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PART I
Item 1. FINANCIAL STATEMENTS

CHEMBIO DIAGNOSTICS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

AS OF
- ASSETS -
June 30, 2009 December 31, 2008
(UNAUDITED)
CURRENT ASSETS:
Cash and cash equivalents $ 1,859,069 $ 1,212,222
Accounts receivable, net of allowance for
doubtful accounts of $10,301 for 2009
and 2008 610,869 809,303
Inventories 1,652,850 1,819,037
Prepaid expenses and other current assets 247,083 225,153
TOTAL CURRENT ASSETS 4,369,871 4,065,715
FIXED ASSETS, net of accumulated
depreciation 703,791 881,406
OTHER ASSETS:
License agreements, net of current
portion 863,750 940,000
Deposits and other assets 229,560 27,820
TOTAL ASSETS: $ 6,166,972 $ 5,914,941
- LIABILITIES AND
STOCKHOLDERS’ EQUITY -
CURRENT LIABILITIES:
Accounts payable and accrued liabilities $ 2,244,837 $ 2,383,021
Deferred research and development
revenue 494,748 -
Current portion of loan payable 9,462 -
Current portion of obligations under
capital leases 20,110 18,780
TOTAL CURRENT LIABILITIES 2,769,157 2,401,801
OTHER LIABILITIES:
Obligations under capital leases - net of
current portion 50,409 60,808
Loan payable - net of current portion 19,766 -
License fee payable - net of current
portion 875,000 875,000

TOTAL LIABILITIES 3,714,332 3,337,609
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COMMITMENTS AND
CONTINGENCIES

STOCKHOLDERS’ EQUITY:
Preferred stock — 10,000,000 shares
authorized, none outstanding - -

Common stock - $.01 par value;
100,000,000 shares authorized

61,944,901 shares issued and outstanding 619,449 619,449
Additional paid-in capital 39,342,952 39,252,350
Accumulated deficit (37,509,761 ) (37,294,467 )
TOTAL STOCKHOLDERS’ EQUITY 2,452,640 2,577,332

TOTAL LIABILITIES AN D
STOCKHOLDERS' EQUITY $ 6,166,972 $ 5,914,941

See accompanying notes
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CHEMBIO DIAGNOSTICS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE THREE AND SIX MONTHS ENDED

(UNAUDITED)
For the three months ended For the six months ended
June 30, 2009 June 30, 2008 June 30, 2009 June 30, 2008

REVENUES:
Net product sales $ 3,051,385 $ 2,466,241 $ 5,320,802 $ 4,704,212
License and royalty
income 52,322 - 52,322 -
Research grant income 269,817 251,543 545,998 378,300
TOTAL REVENUES 3,373,524 2,717,784 5,919,122 5,082,512
Cost of product sales 2,011,579 1,705,964 3,558,488 3,237,523
GROSS PROFIT 1,361,945 1,011,820 2,360,634 1,844,989
OPERATING
EXPENSES:
Research and
development expenses 702,986 567,249 1,350,358 1,193,586
Selling, general and
administrative expenses 542,449 809,830 1,218,262 1,828,231

1,245,435 1,377,079 2,568,620 3,021,817
INCOME (LOSS)
FROM OPERATIONS 116,510 (365,259 ) (207,986 ) (1,176,828 )
OTHER INCOME
(EXPENSES):
Other (expense) (6,696 ) - (6,696 ) -
Interest income 1,531 7,391 4915 26,371
Interest expense (1,406 ) (5,261 ) (5,527 ) (10,854 )

(6,571 ) 2,130 (7,308 ) 15,517
INCOME (LOSS)
BEFORE INCOME
TAXES 109,939 (363,129 ) (215,294 ) (1,161,311 )
Provision for income
taxes - - - -
NET INCOME (LOSS) $ 109,939 $ (363,129 ) $ (215294 ) $ (1,161,311 )
Basic earnings (loss) per
share $ - $ (01 ) $ - $ (02 )

$ - $ (01 ) $ - $ (02 )
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Diluted earnings (loss)
per share

Weighted average
number of shares
outstanding, basic 61,944,901 60,616,122 61,944,901 60,576,828

Weighted average
number of shares

outstanding, diluted 74,814,205 60,616,122 61,944,901 60,576,828

See accompanying notes
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CHEMBIO DIAGNOSTICS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE SIX MONTHS ENDED

INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS:

CASH FLOWS FROM OPERATING
ACTIVITIES:

Cash received from customers

Cash paid to suppliers and employees
Interest received

Interest paid

Net cash provided by (used in) operating
activities

CASH FLOWS FROM INVESTING
ACTIVITIES:

Proceeds from sale of fixed assets
Acquisition of and deposits on fixed
assets

Net cash used in investing activities

CASH FLOWS FROM FINANCING
ACTIVITIES:

Proceeds from loan

Payment of capital lease obligation

Net cash provided by (used) in financing
activities

NET INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS
Cash and cash equivalents - beginning of
the period

Cash and cash equivalents - end of the
period

RECONCILIATION OF NET LOSS TO
NET CASH PROVIDED BY (USED
IN) OPERATING ACTIVITIES:

Net loss

(UNAUDITED)

June 30, 2009

$ 6,088,328
(5,239,948
4,915
(5,527

847,768

13,750

(234,830
(221,080

29,228
(9,069
20,159

646,847

1,212,222

$ 1,859,069

$ (215,294

)
)

)

)

June 30, 2008

4,593,731
(6,165,461 )
7,391

(5,261 )
(1,569,600 )
(289,311 )
(289,311 )
(14,301 )
(14,301 )
(1,873,212 )
2,827,369
954,157
(1,161,311 )
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Adjustments:

Depreciation and amortization 191,999 154,101
Provision for doubtful accounts - 256

Loss on sale of fixed asset 6,696 -

Common stock, options and warrants

issued as compensation 91,850 244,338
Changes in assets and liabilities:

Accounts receivable 198,434 (489,037 )
Inventories 166,187 4,549

Prepaid expenses and other assets (23,178 ) (908,621 )
Deposits and other assets 74,510 -

Deferred revenue 494,748 56,666
Accounts payable and accrued expenses (138,184 ) (345,541 )
Licenses fee payable - 875,000

Net cash provided by (used in) operating

activities $ 847,768 $ (1,569,600 )
Supplemental disclosures for non-cash

investing and financing activities:

Value of common stock issued upon

cashless warrant exercise - 14,074

See accompanying notes
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CHEMBIO DIAGNOSTICS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2009
(UNAUDITED)

NOTE 1 — DESCRIPTION OF BUSINESS:

Chembio Diagnostics, Inc. and its subsidiaries (referred to collectively as the “Company” or “Chembio”) develop,
manufacture, and market rapid diagnostic tests that detect infectious diseases. The Company’s main products are three
rapid tests for the detection of HIV antibodies in whole blood, serum and plasma samples, two of which were
approved by the FDA in 2006; the third is sold for export only. Rapid HIV tests represented approximately 80% of
the Company’s product revenues in the first half of 2009. The Company’s products are sold to medical laboratories
and hospitals, governmental and public health entities, non-governmental organizations, medical professionals and
retail establishments. Chembio’s products are sold under the Company’s STAT PAK® or SURE CHECK® registered
trademarks or under the private labels of its marketing partners, for example the Clearview® label owned by Inverness
Medical Innovations, Inc., which is the Company’s exclusive marketing partner for its rapid HIV lateral flow test
products in the United States. These products employ lateral flow technologies that are proprietary, including those
licensed to the Company. All of the Company’s new products are based on its patented Dual Path Platform (DPP®), a
unique diagnostic point-of-care platform that has certain advantages over lateral flow technology. In 2008 and 2009
to date, the Company has completed development of its first four products that employ the DPP® and the Company
has a number of additional products under development that employ the DPP®.

The accompanying consolidated financial statements have been prepared in conformity with accounting principles

generally accepted in the United States of America, which contemplate continuation of the Company as a going

concern. Although revenues, gross margins and cash flow from operating activities increased in the six months ended

June 30, 2009 as compared to the same period in 2008 and the Company was profitable for the three months ended

June, 30, 2009, there can be no assurance that these trends will continue. At June 30, 2009, the Company had

stockholders’ equity of $2,453,000 and working capital of $1,601,000. The Company estimates that its resources are
sufficient to fund its needs through the next twelve months or that, in the alternative, it could attempt to raise

additional capital although the terms under which that capital could be raised would likely be very dilutive to current

stockholders. The Company’s liquidity and cash requirements will depend on several factors. These factors include (1)
the level of revenues; (2) the extent to which, if any, that revenue level improves operating cash flows; (3) the

Company’s investments in research and development, facilities, marketing, regulatory approvals, and other
investments it may determine to make; and (4) the investment in capital equipment (including production equipment

of $323,500 that the Company has contracted for) and the extent to which the Company increases net cash flow

through operating efficiencies. There are no assurances that the Company will remain profitable or generate positive

cash flow by the end of 2009 or, in the alternative, be successful in raising sufficient capital to fund its needs through

June 30, 2010.

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
(a) Basis of Presentation:

The consolidated interim financial information as of June 30, 2009 and for the three- and six-month periods ended
June 30, 2009 and 2008 have been prepared without audit, pursuant to the rules and regulations of the Securities and
Exchange Commission (the “SEC”). Certain information and footnote disclosures normally included in financial
statements prepared in accordance with accounting principles generally accepted in the United States of America,
have been condensed or omitted pursuant to such rules and regulations, although we believe that the disclosures made
are adequate to provide for fair presentation. The interim financial information should be read in conjunction with the
Financial Statements and the notes thereto, included in the Company’s Annual Report on Form 10-K for the fiscal year

10
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ended December 31, 2008, previously filed with the SEC.

In the opinion of management, all adjustments (which include normal recurring adjustments) necessary to present a
fair statement of the Company’s consolidated financial position as of June 30, 2009, its consolidated results of
operations for the three and six-month periods ended June 30, 2009 and 2008 and its cash flows for the six-month
periods ended June 30, 2009 and 2008, as applicable, have been made. The interim results of operations are not
necessarily indicative of the operating results for the full fiscal year or any future periods.

(b) Inventories:

Inventory consists of the following at:

December 31,
June 30, 2009 2008
Raw materials $ 788,107 $ 836,446
Work in process 343,179 300,986
Finished goods 521,564 681,605

$ 1,652,850 $ 1,819,037

11
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(c) Earnings (Loss) Per Share:

The following weighted average number of shares was used for the computation of basic and diluted earnings (loss)
per share:

For the three months ended For the six months ended
June 30, June 30, 2008 June 30, June 30, 2008
2009 2009
Basic 61,944,901 60,616,122 61,944,901 60,576,828
Diluted 74,814,205 60,616,122 61,944,901 60,576,828

Basic earnings (loss) per share is computed by dividing net income (loss) by the weighted-average number of common
shares outstanding for the period. Diluted earnings (loss) per share reflects the potential dilution from the exercise or
conversion of other securities into Common Stock, but only if dilutive. Diluted loss per share for the six-month period
ended June 30, 2009 and the three and six-month periods ended June 30, 2008 are the same as basic loss per share,
since the effects of the calculation were anti-dilutive due to the fact that the Company incurred losses for those
periods. Diluted earnings per share for the three month period ended June 30, 2009, reflects certain common stock
equivalents which are not anti-dilutive. The following securities, presented on a common share equivalent basis for
the three and six-month periods ended June 30, 2009 and 2008, except those presented for the three month period
ended June 20, 2009, have been excluded from the per share computations:

For the three months ended For the six months ended
June 30, 2009 June 30, 2008 June 30, 2009 June 30, 2008

1999 & 4,140,554 2,605,665 3,264,033 2,323,842
2008 Plan
Stock
Options
Other 124,625 124,625 124,625 124,625
Stock
Options
Warrants 8,604,125 18,966,456 9,383,684 19,226,777

12,869,304 21,696,746 12,772,342 21,675,244

(d) Reclassifications:

Certain reclassifications have been made to conform to the 2009 presentation. For the three and six months ended
June 30, 2008 the Company reclassified its royalty and license expenses to cost of product sales, from selling, general
and administrative expenses.

(e) Employee Stock Option Plan:

The Company has a 1999 Stock Option Plan (“SOP”) that originally covered 1,500,000 shares of Common Stock. Under
the terms of the SOP, the Compensation Committee of the Company’s board is authorized to grant incentive options to
key employees and to grant non-qualified options to key employees and other key individuals. The options become
exercisable at such times and under such conditions as determined by the Compensation Committee. The SOP was
amended at the Company’s 2005 stockholders’ meeting. The number of options under the SOP was increased to cover
3,000,000 shares of Common Stock. It was also amended to allow independent directors to be eligible for grants
under the portion of the SOP concerning non-qualified options.

12
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Effective June 3, 2008, the Company’s stockholders voted to approve the 2008 Stock Incentive Plan (“SIP”). Under the
terms of the SIP, the Compensation Committee of the Company’s board has the discretion to select the persons to
whom awards are to be granted. Awards can be incentive stock options, restricted stock and/or restricted stock units.
The awards become vested at such times and under such conditions as determined by the Compensation
Committee. Stock option compensation expense represents the estimated fair value, at their respective dates of grant,

of options outstanding which are being amortized on a straight-line basis over the requisite vesting period of the entire
award.

The weighted average estimated fair value, at their respective dates of grant, of stock options granted in the six-month
periods ended June 30, 2009 and 2008 was $.09 and $.37 per share, respectively. The fair value of options at the date
of grant was estimated using the Black-Scholes option pricing model. The expected volatility is based upon historical
volatility of our stock. The expected term is determined using the simplified method as permitted by SAB 110, as the
Company has no history of employee exercise of options to-date.

13
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The assumptions made in calculating the fair values of options are as follows:

For the three months ended For the six months ended

June 30, 2009 June 30, 2008 June 30, 2009 June 30, 2008
Expected
term (in
years) 4 4 4 4
Expected
volatility 123.81% 112.33% 123.81% 109.33-112.33%
Expected
dividend
yield n/a n/a n/a n/a
Risk-free
interest rate 1.81-1.95% 2.98% 1.81-1.95% 1.91-2.98%

As a result of the adoption of FAS 123(R), the Company's results for the three-month periods ended June 30, 2009 and
2008 include share-based compensation expense totaling $75,000 and $64,000, respectively. Such amounts have been
included in the Condensed Consolidated Statements of Operations within cost of product sales ($9,000 and none,
respectively), research and development ($29,000 and $15,000, respectively) and selling, general and administrative
expenses ($37,000 and $49,000, respectively). The Company's results for the six-month periods ended June 30, 2009
and 2008 include share-based compensation expense totaling $92,000 and $223,000, respectively. Such amounts have
been included in the Condensed Consolidated Statements of Operations within cost of product sales ($9,000 and
$19,000, respectively), research and development ($36,000 and $74,000, respectively) and selling, general and
administrative expenses ($47,000 and $130,000, respectively). No income tax benefit has been recognized in the
income statement for share-based compensation arrangements due to the history of operating losses.

On May 7, 2009, the Compensation Committee of the Company reduced, to $0.13 per share, the exercise price of each
outstanding employee option that was issued under the 1999 Equity Incentive Plan (the “1999 Plan”) for which the
exercise price was greater than $0.44 per share of the Company’s common stock. There was no other change made to
the terms of the stock options other than the reduction in the exercise price. A total of 1,036,750 options were affected
and the fair value difference of the option before and after the reduced was $31,660 and was expensed in the three
months ended June 30, 2009.

In addition, on May 7, 2009 in accordance with the terms of the Company’s 2008 Stock Incentive Plan, the Company
granted certain employees of the Company, options to purchase an aggregate of 2,925,000 shares of the Company’s
common stock. The exercise price for these options is equal to $0.13 per share. The options become exercisable in

thirds on the first, second and third anniversaries of the date of the grant. Each option granted will expire and

terminate, if not exercised sooner, upon the earlier to occur of (a) 30 days after termination of the employee’s
employment with the Company or (b) the fifth anniversary of the date of grant. The fair value of these options is

being amortized over the vesting life of the options.

On May 7, 2009, the Board of Directors of the Company revised the compensation of non-employee directors to
increase the number of options to be acquired every five years from 180,000 to 375,000 options to purchase the
Company’s common stock. To accommodate the transition on June 3, 2009 at the annual meeting, non-employee
directors that were re-elected received their five-year allotment of options and those options previously granted but
not exercisable as of June 3, 2009 were cancelled. The number issued was 750,000 and the number cancelled was
216,000. The fair value of these options granted is being amortized over the vesting life of the options

The following table provides stock option activity for the six months ended June 30, 2009:

Stock Options Number of Shares Weighted Weighted Aggregate
Average Average Intrinsic

14
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Outstanding at January
1, 2008

Exercise Price

Remaining
Contractual
Term

Impact of re-price (for accounting purposes treated as a cancelation and re-issue):

effect as if cancelled
effect as if re-issived
Granted

Exercised
Forfeited/expired
/cancelled
Outstanding at
December 31, 2008

3.23 years

Impact of re-price (for accounting purposes treated as a cancelation and re-issue):

effect as if cancelled
effect as if re-issived
Granted

Exercised
Forfeited/expired
Outstanding at June 30,
2009

Exercisable at June 30,
2009

per Share
2,201,500 $ 0.64
(1,846,500 ) $ 0.64
1,846,500 $ 048
967,650 $ 018
(752,500 ) $ 0.58
2,416,650 $ 0.36
(1,036,750 ) $ 048
1,036,750 $ 0.13
3,675,000 $ 0.13
(467,250 ) $ 032
5,624,400 $ 037
2,099,400 $ 0.38

4.07 years

2.75 years

Value

15
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As of June 30, 2009, there was $296,000 of net unrecognized compensation cost related to stock options that
had not vested, which is expected to be recognized over a weighted average period of
approximately 1.93 years. The total fair value of stock options vested during the three-month periods ended June
30, 2009 and 2008, was approximately $60,000 and $267,000, respectively.

(f) Geographic Information:

SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information” establishes standards for the
way that business enterprises report information about operating segments in financial statements and requires that
those enterprises report selected information. It also establishes standards for related disclosures about product and
services, geographic areas, and major customers.

The Company produces only one group of similar products known collectively as “rapid medical
tests”. As per the provisions of SFAS 131, management believes that it operates in a single business segment. Net sales
by geographic area are as follows:

For the three months ended For the six months ended

June 30, 2009 June 30, 2008  June 30, 2009 June 30, 2008
Africa $ 999,048 $ 1,014,119 $ 1,458,785 $ 2,300,380
Asia 72,458 29,731 94,599 130,740
Europe 27,087 37,780 45,772 81,720
Middle East 60,949 54,310 92,996 155,151
North
America 1,252,338 407,984 2,171,365 1,043,750
South
America 639,505 922,317 1,457,285 991,971

$ 3,051,385 $ 2466241 $ 5,320,802 $ 4,704,212

(g) Accounts payable and accrued liabilities

Accounts payable and accrued liabilities consist of:

December 31,
June 30, 2009 2008

Accounts payable — suppliers $ 661,615 $ 634,083
Accrued commissions 113,364 67,857
Accrued royalties / license
fees 1,158,222 1,400,941
Accrued payroll 121,090 95,135
Accrued vacation 129,426 91,895
Accrued legal and accounting 5,060 18,000
Accrued expenses — other 56,060 75,110
TOTAL $ 2,244.837 $ 2,383,021

(h) Recent Accounting Pronouncements affecting the Company

In September 2006, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting
Standards (“FAS”) No. 157, Fair Value Measurements, which defines fair value, establishes a framework for measuring
fair value in generally accepted accounting principles, and expands disclosures about fair value measurements. This

16
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statement does not require any new fair value measurements, but provides guidance on how to measure fair value by
providing a fair value hierarchy used to classify the source of the information. FAS No. 157 is effective for fiscal
years beginning after November 15, 2007, and all interim periods within those fiscal years. In February 2008, the
FASB released FASB Staff Position (FSP FAS 157-2 — Effective Date of FASB Statement No. 157) which delays the
effective date of FAS No. 157 for all nonfinancial assets and nonfinancial liabilities, except those that are recognized
or disclosed at fair value in the financial statements on a recurring basis (at least annually), to fiscal years beginning
after November 15, 2008 and interim periods within those fiscal years. The implementation of FAS No. 157 for
financial assets and liabilities, effective January 1, 2008, did not have an impact on the Company’s financial position
and results of operations. The Company has evaluated the impact of adoption of this statement on its nonfinancial
assets and liabilities and concluded that it did not have an impact on the Company’s financial position, results of
operations, or cash flows for the first half of fiscal 2009.

In December 2007, the FASB issued FAS No. 141 (revised 2007), Business Combinations, which replaces FAS No
141. The statement retains the purchase method of accounting for acquisitions, but requires a number of changes,
including changes in the way assets and liabilities are recognized in the purchase method of accounting. It also
changes the recognition of assets acquired and liabilities assumed arising from contingencies, requires the
capitalization of in-process research and development at fair value, and requires the expensing of acquisition-related
costs as incurred. FAS No. 141R is effective for business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after December 15, 2008. The adoption of FAS 141R
has not had an impact on the Company’s financial statements.

8
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In December 2007, the FASB issued FAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements — an
Amendment of ARB No. 51.” FAS 160 establishes accounting and reporting standards pertaining to ownership
interests in subsidiaries held by parties other than the parent, the amount of net income attributable to the parent and to
the noncontrolling interest, changes in a parent’s ownership interest, and the valuation of any retained noncontrolling
equity investment when a subsidiary is deconsolidated. This statement also establishes disclosure requirements that
clearly identify and distinguish between the interests of the parent and the interests of the noncontrolling owners. FAS
160 is effective for fiscal years beginning on or after December 15, 2008. The Company has evaluated the impact of
adoption of this statement and concluded that it did not have an impact on the Company’s financial position, results of
operations, or cash flows for the first half of fiscal 2009.

In March 2008, the FASB issued FAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities — an
Amendment of FASB Statement No. 133.” The new standard is intended to improve financial reporting about
derivative instruments and hedging activities by requiring enhanced disclosures to enable investors to better
understand their effects on an entity’s financial position, financial performance, and cash flows. It is effective for
financial statements issued for fiscal years and interim periods beginning after November 15, 2008, with early
application encouraged. The Company has evaluated the impact of adoption of this statement which did not have an
impact on the Company’s financial position, results of operations, or cash flows for the first half of fiscal 2009.

In December 2007, the Emerging Issues Task Force (“EITF”) reached a consensus with respect to Issue No. 07-1
“Accounting for Collaborative Arrangements”. This EITF applies to participants in a collaborative arrangement. A
collaborative arrangement is a contractual arrangement that involves a joint operating activity. These arrangements
involve two (or more) parties who are both (a) active participants in the activity and (b) exposed to significant risks
and rewards dependent on the commercial success of the activity. Many collaborative arrangements involve licenses
of intellectual property, and the participants may exchange consideration related to the license at the inception of the
arrangement. Participants in a collaborative arrangement shall report costs incurred and revenue generated from
transactions with third parties (that is, parties that do not participate in the arrangement) in each entity's respective
income statement pursuant to the guidance in EITF No. 99-19. An entity should not apply the equity method of
accounting under APB 18 to activities of collaborative arrangements. This EITF, which can be applied retrospectively,
is effective for financial statements issued for fiscal years beginning after December 15, 2008, and interim periods
within those fiscal years. The Company has evaluated the impact of adoption of this statement and concluded that it
did not have an impact on the Company’s financial position, results of operations, or cash flows for the first half of
fiscal 2009.

Effective this quarter, we implemented Statement of Financial Accounting Standards No. 165, Subsequent Events, or
FAS 165. This standard establishes general standards of accounting for and disclosure of events that occur after the
balance sheet date but before financial statements are issued. The adoption of FAS 165 did not impact our financial
position or results of operations.

In June 2009, the FASB issued FAS No. 167 "Amendments to FASB Interpretation No. 46(R)." This statement
amends the consolidation guidance applicable to variable interest entities and is effective as of the beginning of an
entity's first fiscal year that begins after November 15, 2009. The Company is evaluating the impact that FAS No. 167
will have on its financial statements, if any.

In June 2009, the FASB issued FAS No. 168, “The FASB Accounting Standards Codification and the Hierarchy of
Generally Accepted Accounting Principles — a replacement of FASB Statement No. 162” (“FAS 168). FAS 168 provides
for the FASB Accounting Standards Codification (the “Codification”) to become the single official source of
authoritative, nongovernmental U.S. generally accepted accounting principles (GAAP). The Codification did not
change GAAP but reorganizes the literature. FAS 168 is effective for interim and annual periods ending after
September 15, 2009. The Company does not expect that adoption of this statement will have a material impact on its
financial statements.
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NOTE 3 — DEFERRED RESEARCH AND DEVELOPMENT REVENUE:

In January 2009, the Company received a refundable license fee of $340,000 from Bio-Rad Laboratories, Inc.,
pursuant to a license agreement, related to a specific application of our DPP® technology which will become fully
earned and non-refundable based upon certain future conditions being met. In addition the Company recognizes
income from research projects and grants when earned. Grants are invoiced after expenses are incurred. Any projects
or grants funded in advance are deferred until earned. As of June 30, 2009, $154,748 of advanced revenues was
unearned.

NOTE 4 — VEHICLE FINANCING AND LICENSE FEE PAYABLE:

In June 2009, the Company purchased a vehicle for use by its CEO and obtained financing in the amount of
$29,228. The financing is for a period of 3 years, is secured by the vehicle and is guaranteed by the CEO. The
financing agreement provides for monthly principal and interest payments of $849 at an interest rate of 2.9% per
annum. The balance due on this loan as of June 30, 2009 was $29,228.
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In February 2008, the Company entered into a sublicense agreement (the “Agreement”) with Bio-Rad Laboratories, Inc.
and Bio-Rad Pasteur (collectively, “Bio-Rad”). Bio-Rad is the exclusive licensee of the HIV-2 patent portfolio held by
Institute Pasteur of Paris, France. Pursuant to the terms of the Agreement, Bio-Rad sublicensed to the Company
patents related to the manufacture, use or sale of HIV-2 in the Company’s HIV screening assays. In exchange for
global non-exclusive rights to these patents, the Agreement initially provided that the Company will pay Bio-Rad a
$1,000,000 sublicense fee, $500,000 payable during 2008, of which $125,000 was paid and $375,000 payable by
December 31, 2008, with the remaining $500,000 being payable by December 31, 2009. On January 29, 2009, the
Company and Bio-Rad agreed to amend the Agreement so as to defer the remaining $875,000 of payments due under
the Agreement to one payment due in December 2010. The Company will also pay Bio-Rad a royalty on net sales in
the United States and Canada, if any, of rapid test immunoassay tests sold under the Company’s brands of Licensed
Products as defined in the Agreement. The Agreement will continue until the expiration of the last-to-expire of the
sublicensed patents, unless otherwise terminated at an earlier date by the Company or Bio-Rad.

NOTE5—COMMITMENTS AND CONTINGENCIES:
(a) Economic Dependency:

The following table discloses product sales the Company had to customers in excess of 10% of net product sales for
the periods indicated:

Accounts
For the three months ended For the six months ended Receivable
June 30, 2009 June 30, 2008 June 30, 2009 June 30, 2008 As of
% of % of % of % of June 30,
Sales Sales Sales Sales Sales Sales Sales Sales 2009
Customer
1 $ 1,160,765 38 $424,126 17 $ 2,004,872 38 $ 964,961 21  $ 363,980
Customer
2 $ 728,640 24 * * $ 728,640 14 * * $ -
Customer
3 $ 556,600 18 $913916 37 $1,349,800 25 $ 982,830 21 $ 446
Customer
4 * * $ 717,255 29 * * $ 1,499,121 32 *

In the table above the asterisk (*) indicates that sales to the customer did not exceed 10% for the period indicated.

The following table discloses purchases the Company made from vendors in excess of 10% of total purchases for the
periods indicated:

Accounts
For the three months ended For the six months ended Payable
June 30, 2009 June 30, 2008 June 30, 2009 June 30, 2008 As of
% of % of % of % of June 30,
Purchases Purc. Purchases Purc. Purchases Purc. Purchases Purc. 2009

Vendor
1 $ 134,526 20 $ 99,565 16 $ 259,588 22 $ 218,009 17 $ 28,798
Vendor
2 * * $ 114,750 18 * * * * *

20



Edgar Filing: CHEMBIO DIAGNOSTICS, INC. - Form 10-Q

In the table above the asterisk (*) indicates that purchases from the vendor did not exceed 10% for the period
indicated.

The Company currently buys materials which are purchased under intellectual property rights agreements and are
important components in its products. Management believes that other suppliers could provide similar materials on
comparable terms. A change in suppliers, however, could cause a delay in manufacturing and a possible loss of sales,
which could adversely affect operating results.

(b) Governmental Regulation:

All of the Company’s existing and proposed diagnostic products are regulated by the U.S. Food and Drug
Administration, U.S. Department of Agriculture, certain U.S., state and local agencies, and/or comparable regulatory
bodies in other countries. Most aspects of development, production, and marketing, including product testing,
authorizations to market, labeling, promotion, manufacturing, and record keeping are subject to review. After
marketing approval has been granted, Chembio must continue to comply with governmental regulations. Failure to
comply with these regulations can result in significant penalties.

10
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(c) Agreement with Inverness:

On June 25, 2009, the Company and Inverness Medical Innovations, Inc. (Inverness) entered into a letter agreement
whereby certain obligations aggregating approximately $1,010,000 as of December 31, 2008 were agreed to be paid
from future revenues. The obligations include the Company’s share under its agreements with Inverness for the
amount of HIV-2 royalties that Inverness paid when Inverness entered into an HIV-2 license agreement with Bio-Rad
Laboratories, Inc. of approximately $485,000 and royalties owed by Chembio on lateral flow licenses to Inverness of
approximately $525,000 as of December 31, 2008. Under the agreement Inverness will retain an additional 10% of
Clearview® HIV 1/2 STAT-PAK® net sales and 5% of Clearview® Complete HIV 1/2 net sales until these
obligations are extinguished. The approximate aggregate balance due is $723,000 as of June 30, 2009.

(d) Employment Agreement:

Effective May 11, 2009, the Company’s Board of Directors approved the Company’s extension of the June 15, 2006
employment agreement (the “Employment Agreement”) with the Company’s President and Chief Executive Officer. The
Employment Agreement, which had been extended for an additional one-year term from May 11, 2008, provides that
this officer will continue to serve as the Chief Executive Officer and President of the Company for an additional
three-year term.

Other than the dates and salary amounts, the terms of the extended Employment Agreement are substantially similar

to the June 15, 2006 Employment Agreement. Under the terms of the extended Employment Agreement this officer

will (i) continue as the Company’s Chief Executive Officer and President for an additional term of three years from
May 11, 2009; (ii) will earn a salary of $265,000, which will be reduced temporarily to $225,250 in connection with

his agreement to a 15 percent salary reduction until the later to occur of July 1, 2009, or the date upon which other

employees’ salaries are restored to the levels that existed prior to January 14, 2009 when the Company implemented
payroll reductions; (iii) will continue to be eligible for a bonus of up to 50% of his salary, consisting of (a) a bonus of
up to 25% of his salary that is at the complete discretion and determination of the Board, and (b) a bonus of up to an

additional 25% of his salary that will be determined based upon revenue and earnings performance criteria established

by the Board.

(e) Equipment Purchase Commitment:

In January of 2009, the Company entered into an agreement with an equipment manufacturer to design and build
equipment that will be used to automate the assembling of our tests and lower our production costs. The estimated
cost of $323,500 is being paid in installments. As of June 30, 2009, $200,000 has been paid and is included in
deposits and other assets on the Company’s balance sheet.

(f) Research and Devlopment Projects and Grants:
In June 2009, the Company received a $3 million, three year grant from the United States National Institutes of Health
to complete development of a test for Leptospirosis. Grants are invoiced after expenses are incurred. In addition the

Company has several development contracts with third parties related to its DPP® technology. These development
projects are funded in advance and are presented as deferred revenue until earned (see Note 3).

NOTE6—SUBSEQUENT EVENTS:
We evaluated all events or transactions that occurred after June 30, 2009 up through August 6, 2009, 