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                                 PART I

ITEM 1.                      BUSINESS

General

     Research Frontiers Incorporated ("Research Frontiers" or the
"Company") develops and licenses its patented suspended particle
device ("SPD-Smart") light-control technology to other companies
that manufacture and market either the SPD-Smart chemical
emulsion, light-control film made from the chemical emulsion,
lamination services, electronics to power end-products
incorporating the film, or the end-products themselves such as
"smart" windows, skylights and sunroofs. Research Frontiers
currently has 35 companies that, in the aggregate, are licensed to
serve four major SPD-Smart application areas (aerospace,
architectural, automotive and marine products) in every country of
the world.

     Research Frontiers was incorporated in New York in 1965 to
continue early work that Dr. Edwin Land, founder of Polaroid
Corporation, and others had done in the area of light-control
beginning in the 1930s. Research Frontiers was reincorporated in
Delaware in 1989. Since 1965, Research Frontiers has actively
worked to develop and license its own SPD technology, which it
protects using patents, trade secrets and know-how. Although
patent and trade secret protection is not a guarantee of commercial
success, Research Frontiers currently has over 500 patents and
pending patent applications throughout the world protecting its
technology, positioning it as a leader of advanced light, glare and
heat control for windows and other glazing products.

     SPD-Smart products use microscopic light-absorbing particles
that are typically suspended in a film. These particles align when
an electrical voltage is applied, thus permitting light to pass
through the film. Adjustment of the voltage to the SPD film gives
users the ability to instantly, precisely and consistently regulate the
amount of light, glare and heat passing through the window,
skylight, sunroof, window shade or other SPD-Smart end-product.

     SPD technology is an "enabling" or "transforming"
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technology that may have wide commercial applicability in many
types of products and industries where variable light transmission
is desired, such as:

- "smart" windows, skylights, partitions, doors, and sunshades
   for the architectural, aircraft, marine, automotive and
   appliance industries;

-  variable light transmission sunglasses, goggles, visors and
   other eyewear;

-  self-dimmable automotive sunroofs, sunvisors and rear-view
   mirrors; and

-  flat panel information displays for use in billboards,
   scoreboards, point-of-purchase advertising displays,
   traffic signs, computers, telephones, PDAs and other
   electronic instruments.

     Research Frontiers considers the SPD industry to be in the
initial phase of growth and sales of SPD-Smart products for
aircraft windows, smart windows and skylights for homes and
offices, sunroofs and side-and rear-windows for cars, boats, busses
and other transportation vehicles. Some of these early sales and
uses have been commercial installations and some have involved
concept and test installations by licensees and their customers (see
"Trends and Recent Developments" below). Some of our licensees
consider the stage of development, product introduction strategies
and timetables, and other plans to be proprietary or secret, and as
such cannot be disclosed by Research Frontiers until such
licensees, or their customers, make their own public
announcements or product launches.

     In addition to the near-term product applications listed above,
prototypes of flat panel displays, eyewear, and self-dimming
automotive rear-view mirrors have been developed. These
prototypes demonstrate the feasibility and operation of the
products they relate to, but in some cases may need additional
product design, engineering or testing before commercial products
can be introduced.

     Recent progress with regard to market development and
commercialization activity has been the result of focused and
active efforts by Research Frontiers and its key production and
end-product licensees who have invested in product development
and improvements, production facilities, increased production
capacity, durability and performance testing and marketing
programs. Licensees supplying chemical emulsion or film to end-
product licensees now are increasing production capacity to
prepare for potentially large and developing markets for SPD-
Smart products. Research Frontiers believes that with the normal
progression of product and manufacturing improvements, and as
licensees become more experienced at the lamination, fabrication
and installation of SPD-Smart products for various applications,
the adoption rates for SPD-Smart products will grow and
accelerate, resulting in higher earned royalty income for the
Company.

     As part of their marketing and branding programs, many of
our licensees have developed their own trademarks for SPD-Smart
emulsion, film, and end-products and these are listed in their
respective press releases, product brochures, advertising and other

Edgar Filing: RESEARCH FRONTIERS INC - Form 10-K

3



promotional materials. Research Frontiers uses the following
trademarks: SPD-Smart , SPD-SmartGlass , VaryFast , SPD-
CleanTech , SPD Clean Technology , SmartGlass , The View
of the Future - Everywhere you Look , Powered by SPD ,
Powered by SPD-CleanTech , Powered by SPD Clean
Technology , SPD Green and Clean , and Visit
SmartGlass.com - to change your view of the world .

     In each of the last three fiscal years the Company has devoted
substantially all of its time to the development of one class of
products, namely SPD-Smart light-control technology, and
therefore revenue analysis by class is not provided herein.

     The Company does not believe that future sales will be
seasonal in any material respect. Due to the nature of the
Company's business operations and the fact that the Company is
not presently a manufacturer, there is no backlog of orders for the
Company's products.

     The Company believes that compliance with federal, state and
local provisions which have been enacted or adopted regulating the
discharge of materials into the environment, or otherwise relating
to the protection of the environment, will not have a material effect
upon the capital expenditures, earnings and competitive position
of the Company. The Company has no material capital
expenditures for environmental control facilities planned for the
remainder of its current fiscal year or its next succeeding fiscal
year.

Trends and Recent Developments

     There are favorable trends in each of the major near-term
markets for SPD-Smart products. Generally speaking, there is a
growing trend towards using more glass in architectural and
automotive applications. SPD-Smart technology, especially when
used in conjunction with other available technology, provides
effective shading, glare control and heat management solutions for
these usually large-sized glass areas. There are also strong driving
trends toward use of cleaner, more energy efficient materials, as
well as a desire to capitalize on the growing evidence of both
physiological and psychological benefits of natural daylight. SPD
light- control technology can also play an important role in the
more efficient use of natural daylighting as part of energy
reduction strategies to offset energy used by artificial lighting.

     In the automotive industry, global trends include the
introduction of panoramic roof systems and larger sunroofs for
transportation vehicles, and a higher percentage of vehicles having
sunroofs. In addition, automobile manufacturers are beginning to
introduce "cielo" glass systems where the windshield of the
vehicle joins with the glass in the roof of the vehicle to form one
continuous piece of curved glass. The SPD component of these
cielo systems can start with the blue band on the top of the
windshield (the rest of the windshield would not use any kind of
dark tint since regulations require that the main part of the
windshield not have less than 70% light transmission) and extend
back to encompass the entire glass roof system. Certain
automakers have recently begun to incorporate SPD-Smart glass
in concept vehicles, with some of these concept vehicles being
exhibited at major auto shows, and are developing SPD-Smart
glass for higher volume production vehicles as well.
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     For architectural applications, a number of market forces are
having an upward influence on demand for SPD-Smart glass. As
noted above, there is a greater use of glass in residential and
commercial building applications. Also significant is the
heightened attention to energy efficiency in both commercial and
residential buildings. With energy costs rising and buildings in the
United States and Europe now accounting for an estimated 39-40%
of energy use, many architects and building owners are striving for
sustainable, "green" buildings with lower energy consumption,
reduced environmental impact, a lower carbon footprint, and
improved occupant health and well being. In addition, designers
are using more glass in their architectural projects and introducing
advanced daylighting systems in buildings that lower electrical
lighting usage and reduce heating and cooling loads. Because of
this, the ability to control light, glare and heat in these building
applications is very important and advanced solutions often are
needed. As a result, architects and developers have begun to
specify SPD-Smart glass in their projects, and both the number and
size of these projects are increasing.

     In the aerospace industry, several of the world's largest jet
manufacturers have announced their interest to include electronic
smart window shades in their aircraft. These electronic window
shades may use SPD technology, or may use other technologies
such as electrochromic technology or electro-mechanical window
shades. For use in aircraft, SPD windows are usually made of
plastic instead of glass to achieve weight savings and to avoid
breakage risks. The Company believes its SPD technology offers
important performance advantages over these other technologies
such as weight savings, faster and more uniform response time,
and demonstrated ability to pass severe FAA durability and safety
tests.

     To satisfy various objectives, many yacht manufacturers
currently employ less than ideal glazing solutions. For example,
some have reported having to use as many as five different types
of glass in a typical yacht. SPD-Smart window technology can
reduce the number of different types of glass used in these yachts
because of its increased functionality and superior performance
and versatility.

     The Company has seen an increase both in terms of the
number of licensees, as well as the size and prominence within
their respective industries, of the organizations becoming
licensees. Products using SPD-Smart technology continue to be
exhibited at trade shows, conferences, and industry events, with
such products not only being exhibited by our licensees but also by
their customers and by original equipment manufacturers. While
there can be no assurance that these trends will continue, to the
extent that they do continue, each should have a beneficial effect
on future fee income for the Company.

     In April 2004, SPD Inc., which at that time was the sole
manufacturer of SPD-Smart light control film and a subsidiary of
Hankuk Glass Industries, a former licensee of the Company,
announced that it was ceasing its business activities. As a result,
sales of SPD-Smart products by licensees of the Company during
most of 2004, 2005 and 2006 were curtailed as these licensees
filled certain customer orders out of limited existing inventory of
SPD-Smart light control film made by SPD Inc. while awaiting
production of the next-generation, emulsion-based SPD-Smart
light control film with its improved performance characteristics.
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     After this hiatus in SPD film availability, several significant
events began in 2007.

     On February 1, 2007, Hitachi Chemical Company jointly
announced with Innovative Glass Corp. that Hitachi Chemical was
shipping rolls of wide-width SPD-Smart film from its high-
capacity coating lines in Ibaraki, Japan. This film involves next-
generation SPD light-control film which has better optical
properties, lower haze levels, and a wider range of light
transmission than the film previously produced by SPD Inc. The
new emulsion-based film uses extraordinarily low amounts of
power to operate, further adding to its appeal. This next-generation
film is expected to help penetrate markets for SPD-Smart light-
control technology.

     Research Frontiers licensee InspecTech Aero Service Inc.
reported that it received FAA certification for, and has installed
SPD-Smart windows on, various aircraft. Initially, these
installations involved aftermarket upgrades by select customers to
existing aircraft. On February 9, 2007, Raytheon Aircraft
Company (now known as the Hawker Beechcraft Corporation)
announced that it is offering SPD-Smart electronic window shades
manufactured by InspecTech Aero Service on Raytheon's
Beechcraft  King Air aircraft. A Supplemental Type Certificate
(STC) was issued by the FAA in January 2007 to InspecTech for
all models of King Air aircraft, and additional aircraft
manufacturers and their airline customers are currently evaluating
SPD-Smart window shades for their aircraft. InspecTech reports
having engineered SPD-Smart windows for other aircraft in
response to their work with various aircraft manufacturers.

     On October 1, 2007, Isoclima S.p.A. launched its marketing
program for its CromaLite  brand of SPD-Smart glass. Isoclima
featured CromaLite at Vitrum 2007 from October 3-6 in Milan,
Italy and at the 47th International Boat Show in Genoa, Italy from
October 6-14. Vitrum 2007 is the international trade fair for
machinery, equipment and systems for the processing of flat and
hollow glass. The International Boat Show is one of the world's
leading marine shows.

     At the 40th Tokyo Motor Show 2007, Hino Motors, Ltd., a
subsidiary of Toyota Motor Corporation, featured a new concept
motorcoach with side windows using Research Frontiers' patented
SPD-Smart light-control technology. The S'elega Premium
motorcoach, with its variable tint SPD-Smart windows, was
unveiled at the show on October 25, 2007 at a press briefing by
senior executives of Hino Motors. Members of the media
experienced the benefits of smart windows while sitting in the top-
of-the-line S'elega Premium luxury tour bus on display. The
S'elega Premium, which has five large SPD-Smart side window
panels with over 11 square meters of glass (more than 120 square
feet), is featured in a promotional video from Hino, and was on
display at the Tokyo Auto Show from October 24, 2007 through
November 11, 2007.

     Research Frontiers and its licensees are currently working
with multiple automotive manufacturers to introduce SPD-Smart
windows, sunroofs and roof systems on both concept and
production vehicles.

     On October 30, 2007, Research Frontiers licensee American
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Glass Products (AGP) introduced its new SPD-Smart products at
the SEMA show in Las Vegas. These new SPD-Smart products,
introduced initially for the automotive aftermarket and offered
under the brand name AGP Vario Plus-Sky, use Research
Frontiers' patented SPD-Smart technology that enables users to
instantly, precisely and consistently control the amount of light,
glare and heat passing through glass or plastic. At the SEMA
show, AGP announced that its Vario Plus side- and rear-windows
were available for 22 vehicle models in the United States market,
with an additional 4 models under development. For the smart
sunroof application, AGP announced that its Vario Plus products
are under development for over 50 vehicle models in the US
market. Additionally, AGP indicated that its Vario Plus windows
and sunroofs are also under development for many more vehicle
models worldwide, and that AGP can custom manufacture these
products for virtually any vehicle. At the SEMA show in October,
AGP also announced the launch of a global marketing campaign
for its Vario Plus products.

     In addition to supporting the efforts of its licensees, Research
Frontiers also recognizes the need to develop the SPD industry as
a whole. As such, the Company continues to plan and execute
complementary programs that build awareness and interest in
smart glass generally and demand for SPD-Smart technology
specifically. These programs include presentations at various
general industry conferences, participation in panel presentations
and discussions hosted by academia, development of trade
association educational materials, and presentations to architects,
designers, and other influential specifiers.

     The Company also has emerged as the world's leading
resource for market research information on the subject of smart
glass. Summary results of several first-of-their-kind research
studies have been shared with industry, posted to the Company's
website for global dissemination and reference, and used as the
basis for media coverage and bylined articles. Examples of the
aforementioned activities over the past year include: (1)
manuscript entitled "2007 Study of United States LEED
Accredited Professionals on the Subject of Smart Glass" and
related company-developed market research information presented
at the 2007 Society of Vacuum Coaters Smart Materials
Symposium (Louisville, KY; May 2007); (2) lead-off speaker and
presentation entitled "The Use of SPD-Smart  Light-Control
Film Technology in Automotive Smart Windows and Roof
Systems" at the International Plastics in Automotive Glazings
Conference (Frankfurt, Germany; June 2007); (3) industry panelist
and presentation entitled "The Smart Glass Industry: Advanced
Light-Control for Global Mass Markets" at the Penn State
University Workshop on Electromagnetic Metamaterials
(University Park, PA; September 2007).

     Research Frontiers is also currently scheduled to be involved
with the following events during the first half of 2008: (1)
manuscript and presentation entitled "2008 Study of Architecture
Professionals on the Subject of Smart Glass, Daylighting and
Clean Technology" at the 2008 Society of Vacuum Coaters Symposium on
Cleantech Energy Conversion and Storage (Chicago, IL; April 2008); and
(2) manuscript and presentation entitled "Cleantech Daylighting Using
Smart Glass: A Survey of LEED  Accredited Professionals" at the 2008 CTSI
Clean Technology and Sustainable Industries Conference and Trade Show
(Boston, MA; June 2008).
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Licensees of Research Frontiers

     Currently, the Company's 35 licensees are primarily
categorized into four main areas: materials for making films
(emulsions); film; lamination of film to glass or plastic, and end-
products. Emulsion makers produce and combine the necessary
materials (i.e. SPD particles and various liquids and special
polymers) from which SPD-Smart films are made. The film
makers coat a thin layer of emulsion between two sheets of plastic
film, each of which has a transparent conductive coating. This
emulsion is then partly solidified to form an SPD film that allows
users to control the amount of light, glare and heat passing through
this film. The end-product licensees then integrate this film into a
variety of SPD-Smart products, or make electronic systems to
control such SPD-Smart products. Some of these end-product
licensees do their own lamination of the SPD light-control film to
glass or plastic, and some outsource this lamination to other
companies.

     The following table summarizes Research Frontiers' existing
license agreements and lists the year into which these agreements
were entered:

Licensee                 Products Covered                              Territory

American Glass Products  Architectural and automotive windows (2002)   Worldwide
                                                                  (except Korea)

Asahi Glass Company    SPD-Smart automotive windows and sunroofs(2006) Worldwide

AGC Automotive Americas  Sunroof glass for other licensees (2001)      Worldwide
(f/k/a AP Technoglass Co.)

AGC Flat Glass Europe SA Architectural windows (2007)                  Worldwide
(f/k/a Glaverbel SA)

Avery Dennison Corp.     SPD displays (2001)                           Worldwide

BOS GmbH                 Variable light transmission SPD sunshades     Worldwide
                         and sunvisors.  (2002)

BRG Group, Ltd.          Architectural and automotive windows (2002)   Worldwide
                                                                  (except Korea)

Craftsman Fabricated     SPD film lamination for other licensees(2007) Worldwide
  Glass

Cricursa Cristales Curvados Architectural and automotive windows(2002) Worldwide
                                                                  (except Korea)

Custom Glass Corporation  Windows and sunroofs for mass                Worldwide
                          transit trains/busses; SPD film         (except Korea)
                          lamination for other licensees (2003)

Dainippon Ink and        SPD emulsions (1999) and films (2006)         Worldwide
Chemicals Incorporated   for other licensees

E.I. DuPont de Nemours   Architectural and automotive windows;SPD      Worldwide
                         emulsions and films for other licensees (2004)
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Film Technologies        SPD film for other licensees and              Worldwide
  International          prospective licensees (2001)

GKN Aerospace Transpar-  Armored vehicle windows (2008)                Worldwide
 ency Systems Inc.

Global Mirror GmbH       Rear-view mirrors and sunvisors (1999)        Worldwide

Hotel Technologies LLC   Licensed to sell SPD-Smart architectural      Worldwide
                         window systems to the hotel industry (2004)

Hitachi Chemical Co.,Ltd SPD emulsions and films for other             Worldwide
                         licensees (1999)

Innovative Glass Corp.   Architectural windows (2003)                 US,Canada,
                                                                      and Mexico

InspecTech Aero Service  Aircraft and marine windows and cabin        Worldwide
                         dividers (2001)                          (except Korea)

Isoclima S.p.A.          Architectural and automotive windows; SPD     Worldwide
                         emulsion and film for other              (except Korea)
                         licensees (2002)

Kerros Limited           Automotive windows and sunroofs (2003)        Worldwide
                                                                  (except Korea)
                                                                for  aftermarket
                                                                   and UK only
                                                                     for OEMs

Laminated Technologies Inc. SPD film lamination for
                            other licensees (2002)                     Worldwide

Leminur Limited          Architectural windows (2003)                 Russia and
                                                                    countries of
                                                                   former Soviet
                                                                        Union

N.V. Bekaert S.A (acquired   Architectural and automotive windows,     Worldwide
from Material Sciences Corp.)SPD film for other licensees, prospective
                             licensees and architectural and automotive
                             window companies (1997)

Nippon Sheet Glass Co., Ltd   SPD film for other licensee (2004)       Worldwide

Pilkington plc           SPD film lamination for other licensee (2004) Worldwide

Polaroid Corporation      SPD emulsions and films for other            Worldwide
                          licensees (2000)

Prelco Inc.               Architectural windows,train and bus         US,Canada,
                          windows (2004)                              and Mexico

Saint-Gobain Glass France Architectural windows, automotive and other  Worldwide
                          transportation vehicle windows (other than     (except
                          aircraft and spacecraft), kitchen and laundry   Korea)
                          home appliance windows, and automotive sunvisors
                          and rear-view mirrors for cars, SUVs, light
                          trucks and other transportation vehicles (other
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                          than as original equipment mirrors on heavy trucks,
                          busses, construction vehicles, firetrucks and other
                          vehicles in Class 5-8 or weighing over 16,000
                          pounds) (2003)

SmartGlass International Ltd Architectural windows(2007) Ireland,United Kingdom

SPD Control Systems Corp Electronics and building control systems(2005)Worldwide

SPD Technologies, Inc.    Architectural windows (2002)                 Worldwide
(f/k/a Razor's Edge                                               (except Korea)
Technologies, Inc.)

SPD Systems, Inc.    Architectural, appliance and marine windows (2002)Worldwide
                                                                  (except Korea)

ThermoView Industries, Inc.   Architectural windows (2000)             Worldwide
                                                                  (except Korea)

Traco, Inc.              Architectural windows (2003)                  Worldwide
                                                                  (except Korea)

     Licensees of Research Frontiers who incorporate SPD
technology into end-products will pay Research Frontiers a royalty
of 5-15% of net sales of licensed products under license
agreements currently in effect, and may also be required to pay
Research Frontiers fees and minimum annual royalties. Licensees
who sell components (such as SPD emulsion, or film) or
lamination services to other licensees of Research Frontiers do not
pay a royalty on such sale or service, and Research Frontiers will
collect a royalty from the licensee incorporating these components
into their own SPD-Smart end-products. Research Frontiers'
license agreements typically allow the licensee to terminate the
license after some period of time, and give Research Frontiers only
limited rights to terminate before the license expires. The licenses
granted by the Company are non-exclusive and generally last as
long as our patents remain in effect. Due to their bankruptcy
filings or other termination of their general business activities or
for other reasons, the Company does not believe that Polaroid,
Kerros, ThermoView, BRG, SPD Technologies and Film
Technologies International are pursuing business activities with
respect to SPD technology. Also former emulsion and film
licensee Air Products and Chemicals did not renew their license
agreement with the Company for 2008 for reasons unrelated to
SPD technology. Some of the Company's other licensees are
currently inactive with respect to SPD technology, but may
hereafter become active again. To date, the Company has not
generated sufficient revenue from its licensees to profitably fund
its operations.

     Although the Company believes based upon the status of
current negotiations that additional license agreements with third
parties will be entered into, there can be no assurance that any
such additional license agreements will be consummated, or the
extent that any current or future licensee of the Company will
produce or sell commercial products using the Company's
technology or generate meaningful revenue from sales of such
licensed products.

     The Company plans to continue to exploit its SPD-Smart
light-control technology by entering into additional license and
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other agreements with end-product manufacturers such as
manufacturers of flat glass, flat panel displays and automotive
products, and with other interested companies who may wish to
acquire rights to manufacture and sell the Company's proprietary
emulsions and films.

     The Company's plans also call for further development of its
technology and the provision of additional technological and
marketing assistance to its licensees to develop commercially
viable SPD-Smart products, and expand the markets for such
products. The Company cannot predict when or if new license
agreements will be entered into or the extent to which commercial
products will result from its existing or future licensees because of
the risks inherent in the developmental process and because
commercialization is dependent upon the efforts of its licensees as
well as on the continuing research and development efforts of the
Company.

     On March 13, 2008 the Company had twelve full-time
employees, five of whom are technical personnel, and the rest of
whom perform legal, marketing, investor relations, and
administrative functions. Of these employees, two have obtained
doctorates in chemistry, one has a masters degree in chemistry,
one has extensive industrial experience in electronics and electrical
engineering, and one has majored in physics. Three employees
also have additional postgraduate degrees in business
administration, including one doctorate in organization and
management. Also the Company's suppliers and licensees have
people on their teams with advanced degrees in a number of areas
relevant to the commercial development of products using the
Company's technology. The success of the Company is dependent
upon, among other things, the services of its senior management,
the loss of whose services could have a material adverse effect
upon the prospects of the Company.

Competitive Technologies

     The Company believes that its SPD light-control technology
has certain performance advantages over other "smart glass"
technologies which electrically vary the amount of light passing
through windows and other smart products.

     Variable light transmission technologies can be classified into
two basic types: "active" technologies that can be controlled
electrically by the user either automatically or manually, and
"passive" technologies that can only react to ambient
environmental conditions such as changes in lighting or
temperature. One type of passive variable light transmission
technology is photochromic technology; such devices change their
level of transparency in reaction to external ultra-violet radiation.
As compared to photochromic technology, the Company's
technology permits the user to adjust the amount of light passing
through the viewing area of the device rather than merely reacting
to external radiation. In addition, the reaction time necessary to
change from light to dark with SPD-Smart technology can be
almost instantaneous, as compared to the much slower reaction
time for photochromic devices. Also, unlike SPD technology,
photochromic technology does not function well at the high and
low ends of the temperature range in which smart windows and
other devices are normally expected to operate.

     The active, user-controllable technologies are sometimes
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referred to as "smart" technologies. These active technologies are
far more useful because they can be controlled electrically by a
user with a manual adjustment, or automatically when coupled
with a timer or sensing device such as a photocell, motion detector,
thermostat or other intelligent building system. There are three
main types of active devices which are compared below:

-Electrochromic devices (EC)
-Liquid crystal devices (LC)
-Suspended-particle devices (SPD)

Electrochromic Technology: Electrochromic windows and rear-
view mirrors use a direct current voltage to alter the molecular
structure of electrochromic materials (which can be in the form of
either a liquid, gel or solid film) causing the material to darken.
When compared to electrochromic devices, SPD technology has
numerous potential performance, manufacturing and cost
advantages. SPD devices are expected to have some or all of the
following advantages:

-faster response time
-ability to be able to precisely "tune" intermediate light-
 transmission states
-consistent switching speed regardless of size of glazing area
-lower estimated costs
-more reliable performance over a wider temperature range
-capability of achieving darker shaded states
-default state (state requiring no power) is dark, maximizing solar
 heat gain benefits
-lower electrical current drain
-higher estimated battery life in applications where batteries are used
-no "iris effect" (where light transmission changes first occur at the
 outer edges of a window or mirror and then work their way
 toward the center) when changing from clear to dark and back again
-SPD technology is a film-based technology that can be applied to
 plastic as well as glass, and which can be applied to curved as
 well as flat surfaces.

     Many companies with substantially greater resources than
Research Frontiers such as 3M, Asahi Glass, Gentex Corp.,
Pilkington, PPG Industries, Saint-Gobain Glass and other large
corporations have pursued or are pursuing projects in the
electrochromic area. Some of these companies have reportedly
discontinued or substantially curtailed their work on
electrochromics due to technical problems and issues relating to
the expense of these technologies. At least four companies, Saint-
Gobain Glass, Sage Electrochromics, Inc., Gentex Corp. and PPG
Industries are currently actively working to commercialize
electrochromic window products.

Liquid Crystal Technology: To date, the main types of liquid
crystal smart windows have been produced by Taliq Corp. (a
subsidiary of Raychem Corp. which has since discontinued its
liquid crystal operations and licensed its technology to others),
Asahi Glass Co., Nippon Sheet Glass, Saint-Gobain Glass,
Polytronix, Inc., DMDisplays, iGlass Projects Pty Limited, and 3M
(which has also reportedly discontinued its liquid crystal film
making operations). These windows are expensive and only
change from a cloudy, opaque milky-white to a clear state, are
hazy when viewed at an angle and have no useful intermediate
states. As compared to liquid crystal windows, SPD smart
windows are expected to have some or all of the following
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advantages:

-be less expensive to produce
-have less haze
-operate over a wider temperature range
-use less power
-absorb and shade light, rather than simply scattering it
-permit an infinite number of intermediate states between a
 transparent state and a dark blue state, rather than being just two states.
-offer superior solar heat gain control

     In the flat panel display market, further development (such as
the achievement of faster switching speeds sufficient for full-
motion video applications) is required if the Company expects to
compete against various display technologies that are currently
being used commercially. In particular, the Company expects its
SPD technology to compete on the basis of the performance
characteristics with liquid crystal displays ("LCDs") and organic
light-emitting diodes ("OLEDs"). An LCD is generally similar in
construction to an SPD display, but instead of a liquid or film
suspension, it utilizes an organic material called a liquid crystal
which, although comprised of molecules that flow like a liquid,
has some of the characteristics of solid crystals. Like SPD
displays, LCDs are "passive" devices which do not generate light,
but merely reflect or modulate existing light. OLEDs emit light
rather than transmit it, and unlike LCDs but similar to SPD
displays, OLEDs are expected to have wide viewing angles and
low power consumption. However, although OLED displays have
begun to be introduced, several technological and manufacturing
hurdles may remain in the production of OLEDs including limited
life expectancy, sensitivity to degradation from exposure to air and
water, and cost. The market for flat panel displays was estimated
by others to have been approximately $102 billion for 2007.
Because of further development work to be done in this area, the
Company cannot estimate when, or if, its licensees may begin to
penetrate the flat panel display market.

     The Company believes that its SPD-Smart technology has
significant advantages over existing display devices and related
technology. In comparison to existing twisted nematic type LCDs,
the Company's SPD displays are expected to have some or all of
the following advantages:

- higher contrast and brightness
- a wider angle of view
- lower estimated production costs
- a less complex fabrication procedure
- the ability to function over a wider temperature range
- the ability to make displays without using sheet polarizers or
  alignment layers
- lower light loss and a corresponding reduction in backlighting requirements.

     With respect to other types of displays which emit their own
light, such as light-emitting diodes (LEDs) and cathode ray tubes
(CRTs), the Company's SPD technology should have the
advantages of lower power consumption and make possible larger
displays that are easier to read in bright light.

     LCDs and other types of displays, liquid crystal windows, as
well as electrochromic self-dimmable rear-view mirrors, are
already on the market, whereas products incorporating SPD
technology (as well as electrochromic windows) have only begun
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to appear in the marketplace. Therefore, the long-term durability
and performance of SPD-Smart displays have not yet been fully
ascertained. The companies manufacturing LCD and other display
devices, liquid crystal windows, and electrochromic self-dimmable
rear-view mirrors and windows, have substantially greater
financial resources and manufacturing experience than the
Company. There is no assurance that comparable systems having
the same advantages of the Company's SPD technology could not
be developed by competitors at a lower cost or that other products
could not be developed which would render the Company's
products difficult to market or technologically or otherwise
obsolete.

Research and Development

     As a result of the Company's research and development
efforts, the Company believes that its SPD technology is now, or
with additional development will become, usable in a number of
commercial products. Such products may include one or more of
the following fields: "smart" windows, variable light transmission
eyewear such as sunglasses and goggles, self-dimmable
automotive sunroofs, sunvisors and mirrors, and instruments and
other information displays that use digits, letters, graphic images,
or other symbols to supply information, including scientific
instruments, aviation instruments, automobile dashboard displays
and, if certain improvements can be made in various features of
the Company's SPD technology, portable computer displays and
flat panel television displays. The Company believes that most of
its research and development efforts have applicability to products
that may incorporate the Company's technology. Based upon the
current SPD-Smart products being prepared for sale by various of
its licensees, the Company believes that the state of development
of its technology is sufficiently advanced, but that further
improvements will result in accelerated market penetration. The
Company intends to continue its research and development efforts
for the foreseeable future to improve its SPD light-control
technology and thereby assist our licensees in the product
development, sales and marketing of various existing and new
SPD-Smart products.

     During the past year, the Company and/or its licensees have
made significant advances relating to materials to enable (1)
improved stability of SPD emulsions, (2) a wider range of light
transmission, and (3) improved film adhesion and cohesion.

     The Company has devoted most of the resources it has
heretofore expended to research and development activities with
the goal of producing commercially viable SPD products and has
developed working prototypes of SPD-Smart products for several
different applications, with primary emphasis on smart windows
for various industries.

Research Frontiers' main goals in its research and development
are:

- developing wider ranges of light transmission and quicker switching speeds
- developing different colored particles
- reducing the voltage required to operate SPDs
- obtaining data and developing improved materials regarding
  environmental stability and longevity.
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     Research Frontiers incurred approximately $2,530,000,
$1,171,000, and $1,392,000 during the years ended December 31,
2007, 2006, and 2005, respectively, for research and development.
Research Frontiers plans to engage in substantial continuing
research and development activities to invest in future
improvements in SPD light-control technology and to expand for
its licensees the capabilities of SPD-Smart technology and the
markets for SPD-Smart products.

Patents and Proprietary Information

     Research Frontiers continues to make substantial investments
in improving SPD-Smart light-control technology and to
expanding its intellectual property portfolio. The Company has 32
United States patents in force, and five United States patent
applications are pending. The Company's United States patents
expire at various dates from 2008 through 2023. The Company has
approximately 237 issued foreign patents and 227 foreign and
international patent applications pending. The Company's foreign
patents expire at various dates from 2008 through 2022. The
Company believes that its SPD light-control technology is
adequately protected by its patent position and by its proprietary
technological know-how. However, the validity of the Company's
patents has never been contested in any litigation. The Company
also possesses know-how and relies on trade secrets and
nondisclosure agreements to protect its technology. The Company
generally requires any employee, consultant, or licensee having
access to its confidential information to execute an agreement
whereby such person agrees to keep such information confidential.

     Research Frontiers' licensees have also directed the Company
not to reveal aspects of their activities or those of their customers,
which limits the Company's ability to disclose certain information.

Rights Plan

     In February 2003, the Company's Board of Directors adopted
a Stockholders' Rights Plan and declared a dividend distribution
of one Right for each outstanding share of Company common
stock to stockholders of record at the close of business on March
3, 2003. Subject to certain exceptions listed in the Rights Plan, if
a person or group has acquired beneficial ownership of, or
commences a tender or exchange offer for, 15% or more of the
Company's common stock, unless redeemed by the Company's
Board of Directors, each Right entitles the holder (other than the
acquiring person) to purchase from the Company $120 worth of
common stock for $60. If the Company is merged into, or 50% or
more of its assets or earning power is sold to, the acquiring
company, the Rights will also enable the holder (other than the
acquiring person) to purchase $120 worth of common stock of the
acquiring company for $60. The Rights will expire at the close of
business on February 18, 2013, unless the Rights Plan is extended
by the Company's Board of Directors or unless the Rights are
earlier redeemed by the Company at a price of $.0001 per Right.
The Rights are not exercisable during the time when they are
redeemable by the Company. The above description highlights
some of the features of the Company's Rights Plan and is not a
complete description of the Rights Plan. A more detailed
description and a copy of the Rights Plan is available from the
Company upon request.

ITEM 1A.       RISK FACTORS
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     In addition to the other information in this Annual Report on
Form 10-K, you should carefully consider the following factors in
evaluating us and our business. This Annual Report contains, in
addition to historical information, forward-looking statements that
involve risks and uncertainties. Our actual results could differ
materially. Factors that could cause or contribute to such
differences include, but are not limited to, those discussed below,
as well as those discussed elsewhere in this Annual Report,
including the documents incorporated by reference.

     There are risks associated with investing in companies such
as ours who are engaged in research and development. In addition
to risks which could apply to any company or business, you should
also consider the business we are in and the following:

     Research Frontiers has a history of operating losses, expects
to incur additional losses in the future, and consequently will need
additional funds in the future to continue its operations. To date,
Research Frontiers has lost money, and we expect to lose money
in the foreseeable future. Because we expect that our future
revenues will consist primarily of license fees (which have not
been significant to date), unless our licensees produce and sell
products using our technology, Research Frontiers will not be
profitable. There is no guarantee that we will ever be profitable.
Since Research Frontiers was started in 1965 through December
31, 2007, its total net loss was $69,801,749. Our net loss was
$7,565,218 (which includes a non-cash accounting charge of
$4,026,855 resulting from the expensing of stock options granted
in 2007), $3,303,633, and $3,747,532 in 2007, 2006, and 2005,
respectively.

     We have funded our operations by selling our common stock
to investors. If we need additional money, there is no guarantee
that it will be available when we need it, or on favorable terms.
The Company would have to raise additional capital no later than
the first quarter of 2010 if operations, including research and
development and marketing, are to be maintained at current levels
if its revenues do not increase before then. Eventual success of the
Company and generation of positive cash flow will be dependent
upon the extent of commercialization of products using the
Company's technology by the Company's licensees and payments
of continuing royalties on account thereof.

     Research Frontiers depends upon the activities of its licensees
in order to be profitable. We do not directly manufacture or market
products using SPD technology. Although a variety of products
have been sold by our licensees, and because it is up to our
licensees to decide when and if they will introduce products using
SPD technology, we cannot predict when and if our licensees will
generate substantial sales of such products. Research Frontiers'
SPD technology is currently licensed to 35 companies. Other
companies are also evaluating SPD technology for use in various
products. In the past, some companies have evaluated our
technology without proceeding further. Also, we do not intend to
manufacture products using SPD technology. Instead we intend to
continue to license our SPD technology to manufacturers of end
products, films and emulsion. We expect that our licensees would
be primarily responsible for manufacturing and marketing SPD-
Smart products and components, but we are also engaging in
market development activities to support our licensees and build
the smart glass industry.
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     Products using SPD technology have only recently begun to
be introduced into the marketplace. Developing products using
new technologies can be risky because problems, expenses and
delays frequently occur. Research Frontiers cannot control whether
or not its licensees will develop SPD products. Some of our
licensees appear to be more active than others, some appear to be
better capitalized than others, and some licensees appear to be
inactive. There is no guarantee when or if our licensees will
successfully produce any commercial product using SPD
technology in sufficient quantities to make the Company
profitable.

     Because SPD technology is the only technology Research
Frontiers works with, our success depends upon the viability of
SPD technology which has yet to be fully proven. We have not
fully ascertained the performance and long-term reliability of our
technology, and therefore there is no guarantee that our technology
will successfully be incorporated into all of the products which we
are targeting for use of SPD technology. We expect that different
product applications for SPD technology will have different
performance and reliability specifications. We expect that our
licensees will primarily be responsible for reliability testing, but
that we may also continue to do reliability testing so that we can
more effectively focus our research and development efforts
towards constantly improving the performance characteristics and
reliability of products using SPD technology.

ITEM 1B.       UNRESOLVED STAFF COMMENTS

None

ITEM 2.   PROPERTIES

     The Company currently occupies approximately 9,500 square
feet of space at an annual rental which in 2007 was approximately
$177,000 for its executive office and research facility at 240
Crossways Park Drive, Woodbury, New York 11797 under a lease
expiring January 31, 2014. The Company believes that its space,
including its laboratory facilities, is adequate for its present needs.

ITEM 3.   LEGAL PROCEEDINGS

     There are no legal proceedings pending by or against the Company.

ITEM 4.   SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

     None

                             PART II

ITEM 5.   MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCK HOLDER
          MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

(a)  Market Information

     (1)  The Company's common stock is traded on the
NASDAQ Capital Market. As of March 13, 2008, there were
15,440,434 shares of common stock outstanding.
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     (2)  The following table sets forth the range of the high and
low selling prices (as provided by the National Association of Securities
Dealers) of the Company's common stock for each quarterly period within
the past two fiscal years:

          Quarter Ended              Low            High

          March 31, 2006             3.59           6.32
          June 30, 2006              3.71           6.49
          September 30, 2006         4.00           5.25
          December 31, 2006          4.05           6.82
          March 31, 2007             4.93          12.33
          June 30, 2007              9.55          14.29
          September 30, 2007        10.00          15.64
          December 31, 2007          7.90          17.40

These quotations may reflect inter-dealer prices, without retail
mark-up, mark-down, or commission, and may not necessarily
represent actual transactions.

(b)  Approximate Number of Security Holders

     As of March 13, 2008, there were 516 holders of record of
the Company's common stock. The Company estimates that there
are approximately 8,700 beneficial holders of the Company's
common stock.

(c)  Dividends

     The Company did not pay dividends on its common stock in
2007 and does not expect to pay any cash dividends in the
foreseeable future. There are no restrictions on the payment of
dividends.

(a)  Issuer Purchases of Equity Securities

     None.

ITEM 6.   SELECTED FINANCIAL DATA

     The following table sets forth selected data regarding the
Company's operating results and financial position. The data
should be read in conjunction with Management's Discussion
and Analysis of Financial Condition and Results of Operations
and the consolidated financial statements and notes thereto, all
of which are contained in this Annual Report on Form 10-K.

                                            Year ended December 31,
                       2007         2006         2005         2004         2003
Statement of Operations Data:
 Fee income      $  402,359   $  162,639   $  138,742   $  201,321   $  258,187
 Operating
  expenses (1)    5,774,027    2,383,856    2,624,379    2,633,534    2,537,317
 Research
  and develop-
  pment (1)       2,529,576    1,170,503    1,391,657    1,682,624    1,908,753
 Charge for reduction
 in value of investment
 in SPD Inc.(2)          --           --           --      165,501      615,200
                  8,303,603    3,554,359    4,016,036    4,481,659    5,061,270
 Operating loss  (7,901,244)  (3,391,720)  (3,877,294)  (4,280,338)  (4,803,083)
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 Net invest-
  ment income       336,026       88,087      129,762       17,597       30,775

Net loss        $(7,565,218) $(3,303,633) $(3,747,532) $(4,262,741) $(4,772,308)

Basic and diluted
net loss per
common share    $      (.50) $      (.24) $      (.27) $      (.33) $      (.38)
Dividends
 per share               --           --           --           --           --

Weighted
average
number of
commonshares
outstanding        5,278,796   14,028,509   13,692,011   12,792,091  12,436,879

                                                As of December 31,
                             2007        2006     2005       2004      2003
Balance Sheet Data:
 Total current assets     $7,469,456 $3,126,381 $3,823,093 $2,716,964 $5,322,083
 Total assets              7,659,405  3,251,637  3,957,205  2,860,673  5,690,270
 Long-term debt, including
  accrued interest                --         --         --         --         --
 Total shareholders'equity 7,330,808  2,992,621  3,646,254  2,392,303  5,469,427
----------------------------------------
(1)  Reflects a non-cash charge of $2,790,656 to operating expenses,
     and a non-cash charge of $1,236,199 to research and development
     expenses relating to the issuance of stock options in 2007, which
     increased the Company's net loss for 2007 by $4,026,855.

(2)  Reflects a non-cash charge against income of $615,200 recorded
     by the Company in the first quarter of 2003 to reflect a reduction
     in the value of its investment in SPD Inc. determined based upon
     recent financing activity of SPD Inc. The Company also recorded
     a further non-cash charge against income of $209,704 during the
     first quarter of 2004. During the fourth quarter of 2004, the
     Company received a payment of $44,203 as part of a liquidation
     distribution made by SPD Inc. to its shareholders, resulting in a
     total net non-cash charge against income of $165,501 in 2004.

ITEM 7.   MANAGEMENT'S DISCUSSION AND ANALYSIS OF
          FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Critical Accounting Policies

     The following accounting policies are important to
understanding our financial condition and results of operations and
should be read as an integral part of the discussion and analysis of
the results of our operations and financial position. For additional
accounting policies, see note 2 to our consolidated financial
statements, "Summary of Significant Accounting Policies."

      The Company has entered into a number of license
agreements covering potential products using the Company's SPD
technology. The Company receives fees and minimum annual
royalties under certain license agreements and records fee income
on a ratable basis each quarter. In instances when sales of licensed
products by its licensees exceed minimum annual royalties, the
Company recognizes fee income as the amounts have been earned.
Certain of the fees are accrued by, or paid to, the Company in
advance of the period in which they are earned resulting in
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deferred revenue.

     The Company expenses costs relating to the development or
acquisition of patents due to the uncertainty of the recoverability
of these items.

     All of our research and development costs are charged to
operations as incurred. Our research and development expenses
consist of costs incurred for internal and external research and
development. These costs include direct and indirect overhead
expenses.

     The Company has historically used the Black-Scholes option-
pricing model to determine the estimated fair value of each option
grant. The Black-Scholes model includes assumptions regarding
dividend yields, expected volatility, expected lives, and risk-free
interest rates. These assumptions reflect our best estimates, but
these items involve uncertainties based on market conditions
generally outside of our control.  As a result, if other assumptions
had been used in the current period, stock-based compensation
expense could have been materially impacted.  Furthermore, if
management uses different assumptions in future periods, stock-
based compensation expense could be materially impacted in
future years.

     On occasion, the Company may issue to consultants either
options or warrants to purchase shares of common stock of the
Company at specified share prices. These options or warrants may
vest based upon specific services being performed or performance
criteria being met.  In accordance with Emerging Issues Task
Force Issue 96-18, Accounting for Equity Instruments that are
Issued to Other than Employees for Acquiring, or in Conjunction
with Selling, Goods or Services, the Company would be required
to record consulting expenses based upon the fair value of such
options or warrants on the date that such options or warrants vest
as determined using a Black-Scholes option pricing model.

     The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of
America requires us to make estimates and assumptions that affect
the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial
statements, and reported amounts of revenues and expenses during
the reporting periods. Actual results could differ from these
estimates. An example of a critical estimate is the full valuation
allowance for deferred taxes that was recorded based on the
uncertainty that such tax benefits will be realized in future periods.

Results of Operations

Year ended December 31, 2007 Compared to the Year ended December 31, 2006

     The Company's fee income from licensing activities for 2007
was $402,359, as compared to $162,639 for 2006. This difference
in fee income was primarily the result of the Company entering
into a new agreement with Hitachi Chemical regarding payments
made by Hitachi Chemical to the Company for guaranteed access
to future improvements in the Company's technology, the timing
and amount of minimum annual royalties paid, and the date of
receipt of such payment on certain license agreements, by end-
product licensees, and an amendment to an existing license
agreement with American Glass Products ("AGP"), which, among
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other things,  increased the percentage royalty due from AGP from
5% to 15%. Certain license fees, which are paid to the Company
in advance of the accounting period in which they are earned
resulting in the recognition of deferred revenue for the current
accounting period, will be recognized as fee income in future
periods. Also, licensees may offset some or all of their royalty
payments on sales of licensed products for a given period by
applying these advance payments towards such earned royalty
payments. Because the Company's license agreements typically
provide for the payment of royalties by a licensee on product sales
within 45 days after the end of the quarter in which a sale of a
licensed product occurs (with some of the Company's more recent
license agreements providing for payments on a monthly basis),
and because of the time period which typically will elapse between
a customer order and the sale of the licensed product and
installation in a home, office building, automobile,  aircraft, boat,
or any other product, there could be a delay between when
economic activity between a licensee and its customer occurs and
when the Company gets paid its royalty resulting from such
activity.

     Operating expenses increased by $3,390,171 for 2007 to
$5,774,027 from $2,383,856 for 2006.  This increase was
principally the result of non-cash charges of $2,790,656 relating
to primarily fully vested stock options granted by the Company
during the year.  Additional factors causing this increase were
higher payroll costs ($151,000), and marketing costs ($158,000),
patent costs ($113,000) and insurance costs ($59,000).

     Research and development expenditures increased by
$1,359,073 to $2,529,576 for 2007 from $1,170,503 for 2006.
This increase was principally the result of non-cash charges of
$1,236,199 relating to fully vested stock options granted by the
Company during the year.  Additional factors causing this increase
were higher payroll costs ($52,000), insurance ($55,000) and
consulting costs ($25,000).

     Investment income for 2007 was $336,026 as compared to
$88,087 for 2006.  The difference was primarily due to higher cash
balances available to invest, partially offset by lower interest rates
during 2007.

     As a consequence of the factors discussed above, the
Company's net loss was $7,565,218 ($0.50 per share) for 2007 as
compared to $3,303,633 ($0.24 per share) for 2006.  The
difference is primarily due to non-cash accounting charges of
$4,026,855 ($0.26 per common share) resulting from the issuance
of stock options during 2007.

Year ended December 31, 2006 Compared to the Year ended December 31, 2005

     The Company's fee income from licensing activities for 2006
was $162,639, as compared to $138,742 for 2005.  This difference
in fee income was primarily the result of the timing and amount of
minimum annual royalties paid, and the date of receipt of such
payment on certain license agreements, by end-product licensees.
Certain license fees, which are paid to the company in advance of
the accounting period in which they are earned resulting in the
recognition of deferred revenue for the current accounting period,
will be recognized as fee income in future periods.  Also, licensees
may offset some or all of their royalty payments on sales of
licensed products for a given period by applying these advance
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payments towards such earned royalty payments.

     Operating expenses decreased by $240,523 for 2006 to
$2,383,856 from $2,624,379 for 2005.  This decrease was
primarily the result of lower insurance (lower by approximately
$71,500 primarily the result of a change in medical insurance
carriers), consulting (decreased by approximately $96,500, patent
(lower by approximately $39,000) and depreciation expenses, and
lower stock listing fees (reduced by approximately $61,000 as a
result of the movement of the Company's listing from the Nasdaq
National Market to the Nasdaq Capital Market).

     Research and development expenditures decreased by
$221,154 to $1,170,503 for 2006 from $1,391,657 for 2005. This
decrease was primarily the result of decreased payroll (lower by
approximately $81,000 primarily the result of the net reduction in
technical staff size by one employee), depreciation, materials
(lower by approximately $87,500), consulting (decreased by
approximately $12,000) and insurance expenses (lower by
approximately $67,500 primarily the result of a change in medical
insurance carriers).

     Investment income for 2006 was $88,087 as compared to a
net gain from its investing activities of $129,762 for 2005. This
difference was primarily due to lower cash balances available to
invest, partially offset by higher interest rates during 2006.

     As a consequence of the factors discussed above, the
Company's net loss was $3,303,633 ($0.24 per share) for 2006 as
compared to $3,747,532 ($0.27 per share) for 2005.

Financial Condition, Liquidity and Capital Resources

     During 2007, the Company's cash and cash equivalents
balance increased $4,259,671 principally as a result of $7,876,550
received in proceeds from the sale of stock and the exercise of
options and warrants.  This increase was offset by cash used to
fund operations of $3,517,185 as well as purchases of fixed assets
($62,194) and $37,500 invested in SPD Control Systems.  At
December 31, 2007, the Company had working capital of
$7,140,859 and shareholders' equity of $7,330,808.

     During 2006, the Company's cash and cash equivalent
balance decreased by $644,164 principally as a result of cash used
to fund the Company's operating activities of $3,265,358, partially
offset by $2,650,000 of net proceeds received from the issuance of
common stock.

     During 2005, the Company's cash and cash equivalent
balance increased by $1,042,622 principally as a result of
$5,000,000 of net proceeds received from the issuance of common
stock and warrants, offset by cash used to fund the Company's
operating activities of $3,920,835.

     The Company occupies premises under an operating lease
agreement which expires on January 31, 2014 and requires
minimum annual rent which rises over the term of the lease to
approximately $176,669, plus tenant's share of applicable taxes.
These lease obligations are summarized over time as of December
31, 2007:

                                            Payments due by period
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