

The Company had positive cash flows from operafiatyities at March 31, 2010 of $248,437 and a tiegaash flow fror
operating activities at March 31, 2009 of $200,25t/March 31, 2010, the Company had cash and cgisivaents and workir
capital of $1,218,027 and $1,936,993, respectivEhe Company borrowed $450,000 in 2008 from a $twdder, with a du
date of January 2009. This additional borrowing vedmanced at December 31, 2008 and the due dateewtended to June

2012. The Company is continuing the pursuit of pasicash flows from operating activities through iacrease in reven
based upon managementissessment of present contracts and currentizigot and reductions in operating expenses
Company may require the need for a higher levehafketing and sales efforts that at present it gafumd. If the Company
unable to continue positive cash flows from itsragiag activities it will need to raise additioredpital. There is no assura
that the Company will be able to achieve positiperating cash flows or that traditional capital dsnraised on terms &
conditions satisfactory to the Company, if at Hlpositive cash flow cannot continue to be achieee if additional capital

required and it cannot be raised, then the Compeoyld be forced to curtail its development actesti reduce marketi
expenses for existing dental products or adoptratbst saving measures, any of which might negigtiatfect the Companyg
operating results.

’

The Companys historical losses raises substantial doubt alteubility to continue as a going concern. Theoagganyin
financial statements do not include any adjustmérasmight result from the outcome of this undetia

NOTE 1 — SUMMARY OF ACCOUNTING POLICIES
Cash and Cash Equivalents

Milestone considers all highly liquid investmentgghased with a maturity of three months or ledset@ash equivalents.
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Inventories

Inventories principally consist of finished goodsdacomponent parts stated at the lower of cost{iir, first-out method) ¢
market. Inventory quantities on hand are reviewedaoguarterly basis and a provision for excess @sblete inventory
recorded, if required, based on past and expeatadsfsales.

Patents

Patents are recorded at actual cost to preparefilenthe applicable documents with the United StaRatent Office, «
internationally with the applicable governmentaliae in the respective country. Although certairtgoais have not yet be
approved, the costs related to these patents arg bmortized using the straiglite method over the estimated useful lifi
the patent. If the applicable patent applicationlisnately rejected, the remaining unamortizecahae will be expensed in 1
period in which the Company receives a notice athstejection. Patent applications filed and patefitained in foreig
countries are subject to the laws and procedumaddiffer from those in the United States. Pateotqztion in foreign countri
may be different from patent protection under UthiBtates laws and may not be favorable to the Coypehe Company al:
attempts to protect our proprietary informationothgh the use of confidentiality agreements andiljtihg access to ol
facilities. There can be no assurance that ourrpro@f patents, confidentiality agreements andimtstl access to our faciliti
will be sufficient to protect our proprietary tediogy.

Revenue Recognition

Revenue from product sales is recognized net aodists and allowances to our domestic distributorshe date of arrival
the goods at the customegidocation as shipments are FOB destination. Shipgn® our international distributors are FOB
warehouse and revenue is therefore recognizedipmsht. In both cases, the price to the buyexisdiand the collectability
reasonably assured. Further, we have no obligatiothese sales for any post sale installationupetr maintenance, the
being the responsibility of the buyer. Customereptance is considered made at delivery. Our onligation after sale is tt
normal commercial warranty against manufacturinfgcts if the alleged defective unit is returnedhiitthe warranty period.

Use of Estimates

The preparation of financial statements in conftymvith accounting principles generally acceptedttie United States
America requires management to make estimates ssuimtions in determining the reported amountsseéts and liabilitie
and disclosure of contingent assets and liabilidiethe date of the financial statements and redaaimounts of revenues
expenses during the reporting period. The mostifgignt estimates relate to the allowance for dawbaccounts, invento
valuation, cash flow assumptions regarding evadmaftor impairment of londived assets and valuation allowances on def
tax assets. Actual results could differ from thesgmates.

Fair Value Measuremen: We follow the provisions of ASC 8268air Value Measurements and Disclosurekated to financi:
assets and liabilities that are being measuredempatited on a fair value basis. Fair value is theepthat would be received
sell an asset or paid to transfer a liability inauderly transaction between market participantthi principal market at t
measurement date (exit price). We are requiredbisify fair value measurements in one of the foitg categories:

Level 1 inputs which are defined as quoted priaggadjusted) in active markets for identical assetdiabilities that th
reporting entity has the ability to access at tleasurement date.

Level 2 inputs which are defined as inputs othantfjuoted prices included within Level 1 that dosesvable for the assets
liabilities, either directly or indirectly.

Level 3 inputs are defined as unobservable inpartshe assets or liabilities.
Financial assets and liabilities are classifiedebdasn the lowest level of input that is significamtthe fair value measureme

Our assessment of the significance of a particmlnt to the fair value measurement requires judgmand may effect tl
valuation of the fair value of assets and liakabtand their placement within the fair value higngirlevels.
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The carrying amounts reported in the consolidatathrite sheet for cash, accounts receivable, adsateecontrac
manufacturer, accounts payable and accrued expappesximate fair value based on the maturity eS¢hinstruments.

Recent Accounting Pronouncements

FASB ASC Topic 860 — ‘Accounting for Transfers of Financial Ass€8-AS 166) — an amendment of FASB No. 14@is
issued in June 2009. The purpose of this Statemastto address practices that developed subsetputre issuance of SFA
No. 140, that were not consistent with the interkey requirements of that Statement. This Statémmaist be applied as of tl
beginning of each entitg’first annual reporting period that begins aftevémber 15, 2009. This Statement does not curr
impact the financial statements of the Company.

In the first quarter of 2010, the FASB issued Adtiing Standards Updates (ASU) 2010-6jr Value Measurements al
Disclosures: Improving Disclosures about Fair VaMeasurement(ASU 2010-06). ASU 20106 amends FASB ASC Top
820, Fair Value Measurements and Disclosureand requires reporting entities to make new dgales about recurring
nonrecurring fair-value measurements. ASU 2010466 alarifies existing fairalue measurement disclosure guidance a
the level of disaggregation, inputs and valuatechhiques. Except for the detailed Level 3 rollfardvdisclosures, we adopt
the provisions of ASU 20106 in the first quarter of 2010. This adoption dimt affect our financial statements. We will ad
the provisions of ASU 20106 related to the new Level 3 rollforward disclasiin the first quarter of 2011. This adoptior
2011 will not affect our financial statements.

In the first quarter of 2010, the FASB issued ASQLQ-09, Subsequent Events: Amendments to Certain Recayratid
Disclosure Requiremen(ASU 2010-09). ASU 2010-09 amends ASC 8Skbsequent Eventso that SEC filers are no long
required to disclose the date through which subseigavents have been evaluated in financial statesm&/e adopted tr
provisions of ASU 2010-09 in the first quarter &f1®. This adoption did not affect our financialtstaents.

NOTE — 2 BASIC AND DILUTED NET INCOME (LOSS) PER CO MMON SHARE

Milestone presents “basic” and “fully dilute@arnings (loss) per common share applicable to aamstockholders, and,
applicable, “diluted”earnings (loss) per common share applicable to acamsiockholders pursuant to the provisions of F/
ASC Topic 260. Basic earnings (loss) per commonesig calculated by dividing net income or loss laable to commol
stockholders by the weighted average number of comishares outstanding and to be issued during padbd. The
calculation of diluted earnings per common shareiisilar to that of basic earnings per common shaxeept that th
denominator is increased to include the numbeidditnal common shares that would have been oudsig if all potentially
dilutive common shares, such as those issuable thygoexercise of stock options and warrants wegeid during the period.

Since Milestone had net losses for the three moartided March 31, 2009, the assumed effects ofxbecise of outstandin
stock options and warrants were not included incleulation as their effect would have been diititive. Such outstandin
options and warrants totaled 1,454,666 at Marct28@9.

NOTE — 3 STOCK OPTION PLANS

FASB ASC Topic 505, ‘Share-Based Paymenttequires all sharbased payments to employees, including grants pf@me
stock options, to be recognized in the statemehtgperations over the service period, as an opeyakpense, based on !
grant-date fair values.

10
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A summary of option activity for employees undeg fflans as of March 31, 2010, and changes durimghtiee months endt
is presented below:

Weighted

Weighted Average Aggregate

Number Averaged Remaining Intrinsic

of Exercise Contractual Options

Options Price Life (Years) Value
Outstanding, January 1, 20 1,060,14: $ 1.3¢ 3.61 $ —
Granted — — — —
Exercisec — — — —
Forfeited or expirel (60,000 3.27 — —
Outstanding, March 31, 20: 1,000,14: 1.2z 3.5¢€ 582,61
Exercisable, March 31, 20: 503,58 1.28 2.6€ 285,82

Milestone recognizes compensation expense on @tgtine basis over the requisite service periddring the three mont
ended March 31, 2010, Milestone recognized a $81p48otal compensation cost. As of March 31, 2akére was $297,530
total unrecognized compensation cost related tovested options which Milestone expects to recogizer a weighte
average period of 2.75 years. A six percent ratéodéitures is assumed in the calculation of tlenpensation cost for t
period.

Expected volatilities are based on historical ulitatof Milestone’s common stock over a period commensurate witltigatiec
term. Milestone uses historical data to estimate@opexercise and employee termination within thustion model.

A summary of option activity for noemployees under the plans as of March 31, 2010,chadges during the three mor
ended, is presented below:

Weighted

Weighted Average Aggregate

Number Averaged Remaining Intrinsic

of Exercise Contractual Options

Options Price Life (Years) Value
Outstanding, January 1, 20 414,99¢ 1.9C 2.7C —
Granted 120,00( 1.7¢ 0.9¢ —
Exercisec — — — —
Forfeited or expires — — — —
QOutstanding, March 31, 20: 534,99¢ 1.87 1.9C 255,83:
Exercisable, March 31, 20: 518,88 1.8¢ 2.04 245,19:

During the three months ended March 31, 2010, Mikes recognized $12,734 of expenses related toengieyee options th
vested during the year. The total unrecognized @msation cost related to neested options was $80,918 as of Marct
2010. A six percent rate of forfeitures is assuiindtie calculation of the compensation cost forghgod.

In March of 2010, the Company entered an agreemvéhta public relations firm to supply servicestt®e Company over
three year (cancelable) agreement. The first yéahe agreement required 120,000 options to beigeovwith immediat
exercisability. The Black Scholes calculation opagximately $80,000 was recorded as an asset ardidition to addition:
paid in capital. The entire $80,000 will be amatizo expense over the twelve month period.

In accordance with the provisions of FASB ASC 5@615, all other issuances of common stock, stockooptior other equi
instruments to noemployees as consideration for goods or servicgsivied by Milestone are accounted for based orfatin
value of the equity instruments issued (unlessfdirevalue of the consideration received can beametiably measured). T
fair value of any options or similar equity instrents issued is estimated based on the Black-Schptemnpricing model, an
the assumption that all of the options or otheritggmstruments will ultimately vest. Such fair ual is measured as of
appropriate date pursuant to the guidance, (gdpetiat earlier of the date the other party becoomamitted to provide goo
or services or the date of performance by the gihely is complete) and capitalized or expensed destone had paid ca
for the goods or services.

11
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NOTE — 4 CONCENTRATION OF CREDIT RISK

Milestone’s financial instruments that are exposed to comagohs of credit risk consist primarily of cashade accoun
receivable, and advances to contract manufactubdilestone places its cash and cash equivalenth Vgitge financie
institutions. At times, such investments may beektess of the Federal Deposit Insurance Corpordtisarance limi
Milestone has not experienced any losses in suobuats and believes it is not exposed to any saamf credit risks. Financi
instruments which potentially subject Milestonectedit risk consist principally of trade accourdgseivable, as Milestone dt
not require collateral or other security to suppoidtomer receivables, and advances to contraatfaetnrer. Milestone enter
into a purchase agreement in 2004 with a vendsupply Milestone with 5,000 units @ompuDent As part of this agreeme
Milestone has a remaining advance of approxima®éB/1,645 with the vendor for purchase of mateaalslarch 31, 2010. Tl
advance will be credited to Milestone as the goadsdelivered. Milestone does not believe thatiggmt credit risk exist
with respect to this advance to the contract mastufar at March 31, 2010.

In 2010, the Company entered into a three yeareageat to purchase materials for the 12,000 unith®fSTA System, fi
delivery to our China distributor over the sameiqmbrAs of March 31, 2010, the Company record amaase in advances
contractors of $637,558 for the parts.

Milestone closely monitors the extension of creditits customers while maintaining allowances, eécessary, for potent
credit losses. On a periodic basis, Milestone atahiits accounts receivable and establishes @maalte for doubtful accoun
based on a history of past wribéfs and collections and current credit conditiodanagement does not believe that signifi
credit risk exists with respect to accounts reddivat March 31, 2010.

NOTE — 5 LINE OF CREDIT AND NOTE PAYABLE

On June 28, 2007 the Company secured a $1 miliiom of credit from a stockholder. This borrowing svamended -
$1,300,000 as of September 30, 2008 under the sanms and conditions as the original. Three yearams exercisable
$5.00 per share, in an amount determined by digi&®®o of the amount borrowed by $5.00 will be issoa each drawdow
There is no facility fee on the line. The warranése been valued as of each draw down using thekBaholes model and ¢
reflected as a discount against the debt incurratkuthis line of credit. The $1.3 million Line Gfredit was converted in
shares of Milestone’common stock in December 2009 at a conversi@nafa$1.58 per share. A total of 822,785 shares
issued and the debt liquidated at that date. Isteye the Line of Credit of aggregated $153,573 a@sued as of March ¢
2010. This interest will be paid in equal quartgstgyments of $23,000 over the next two years. Tamg@any borrowed
additional $450,000 from the same shareholder 082The borrowing was originally on short term lagith a maturity date «
January 19, 2009. In December 2008, this borrowiag refinanced with the shareholder with a due datlune 30, 2012. T
borrowing includes a twelve percent interest ratisrest compounded quarterly, with interest andggpal due at the maturit
Further, the note has warrants exercisable foryaers at the price of $0.32 per share for 45,0@0es of stock. The warra
were valued using the Blackeholes model and are reflected as a discount stgaim debt. At March 31, 2010, the discount
$10,458.

Interest expense on this Line of Credit for the¢hmonths ended March 31, 2010 and 2009 is $9,3d$47,403, respective
Accrued interest related to this line of credit v#80,005 and $175,467 at March 31, 2010 and Mat¢l2009, respective
The charge for amortization of Debt Discount redate this Line of Credit is $699 and $7,875 for theee months end
March 31, 2010 and March 31, 2009, respectively.

NOTE — 6 STOCK ISSUANCE
During the three months ended March 31, 2010, tmgany issued 26,457 shares of common stock vatug§d3,000 to thre

parties owed in connection with public relationsl @onsulting expenses. Additionally, 4,054 shafesoonmon stock valued
$7,500 were issued for payment of employee compiensa

12
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NOTE — 7 SIGNIFICANT CUSTOMERS

Milestone had net product sales to three custoif@sgibutors) which in the aggregate accountedafmproximately 63% ai
70% of revenue for three months ended March 310201d 2009, respectively. Milestone had sales ® @nthese maji
customers (a worldwide distributor of Milestosgiroducts based in China) of $494,108 (19%) fer ttiree months end
March 31, 2009. Accounts receivable from theseetlmestomers amounted to $458,839 and $780,66 eseming 49% ar
71% of gross accounts receivable as of March 310 2ld March 31, 2009, respectively.

Milestone’s sales by product and by geographiggibreare as follows:

Three Months Ended March :

2010 2009
Instruments $ 599,88 $ 791,95
Handpiece! 1,936,30. 1,395,21.
Other 26,387 17,65¢
$ 2,562,57 $ 2,204,81
United State: $ 1,204,97. $ 1,478,49!
Canade 182,27( 141,27¢
Other Foreigr 1,175,33 585,04!
$ 2,562,57 $ 2,204,81

In June 2008, Milestone implemented a change toldtsestic distribution strategy and signed Henriie8t Inc. as a non-
exclusive distributor o§TAandCompuDensystems (and ancillary products) in North Ameritlat same month, the Compi
also signed Patterson Dental Supply as an additrmraexclusive partner to promote sales of the Gamy’s products in Nort
America. Early in the third quarter of 2008, then@mny added four more naxclusive distributors to its domestic si
network, including Benco Dental, Burkhard Dentalpe®&ze Dental and Atlanta Dental. Milestone contthue expand it
domestic distribution network in 2009, welcomingd@eDental, Darby Dental Supply, Dental Health Rias, lowa Dental at
Nashville Dental. To expand and enhance its rea¢hd dental community in Canada, the Company sitpeed no-exclusive
distribution and marketing agreements with Den@i® Mediclub, and Specialty Dental.

Milestone has also focused on expanding its gldistibution network, granting exclusive rightsrt@arket, distribute and s
its products in certain key geographic markets radotihe world. In June 2008, the Company nameddstioPty Ltd AB a
exclusive distributor of th&TA Systertand ancillary products) in South Africa, and Umté&B as its exclusive distributor
Denmark, Sweden, Norway and Iceland. In April 20@8estone awarded exclusive distribution and mérkgrights to Chin
National Medicines Corporation, d/b/a Sinopharm tfe STA Systerfand ancillary products).

As of July 1, 2009, Milestone established a dipath to its international distributoraetworks. Effectively, Milestone will st
directly to existing and new international distfitws, rather than through its previous worldwidstritbutor in South Africa. A
part of the change, Milestone agreed to pay a casion to the previous distributor, based on adhtatnational sales, over |
next six years. The commission is structured at levels: Level One is based on historical salesivma, and Level Two
determined for incremental sales volume over theeL®ne plateau. The Company evaluated this eveSeptember 2009 a
continues to monitor the agreement through the ttetethe financial statements are issued. The desiom to the previot
distributor was $138,000 for the quarter ending die81, 2010.
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NOTE — 8 COMMITMENTS AND OTHER
Contract Manufacturing Arrangement

Milestone has informal arrangements for the marufacof its products.CompuDent, STAand CompuMedunits ar
manufactured for Milestone by Tricor Systems, Iparsuant to specific purchase ordeffie Wanddisposable handpie
without a needle is manufactured for Milestone iexido pursuant to scheduled production requireméifts Wancandpiec
(with and without needles) is supplied to Milestdnea product broker that arranges for its manufacby manufacturers
China.

The termination of the manufacturing relationshiphvany of the above manufacturers could have @netadverse effect «
Milestones ability to produce and sell its products. Althbuglternate sources of supply exist and new matwiag
relationships could be established, Milestone waddd to recover its existing tools or have nevistpooduced. Establishme
of new manufacturing relationships could involvgnsiicant expense and delay. Any curtailment oelintption of the suppl
whether or not as a result of termination of suctlationship, would adversely affect Milestone.

In January 2010, the Company issued a purchase tordeicor Systems for the purchase of 12, 8JA Systents be delivere
over the next three years. The purchase order i$5@261,640. The Company will be required to mp&godic payments ov
the next eighteen months to purchase the partssageto complete this production.

Prepaid expenses and other current assets at arcP010 includes $163,705 of advanced commisseyments to ot
previous worldwide distributor in South Africa.
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ITEM 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The following discussions of our financial conditiand results of operations should be read in codjion with the financia
statements and the notes to those statements attleldewhere in this Form XD- Certain statements in this discussion
elsewhere in this report constitute forwdambking statements, within the meaning of sectidk &f the Exchange Act, tt
involve risks and uncertainties. Our actual resultsy differ materially from those anticipated inesie forwardooking
statements. Factors that could cause actual redoltdiffer materially from those expressed or iragliby forwardiooking
statements include, but are not limited to, thediexset forth under the headings “Businesarid“Risk Factors” in our Annual
Report on Form 1-K for the year ended December 31, 2009 as filech lite United States Securities and Exche
Commission (“Commission”)See also “Risk Factors” on Part Il. ITEM 1A of tiiierm 10-Q.

OVERVIEW
In 2010, Milestone will remain focused on advanaifiprts to achieve our two primary objectives;gbdeing:

e Optimizing our tactical approach to product salaed aarketing in order to materially increase peat@n of the
global dental and medical markets with our proprigt patented Computer-Controlled Local Anesth&shvery (C-
CLAD) solution, theSTA Single Tooth Anesthesia Sys( STA Syster); and

< Identifying and pursing strategic collaborationsthwthird parties to jointly develop new productslizing our
patentecCompuFlopressure force technology for novel new medicaliegtions.

STA System Award— Industry Recognition

Since its market introduction in the spring of 206 STA Systerhas received rave reviews and awards from the d
industry. In July 2007, noted industry publicatibentistry Todayfeatured theSTA Systeras one of theTop 100 Products i
2007,” helping to promote much broader recognitiérihe instrument and validating ti8TA Systems value proposition fc
dentists and patients alike. In April 200¢edical Device & Diagnostic Industmnagazine distinguished tI&TA Systeras a
2008 Medical Design Excellence Award winner in tBental Instruments, Equipment and Supplipsdduct category. Of tr
33 products to receive this coveted award SMé Systewas one of only two winning products that servetdigpractitioners.

In December 2008, thBTA Systerwas again recognized as one of the dental indgsbgst technological innovatior
winning a “Townie Choice Award” fronDentaltown Magaziné the category “Anesthetics: Technique Systefiiis markec
the second consecutive year that Milestone won awfile Choice Award”;in 2007, we won the same award for
CompuDent/The Wandhlso in December 2008, ol8TA Systervas named as Bental Products ReportTop 100 200¢
Product of Distinction”. Each yeaQPR spotlights the yeas’ Top 100 products. Of these 100 products, 50teeohes mos
often inquired about bYDPR’ s readers via an online and Product InformationdGaader service program. The other
represent “New Classics,” which recognize bothaid newer products and categories choseDRR’s editorial staff for theil
“perceived impact on driving innovation or helpittgestablish a new, higher standard of care faepet” TheSTA Systerwas
recognized as a “New Classic” in the Technologggaty.

Second Annual Symposium on-CLAD

In addition to winning noted acclaim among leaddental publications, our award winnif®TA Systerhas also bee
gaining the support of many of the woddeading dental practitioners and key opinion éeadin February 2008, we hosted
First International GZLAD Symposium in New Orleans, welcoming a distiistped panel of dental experts who gathere
discuss advancements in the scientific and clinizattice communities toward the common goal ofaading the scienc
knowledge and art of C-CLAD in dentistry. The foryielded a number of ideas on how we can integta&&TA Systemot
only into dental school curricula, but also extenusssaging regarding its many unique benefits eéodéntal community ar
patients alike.
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On May 1 through 3, 2009, we hosted the Secondnat®nal Annual Symposium on CEAD in Amelia Island, Florid:
Stanley Malamed, DDS, Professor of Anesthesia & ibled at the University of Southern California, 8ohof Dentistry, agai
served as Chairman of the invitational event. TO@2Symposium covered a broad range of C-CLAD edl&bpics including:

e The History of (<CLAD

e Treating with Connectio

*  Heart Rate Stud

«  STACompassionate Care in thestCentury
e Injection Advances and Challenc

e Physiologic and Clinical Characteristics of PDL Atiesia Delivered by a High Pressure Hand piece a
Computerized Devic

e TheSTAfor Tots and Teen

e Computerized Local Anesthesia in Dentistry: A Rew

e Todays Technology

* Managing a Successful Dental Practice: Why PeopkepkComing Bac
e  STA— The Dental Scho’s Perspectiv

«  Futuristic Vistas: The Dentist/Hygienist Partnepe

In 2010, we expect to broadly distribute more ti38000 copies of a comprehensive monograph refigdtie topic
discussed at the 2009 Symposium and a consendbg attendeesdttitudes, ideas and suggestions relating to priogafoba
industry adoption of C-CLAD technologies as the re#éandard of care for administering dental injettio

STA System Growt

Since its market introduction in early 2007, tB€A Systema prior computerized controlled local anesthesikveiey
product, has been used to deliver tens of millions of saffective and comfortable injections. The instrutieas also be¢
favorably evaluated in numerous peeviewed, published clinical studies and associatédles. Moreover, there appears ti
a growing consensus among users thatShA Systers proving to be a valuable and beneficial instrotrthat is positivel
impacting the practice of dentistry worldwide. Tindity and value of theSTA Systeris perhaps best summarized by Dr.
Blaes, who wrote in the December 2008 editioDehntal Economics*| tried theSTA Systerand my patients absolutely love
This is a no brainer — go get one ASAP!”

Global Distribution Network

The STA Systerand related hand pieces are marketed to the dedtadtry in the United States and Canada by martlye
nation’s leading dental supply companies, including He3gkein, Inc., Patterson Dental Supply, Atlanta Berenco Dente
Burkhart Dental, Cedar Dental, Darby Dental Supplgntal Health Products, Goetze Dental, lowa Deamal Nashville Dente
In Canada, our independent distributors includet&le2000, Mediclub and Specialty Dental.

On the global front, we have granted exclusive reting and distribution rights for th8TA Systento select dent
suppliers in various international regions in Agifrica and Europe.

In April 2009, we signed an Exclusive Distributiand Marketing Agreement with China National Medé&srCorporatiol
d/b/a Sinopharm, which is Chirsalargest domestic manufacturer, distributor andkatar of pharmaceuticals and importe
medical devices and the counsyargest domestic distributor of dental anestheipules to the Chinese dental industry. |
to the end of 2009, China National Medicines isshl@stone a blanket purchase order for 12,@I®units to be delivere
over 36 months, thereby marking the Company’sahfienetration into China’s emerging dental market.

16




Table of Contents

According to a report published by the U.S. Departtrof Commerce, titled “Chins’Emerging Markets: Opportunities
the Dental and Dental Lab Industry,” Chigalental market lags behind other healthcare ssn\aad has largely been negle
in the past. In fact, CS Market Research repods tf China’s 1.3 billion plus population, 50% of the adultslat0% of th
children are estimated to have decayed tooth pmhleand over 90% have periodontal diseastivever, with increasir
affluence of the Chinegeopulation, as well as increasing attention towanmeisonal care, demand for dental services has
growing. Market research firm Freedonia agreesingothat demand for dental products in China iseekgd to climb t
21.5 billion RMB (US$3.15 billion) by 2012, due prarily to escalating personal income levels andegowment progran
promoting awareness of the benefits of good ona.ca

Shortly before the end of the second quarter 0f920@ announced that we were refining our inteomati marketin
strategy to gain greater access to and penetratithve international dental markets for tA€A System, CompuDerid relate
disposable hand pieces. The new sales strategyidpsovor increasing handsi oversight and support of our exis
international distribution network, while also attting new distributors throughout Europe, Asia &odith America. To ass
in this endeavor, Milestone named Shaul Koren, deurand CEO of Istrodent Pty Ltd AB and one of stnongest marketir
allies outside of the U.S., as our new Internati@ades Director. In collaboration with senior mgement, Mr. Koren will hel
manage product sales for us in all markets outsiidéorth America.

Segmented Sales Performan

The following table shows a breakdown of our prddiales (net), domestically and internationally,posgduct categor
and the percentage of product sales (net) by eactupt category:

Three Months Ended March &

2010 2009

DOMESTIC

Instruments $ 251,59° 2009% $ 526,41 35.6%

Handpiece! 929,98 77.2% 931,81( 63.(%

Other 23,391 1.9% 20,27: 1.4%
Total Domestic $ 1,204,97. 100.(% $ 1,478,49! 100.(%
INTERNATIONAL

Instruments $ 348,29 257% $ 265,53¢ 36.6%

Handpiece! 1,006,31! 74.1% 463,40: 63.£%

Other 2,99¢ 0.2% (2,617%) -0.4%
Total Internationa $ 1,357,600 100.(% $ 726,32 100.(%
DOMESTIC/INTERNATIONAL ANALYSIS

Domestic $ 1,204,97. 47.(% $ 1,478,49 67.1%

International 1,357,60I 53.(% 726,32 32.%
Total Product Sale $ 2,562,57! 100.(% $ 2,204,81! 100.(%

The Company earned gross profits of 65% and 58%rithe three months ended March 31, 2010 and 2@@ectively
However, our revenues and related gross profite ma¢ been sufficient to support our overhead, peyduct introduction ar
research and development expenses. Although the&uoranticipates expending funds for research awdldpment in 201
these amounts will vary based on the operatingltsefor each quarter. The Company has incurred atjpey losses since
inception. The Company is actively pursuing theagation of sustainable positive cash flows fromrapieg activities throuc
increases in revenue, assessment of current ctstmad current negotiations and reduction in opegaxpenses.

17




Table of Contents

New Product Development and Commercialization Wtitig CompuFlo Technolog

Over the last decade, the drug delivery industry éeolved to become a key area in the developmiertlae-adde:
pharmaceutical products. According to market rageéirm Business Insights,The global market grew from $15 billion
$40 billion during 2000-2006 as companies increasingly turned to drug eslitechnologies as a means of expanding pr
lifecycles, enhancing drug efficacy and maximiziegenues.’Moreover, industry analysts agree that as patiarddonger an
are diagnosed with chronic and often debilitatiighants, the result will be a dramatic increaseseff-administration of dru
therapies in noiraditional settings for a number of conditions.isThrend is creating an increased interest in
administration that are patient-friendly and ceective. It appears that pharma company decisiakers are realizing that n
drug product success no longer only depends omé#uécation itself, but also on achieving a patitigrdly form of delivery.

CompuFlois a revolutionary new technology for injectior@®ompuFloenables health care practitioners to monitor
precisely control “pressure,” “rate” and “volumelring all injections and can be used to injectigilid medicaments as well
anestheticscCompuFlocan also be used to aspirate body fluids.

Negative side effects from the use of traditiongdddermic drug delivery injection systems are wielkumented in dent
and medical literature and include risk of deathnsient or permanent paralysis, pain, tissue danzagl postperativi
complications. The pain and tissue damage areeatdiesult of uncontrolled flow rates and presstinas are created during
administration of drug solutions into human tisswhile several technologies have been capable atfra@iting flow rate, th
ability to accurately and precisely control presshias been unobtainable until the developme@oofipuFlo.

Precisely controlling in-tissue pressure incregsaient safety by reducing the risk of tissue dagnagd postreatmer
pain related to excessive pressure that may oagimglcertain injections. Identification of thedige, in which the needle tig
imbedded, is believed to be highly important indepal injections, intrarticular injections and numerous organ, subcutas
and intramuscular injections.

CompuFlo’s pressure sensing technology provides an objetitdethat consistently and accurately identifies epidure
space by correctly detecting the difference in guies between the ligamentum flavum and the exaalgntary tissue. In stud
utilizing the CompuFlotechnology, the epidural space has been corredéytified 100% of the time. Knowing the pre«
location of a needle during an epidural injectioogedure provides a measure of safety not presaadifable to doctors usi
conventional syringes, who identify the epidurahap by relying on the subjective perception of loEsesistance to air
saline.

In the absence of curative procedures, arthritisepes are obliged to endure painful multiple arnungections for i
lifetime. Often these injections are not efficacphecause the doctor using a syringe failed tatéothe intraarticular space
did not inject the appropriate volume of hyaluroaitid or other medicament into that space. ToenpuFlotechnology he
been successful in administering viscous hyaluranid and other medicaments into the irgtrieular space in both small ¢
large joints using its computer-controlled presseesing capabilities in an independent animalystud

There are a number of injectable drugs routinelfy agministered in a home or office setting usingreptoaded automar
injection devices by people who suffer from longrechronic conditions such as Multiple Sclerosid &heumatoid Arthriti
The CompuFlotechnology, using pressure sensing capabilities,seave as a painless subcutaneous injection méthdkes:
self-administered drugs. A significant reduction in peiring delivery will have a positive impact on callance, which is
major consideration when physicians are determinihigh drugs to prescribe.

The CompuFlotechnology is patented and embedded inSMé& Systerthat is being sold worldwide in the dental mai
CompuFlotechnology has been tried and proven in human aimdah studies, as well as by dentists in most pafrthie worlc
who are using th8TA Systerim their practices.

On December 3, 2009, Milestone announced thatgihesl an Agreement of Intent with China National Maubs
Corporation, Ltd. and Yichang Humanwell PharmaaaltCo. Ltd., both incorporated in the PeoplRepublic of China (PR(
to develop orthopedic and epidural drug delivergtrinments utilizingCompuFlo. Milestone and its two PRC joint vent
partners will establish a new joint venture enfity this purpose in 2010. The required initial fingl for the new entit
estimated by the parties at $1.4 million, will beyded by the two PRC companies, although Milestarill determine th
proposed uses of their contribution. The Compariebes that this new joint venture represents aigant step forward |
Milestone’s efforts to have its innovative competentrolled drug delivery technology adapted fordimal usage worldwide.
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The agreement noted above has not been finalizetilarch 31, 2010.
Technology Rights

The technology underlying o@afetyWan@nd CompuFlotechnology and an improvement to the controlsGompuDen
were developed by our Director of Clinical Affamed assigned to us. We purchased this technologuant to an agreeme
dated January 1, 2005 for 43,424 shares of restricommon stock and $145,000 in cash, paid on Ap&D05. In addition, ot
Director of Clinical Affairs will receive addition@ontingent payments of 2.5% of our total sale€ofmpuDentnd Wand Plu
units using some of these technologies, and 5%uoftatal sales ofSTA units and hand pieces using some of our ¢
technologies. If products produced by third partise any of these technologies, under a license Miestone, then he wi
also receive the corresponding percentage of thsideration received by us for such sale or license

Intellectual Property

In August 2009, we were issued a Notice of Allowary the U.S. Patent and Trademark Office for itS.Upaten
application directed to the use of its disposatdachpiece for fluid administration. Our awasihning hand piece is ¢
instrument currently utilized in conjunction withet Company’STA, CompuDenandCompuMedystems.

In September 2009, the U.S. Patent and TrademdikeQ$sued a Notice of Allowance for our U.S. patapplication
titted “Computer Controlled Drug Delivery SystemtivDynamic Pressure Sensindhis intellectual property represents one
the key technological components of our productettgyment strategy relating to the development ofaaded computer-
controlled injection products for specific applicais in the medical industry — most notably inardicular injections an
epidurals.

Subsequent to the end of the first quarter of 204iestone was issued a Notice of Allowance by th&. Patent an
Trademark Office for its U.S. patent applicatioitletd “Self-Administration Injection System.” Milésne’s innovative
computer-controlled drug delivery platform has besgsigned to reduce the anxiety and pain of aéffinistration o
medications for the rapidly expanding home-use miarkhe computer-controlled sefiministration system provides a I
threatening, virtually painless means for pati¢atsafely self-administer in-home a variety of cijens.

To date, we have been awarded a total of 24 Uity wind design patents relating to our Compu@entrolled Loca
Anesthesia Delivery (C-CLAD) technologies.

Summary of Significant Accounting Policies, Judgitseand Estimates

Our discussion and analysis of our financial caaditand results of operations are based upon oanéial statement
which have been prepared in accordance with actc@uptinciples generally accepted in the Unitedt&taof America. Th
preparation of these financial statements requise® make estimates and judgments that affeatefh@rted amounts of asse
liabilities, revenues and expenses, and relatedadisre of contingent assets and liabilities. Oroagoing basis, we evalua
our estimates, including those related to accorgusivable, inventories, stoddlased compensation, and contingencies. We
our estimates on historical experience and on wuariother assumptions that are believed to be rebsorunder th
circumstances, the results of which form the b&misnaking judgments about the carrying valuesssfess and liabilities th:
are not readily apparent from other sources. Acteallts may differ from those estimates underedifiit assumptions
conditions.

Accounts Receivab
The realization of Accounts Receivable will havsignificant impact on the Company. Consequentheblone estimate

losses resulting from the inability of its custosméo make payments for amounts billed. The coll@lita of outstanding
amounts is continually assessed.
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Inventories

Inventory costing, obsolescence and physical coate significantly important to the ayeing operation of the busine
Inventories principally consist of finished goodsdacomponent parts stated at the lower of cost{iir, first-out method) ¢
market. Inventory quantities on hand are reviewedaoguarterly basis and a provision for excess @sblete inventory
recorded if required based on past and expectadsfstles.

Impairment of Lon-Lived Assets

The long lived assets of the Company, principaliyepts and trademarks are the base features bldieess. We revie
long{ived assets for impairment whenever circumstareessituations change such that there is an iridic#ttat the carryin
amounts may not be recoverable. The carrying valubke asset is evaluated in relation to the opeggierformance and futt
undiscounted cash flows of the underlying assets.

Revenue Recognitic

Revenue from product sales is recognized net abdists and allowances to our domestic distributorghe date of arriv
of the goods at the customgtbcation as shipments are FOB destination. Shiggrte our international distributor are FOB
warehouse and revenue is therefore recognizedipmsht. In both cases the price to the buyer isdiand the collectability
reasonably assured. Further, we have no obligatiothese sales for any post installation,ugetr maintenance, these being
responsibility of the buyer. Customer acceptanceoissidered made at delivery. Our only obligatifterasale is the norm
commercial warranty against manufacturing defddtse alleged defective unit is returned within tharranty period.

Results of Operations

The consolidated results of operations for theghmenths ended March 31, 2010 compared to the Sae® month peric
in 2009 reflect our focus and development onShé& Systemas well as continuing efforts on identifying atdbrative partne
for new product development utilizing o@ompuFlotechnology.

The following table sets forth for the periods reed statement of operations data as a perceotageenues. The tren
suggested by this table may not be indicative tfrRioperating results.

Three Months Ended March .

2010 2009

Products sales, n $ 2,562,57! 10% $ 2,204,81 10C%

Total revenue 2,562,57! 10(% 2,204,81! 100%
Cost of products sol 900,71: 35% 916,55( 42%
Gross Profit 1,661,86! 65% 1,288,26! 58%
Selling, general and administrative exper 1,541,70: 60% 1,728,81! 78%
Research and development exper 88,46+ 3% 67,62: 3%

Total operating expens 1,630,16! 63% 1,796,43 81%
Income (loss) from operatiol 31,70( 1% (508,16%) -23%
Other income (expens 52,22: 2% (53,479 -2%
Net income (loss $ 83,92 3% $ (561,64) -25%

Three months ended March 31, 2010 compared to thremnths ended March 31, 2009

Total revenues for the three months ended Marcl2810 and 2009 were $2,562,578 and $2,204,819¢ectsgply. The
total increase in product sales of $357,759 or%6.22 2010 over 2009 is primarily the result ofie@sed handpiece grow
DomesticSTAunit sales decreased $279,946, in 2010 over 2008.decrease is due to a lower demand of inveriéwsis a
the distributor level and lower demand in the daimesarket. In the domestic market, handpiece s@éeseased by $1,826
(.02%). On the international front, unit sales @ased in the first quarter of 2010 over 2009 by, #&2 or 31.2% principally di
to increased market penetration for 8iEA Systeminternationally, handpieces also increased, gi§is42,917, 117.2% due
an increase i®TAhandpieces sales to China.
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Cost of products sold for the three months endertMal, 2010 and 2009 were $900,712 and $916,85pectively.

For the three months ended March 31, 2010, Milestgenerated a gross profit of $1,661,866, or 65/gampared to
gross profit of $1,288,269, or 58%, for the threenths ended March 31, 2009. The increase in gnad# percentage is due
the handpiece sales at a higher margin. The tatatase in gross profit dollars of $373,597 is wuan increase in sales volu
and higher handpiece margins.

Selling, general and administrative expenses fertktiiee months ended March 31, 2010 and 2009 weE1$,702 an
$1,728,815, respectively. The $187,113, or 10.88bdecrease is described in the following sectadrthis report. Although tt
Company continues to reduce expenses, the 201t0dfirarter decrease was due to a reduction in magketxpenses
$284,000. Decreases in design cost by $63,000rt&slng media by $80,000 and market research shyd$152,000, offset t
small increases in other marketing expenses. Tles sapense decreased by $42,000, principally duetreased salesmel
the field by $28,000 and a decrease in third psafes representative commission of $14,000 correlpg to a decrease
domestic sales. Salaries decreased by $89,00@ifirgh quarter of 2010, principally due to decee@s salesman salaries
$114,000, offset by an increase in Chairman and GEl@ries of $10,000. Other variable expenses asee: by $227,00
$138,000 of the increase is due to the accruahtefmational sales commission, as part of the coyipaagreement with tl
international distributor. Royalty fees increasgdbd4,000, principally due to increased handpidnesness. Also, stock bas
compensation expenses increased by $65,000 inrshediarter of 2010, due to a forfeiting of optan the first quarter of 20
and an increase in stock option accruals in 2008réred into 2010 and future years.

Research and development expenses for the threéhsnended March 31, 2010 and 2009 were $88,464%&m522
respectively. The increase of $20,842 was attriidatto adjusting STA instruments for the China ne#rk

The income from operations for the three monthsedrdarch 31, 2010 was $31,700 and the loss fromatipes for th
three months ended March 31, 2009 was $508,168$%8@,868, or 106%, decrease is explained above.

Interest income of $348 was earned for the thresthsoended March 31, 2010 compared with $1,804hf@isame peric
in 2009. Interest income declined due to lower dzhnces and lower interest rates.

Interest expense of $9,343 and amortization of debiance was $699 relating to the conversionefth3 million line ¢
credit into common stock in December 2009 was dathfgr the three months ended March 31, 2010, cosdpa $47,403 ar
$7,875, respectively, for the same period in 2009.

Other Income includes $61,916 in 2010. This reprss¢he balance of the sale of tax credits underNew Jerse
Technology Business Tax Certificate Program.

For the reasons explained above, net income fothtlee months ended March 31, 2010 was $83,922rapared to a n
loss of $561,642 for the three months ended Maigt2B809. The $645,564, or 115%, decrease in ngtisggrimarily a result «
the increase in sales and gross margin dollars.

Liquidity and Capital Resources

As of March 31, 2010, we had cash and cash equitsalef $1,218,027 and working capital of $1,936,98@estone
incurred net income of $83,922 and a net loss 6fL§H2 for the three months ended March 31, 20802809, respectivel
There was a positive cash flow from operating #adis for the three months ended March 31, 201$248,437 and a negat
cash flow from operating activities of $200,257 floe three months ended March 31, 2009.

21




Table of Contents

For the three months ended March 31, 2010, ourcash provided by operating activities was $248,48Tis wa:
attributable primarily to a net income of $83,928usted for noncash items of $164,478 principatijmmon stock and optio
issued for compensation, consulting and vendolises\and changes in operating assets and liabibfi&37.

The Companys increase in current asset of $1,039,906 is piliyndwe to a build up of inventory and advance ¢atcac
manufacturer for the 12,000 STA System units pwseharder for China. This increase is anticipateddotinue in order 1
deliver the units on time and complete per the pase order.

On a related basis, current liabilities increased $728,986, of which $501,829 relates to the adeatm contrac
manufactures. Both the advance and payable toaxintnanufacturer are expected to continue to exist the 12,000 un
order is delivered to the distributor.

For the three months ended March 31, 2010, Milestaed $59,539 in investing activities. This wamarily attributabli
to $39,695 of legal fees related to new patentiegjpbn. Capital expenditures of $19,844 were pripeor the leasehol
improvement.

As of March 31, 2010, Milestone had recorded on Badgance Sheet a long term note payable of $450f0f
stockholder.

The Company is actively pursuing the generatiosustainable positive cash flows from operatingvit@s through a
increase in revenue based upon managesergsessment of present contracts and currentiaiggu and reductions
operating expenses. If the Company is unable taotaiai positive cash flows from its operating adies it will need to rais
additional capital. There is no assurance thatCtbmpany will be able to achieve sustainable pasitiperating cash flows
that traditional capital can be raised on terms emlitions satisfactory to the Company. If additibcapital is required a
cannot be raised, then the Company would be fawedrtail its development activities, reduce mérgexpenses for existi
dental products or adopt other cost saving measangsof which might negatively affect the Compangperating results.

The Companys historical losses raises substantial doubt ait®ability to continue as a going concern. Theoagganyin(
financial statements do not include any adjustntteat might result from the outcome of this uncerti

ltem 3. Quantitative and Qualitative Disclosures about Marlet Risk
As a smaller reporting company we are not requingarovide the information required by this Item.
Item 4. Controls and Procedures

The Companys management, including the Chief Executive Offiaed Chief Financial Officer, have evaluated
effectiveness of the design and operation of thenamys disclosure controls and procedures (as definddxahange Ac
Rules 13a-15(e) and 15d-15(e)) as of the end opéned covered by this report. Based upon thatuewian, the Company’
Chief Executive Officer and Chief Financial Offidesive concluded that the disclosure controls andqutures as of March <
2010 are effective to ensure that information respliito be disclosed in the reports the Company file submits under t
Exchange Act is recorded, processed, summarizedegmited within the time periods specified in 8€C'’s rules and forn
and that such information is accumulated and conicated to the Company’management, including the Chief Exect
Officer and Chief Financial Officer, to allow tinyetlecisions regarding disclosure.

There were no changes in the Companiiternal control over financial reporting iderd in connection with tt

evaluation that occurred during the Companigst fiscal quarter that have materially affectadthat are reasonably likely
materially affect, the Company’s internal controlr financial reporting.
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PART Il — OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
NONE
ITEM 1A. RISK FACTORS
SMALLER REPORTING COMPANY’S ARE NOT REQUIRED TO RES POND TO THIS ITEM

The following factors may affect the growth and fiiadility of Milestone and should be considered dnyy prospectiv
purchaser or current holder of Milestone’s secesiti

We have a history of losses from operatio@ientinuing losses could exhaust our capital resoues and force us t
discontinue operations.

For the three months ended March 31, 2010 and 200%evenues were approximately $2.6 million and2$gillion,
respectively. In addition, we have had income farth 31, 2010 of $84,000 and a loss of $562,006h®three months enc
March 31, 2010 and 2009, respectively. At March 2010, the Company had an accumulated deficit qfrapmately
$58.7 million. At March 31, 2010, the Company hadlt and cash equivalents $1,218,027 and workinigatah $1,936,99:
The Company borrowed $450,000 in 2008 from the sahaeholder, with a due date of January 2009. Bbisowing wa
refinanced at December 31, 2008 and the due daseewgended to June 30, 2012. Additionally, the Camypis activel
pursuing the generation of positive cash flows frgoerating activities through increases in reverhgsed upon management’
assessment of present contracts and current négogisand reductions in operating expenses. IfGbenpany is unable
generate positive cash flows from its operatingvais it will need to raise additional capitalhd@re is no assurance that
Company will be able to achieve positive operatoagh flows or that additional capital can be raisedthe terms ar
conditions satisfactory to the Company, if at liladditional capital is required and it cannotragsed, then the Company wo
be forced to curtail its development activitiesjuee marketing expenses for existing dental pradocadopt other cost savit
measures, any of which might negatively affectGloenpany’s operating results.

The Company’s recurring historical losses raisestamiial doubt about its ability to continue asoing concern.

There are no other changes to our risk factors fitemse disclosed in our Annual Report on FornKifor the year ende
December 31, 2009.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
Recent Sales of Unregistered Securities

In the quarter ended March 31, 2010, Milestonedddotal 30,511 shares valued at $50,500 as follows

Shares $
Shares issued for Employee Compense 4,054 $ 7,50(
Shares issued for servic 26,45’ 43,00(

30,51 $ 50,50(

These issuances were exempt from registration potsio Section 4(2) of the Securities Act of 1988,amended (tl
“Act”) and a legend restricting the sale, transfer, oerotlisposition of these shares other than in campé with the Act w:
imprinted on stock certificates evidencing the sbar

ITEM 3. DEFAULT UPON SENIOR SECURTIES
NONE
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
NONE
ITEM 5. OTHER INFORMATION
NONE
ITEM 6. EXHIBITS
The following exhibits are filed herewith:
31.1 Chief Executive Officer Certification pursuant &ction 302 of the Sarbar-Oxley Act of 2002
31.2 Chief Financial Officer Certification pursuant csion 302 of the Sarbar-Oxley Act of 2002
32.1 Chief Executive Officer Certification pursuant tecsion 906 of the Sarbar-Oxley Act of 2002

32.2 Chief Financial Officer Certification pursuant csion 906 of the Sarbar-Oxley Act of 2002

24




Table of Contents

SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causidréiport to be signt

on its behalf by the undersigned thereunto dulhenzed.

Date: May 12, 2010

MILESTONE SCIENTIFIC INC.

/s/ Leonard Ossel
Leonard Osse
Chief Executive Officer

/sl Joseph 'Agostino
Joseph ' Agostino
Chief Financial Officer
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Exhibit 31.1
Rule 13a-14(a)/15d-14(a) Certification
I, Leonard Osser, certify that:

1. | have reviewed this quarter's report onrkot0-Q for the three months ended March 31, 2010 of $ifilie
Scientific;

2. Based on my knowledge, this report does not coramjnuntrue statement of a material fact or omgtade a materi
fact necessary to make the statements made, indfghe circumstances under which such statemeete made, ni
misleading with respect to the period covered ligy tport;

3. Based on my knowledge, the financial statementsaéimer financial information included in this repdairly preser
in all material respects the financial conditioesults of operations and cash flows of the registaa of, and for, tt
periods presented in this repc

4. The registrard’ other certifying officer(s) and | are responsife establishing and maintaining disclosure cds
and procedures (as defined in Exchange Act Rulaslb8) and 15d5(e)) and internal control over finan
reporting (as defined in Exchange Act Rules-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procedunesaased such disclosure controls and procedurds
designed under my supervision, to ensure that mateformation relating to the Company, includiritg
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod il
which this report is being prepare

b) Designed such internal control over financial réipgr; or caused such internal control over finah@gorting tc
be designed under our supervision, to provide regde assurance regarding the reliability of finaheporting
and the preparation of financial statements foremsl purposes in accordance with generally acd
accounting principles

c) Evaluated the effectiveness of the registsagisclosure controls and procedures and presémtéis report ot
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thiegeovere
by this report, based on such evaluation;

d) Disclosed in this report any change in thgistrants internal control over financial reporting thatcomec
during the registrant’s most recent fiscal quaftee registrans fourth fiscal quarter in the case of an an
report) that has materially affected, or is reabbndikely to materially affect, the Comparsyinternal contrc
over financial reporting; an

5. The registrand’ other certifying officer(s) and, | have disclosédsed on our most recent evaluation of int
control over financial reporting, to the registranauditors and the audit committee of the regigteaboard ¢
directors (or persons performing the equivalentfioms):

a) All significant deficiencies and material weaknesgethe design or operation of internal contro¢ofinancia
reporting which are reasonably likely to adversafect the registrant’ ability to record, process, summarize
report financial information; an

b) Any fraud, whether or not material, that involvearmagement or other employees who have a significaatr
the registrar's internal control over financial reportir

Date: May 12, 2010

/s/ Leonard Ossel
Leonard Osse
Chief Executive Officer




Exhibit 31.2
Rule 13a-14(a)/15d-14(a) Certification
I, Joseph D’Agostino, certify that:

1. | have reviewed this quarter's report onrkot0-Q for the three months ended March 31, 2010 of $ifilie
Scientific;

2. Based on my knowledge, this report does not coramjnuntrue statement of a material fact or omgtade a materi
fact necessary to make the statements made, indfghe circumstances under which such statemeete made, ni
misleading with respect to the period covered ligy tport;

3. Based on my knowledge, the financial statementsaéimer financial information included in this repdairly preser
in all material respects the financial conditioesults of operations and cash flows of the registaa of, and for, tt
periods presented in this repc

4. The registrard’ other certifying officer(s) and | are responsife establishing and maintaining disclosure cds
and procedures (as defined in Exchange Act Rulaslb8) and 15d5(e)) and internal control over finan
reporting (as defined in Exchange Act Rules-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procedunesaased such disclosure controls and procedurds
designed under my supervision, to ensure that mateformation relating to the Company, includiritg
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod il
which this report is being prepare

b) Designed such internal control over financial réipgr; or caused such internal control over finah@gorting tc
be designed under our supervision, to provide regde assurance regarding the reliability of finaheporting
and the preparation of financial statements foremsl purposes in accordance with generally acd
accounting principles

c) Evaluated the effectiveness of the registsagisclosure controls and procedures and presémtéis report ot
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thiegeovere
by this report, based on such evaluation;

d) Disclosed in this report any change in thgistrants internal control over financial reporting thatcomec
during the registrant’s most recent fiscal quaftee registrans fourth fiscal quarter in the case of an an
report) that has materially affected, or is reabbndikely to materially affect, the Comparsyinternal contrc
over financial reporting; an

5. The registrand’ other certifying officer(s) and, | have disclosédsed on our most recent evaluation of int
control over financial reporting, to the registranauditors and the audit committee of the regigteaboard ¢
directors (or persons performing the equivalentfioms):

a) All significant deficiencies and material weaknesgethe design or operation of internal contro¢ofinancia
reporting which are reasonably likely to adversafect the registrant’ ability to record, process, summarize
report financial information; an

b) Any fraud, whether or not material, that involvearmagement or other employees who have a significaatr
the registrar's internal control over financial reportir

Date: May 12, 2010

/sl Joseph 'Agostino
Joseph ' Agostino
Chief Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of MilestoBcientific Inc (the “Company”) on Form ID-for the period endir
March 31, 2010 as filed with the Securities and Haxge Commission on the date hereof (the “Repadrt)eonard Osse
Interim Chief Executive Officer of the Company, tifgr pursuant to 18 U.S.C. ss. 1350, as adoptedyaunt to ss. 906 of t
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremenfssection 13(a) or 15(d) of the Securities ExdfeaAct of 1934, ¢
amended; and

(2) The information contained in the Report faigsesents, in all material respects, the finanaaidition and result «
operations of the Company

Dated: May 12, 2010

/sl Leonard Osser
Leonard Osser
Chief Executive Office

A signed original of this certification has beemyded to the Company and will be retained by tleengany and furnished
the Securities and Exchange Commission or its sfaih request.



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of MilestoBcientific Inc (the “Company”) on Form ID-for the period endir
March 31, 2010 as filed with the Securities andhaxmge Commission on the date hereof (the “Repdrtdoseph DAgostino
Chief Financial Officer of the Company, certify,rpuant to 18 U.S.C. ss. 1350, as adopted pursoast 906 of the Sarbanes-
Oxley Act of 2002, that:

(1) The Report fully complies with the requiremenfssection 13(a) or 15(d) of the Securities ExdfeaAct of 1934, ¢
amended; and

(2) The information contained in the Report faigsesents, in all material respects, the finanaaidition and result «
operations of the Company

Dated: May 12, 2010.

/sl Joseph D’Agostino
Joseph D’Agostino
Chief Financial Office

A signed original of this certification has beewyded to the Company and will be retained by tleen@any and furnish
to the Securities and Exchange Commission oratf gpon request.





