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PART I
ITEM 1. DESCRIPTION OF BUSINESS.
GENERAL
Rockwell Medical Technologies, Inc. is a Michigan corporation, incorporated
on October 25, 1996. From October 25, 1996 through February 18, 1997 the Company
had no operations and incurred only legal and consulting expenses. On February
19, 1997, the Company acquired substantially all of the assets of Rockwell
Medical Supplies, L.L.C. and of Rockwell Transportation, L.L.C. (collectively,
the "Predecessor Company") used in connection with the business of manufacturing
hemodialysis concentrates and dialysis kits and distributing and delivering
these and other products to hemodialysis clinics. The Predecessor Company began
operations in January 1996.
Rockwell Medical Technologies, Inc. manufactures hemodialysis concentrates
and dialysis kits, and sells, distributes and delivers such concentrates and
dialysis kits, as well as other ancillary hemodialysis products, to hemodialysis
providers in the United States. Hemodialysis is a process which is able to
duplicate kidney function in patients whose kidneys have failed to function
properly. Without properly functioning kidneys, the patient's body cannot rid
itself of excess water and waste nor regulate the amount of electrolytes in the
patient's blood. Long-term dialysis treatments are essential for these patients'
survival.
INDUSTRY BACKGROUND
The company provides products used in the treatment of patients with
end-stage renal disease ("ESRD"). In 1998 there were an estimated 240,000 ESRD
patients in the United States, whose permanent kidney failure requires long-term
dialysis for survival. According to the United States Department of Health and
Human Services ("DHHS"), the ESRD patient population has increased, on average,
7.9% per year for the five years preceding 1998. Incidence of kidney failure is
increasing as a by-product of the aging population, an increasing occurrence of
diabetes and hypertension, and increased use of prescription drugs. ESRD
patients are essentially treated as chronic patients, with repeated dialysis
treatments replacing their nonfunctioning kidneys. Most patients undergoing
hemodialysis treatments generally receive three treatments per week or 156
treatments per year, although the amount of weekly treatments may vary.
Hemodialysis patients generally receive their treatments at hospitals or
independent hemodialysis clinics. A hemodialysis provider, such as a hospital or
a freestanding clinic, uses a dialysis station to treat patients. A dialysis
station contains a dialysis machine that takes a concentrate solution and
certain chemical powders, such as the Company's solutions and powders, and
accurately dilutes them with purified water. The resulting solution, known as
dialysate, is then pumped through a device known as a dialyzer (artificial
kidney), while at the same time the patient's blood is pumped through a membrane
within the dialyzer. Excess water and chemicals from the patient's blood pass
through the membrane and are carried away in the dialysate while certain
chemicals in the dialysate penetrate the membrane and enter the patient's blood
to maintain proper chemical levels in the body. Dialysate generally contains
dextrose, sodium, calcium, potassium, magnesium, chloride and acetic acid. The
patient's physician chooses the formula required for each patient based on each
particular patient's needs, although most patients receive one of eight common
formulations.
In addition to using concentrate solutions and chemical powders (which must
be replaced for each use for each patient) a dialysis station requires various
other ancillary products such as on-off kits, sterile subclavian dressing change
trays, arterial and venous blood tubing lines, fistula needles, intravenous
administration sets, transducer protectors, dialyzers and over 120 other
ancillary products, most of which the Company sells.
INDUSTRY TRENDS
The dialysis industry has experienced steady patient population growth
based on statistics complied by the DHHS, with the patient population increasing
between 7-11% each year over the last ten years. ESRD is an irreversible
deterioration of kidney function. Population segments with the highest incidence
of ESRD are also the fastest growing within the U.S. population including the
elderly, Hispanic and African-American
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population segments. More than 60% of new ESRD cases are attributed to either
diabetes or hypertension, while glomerulonephritis is the primary factor behind
nearly 11% of treated cases.
Hemodialysis providers are generally either independent clinics or
hospitals. According to the DHHS, since 1973 the total number of hemodialysis
providers in the United States has more than quintupled from 606 in 1973 to over
3,423 in December 1997. Independent providers comprised 2,506 of such providers,
hospitals comprised 673 of such providers and kidney transplant centers
comprised 244 of such providers at the end of 1997 according to the DHHS. The
Company currently supplies over 200 hemodialysis providers in over 20 states
across the United States. The number of patients receiving hemodialysis has also
grown substantially in recent years. According to the DHHS, in 1985, there were
approximately 68,390 patients receiving hemodialysis treatments in the United
States and in 1997 more than 228,000 patients were treated in Medicare-approved
renal facilities. According to the DHHS, from 1985 to 1997, the number of
hemodialysis stations, which are areas equipped to provide adequate and safe
dialysis therapy, grew from 17,845 stations to 50,853 stations.
STRATEGY
The Company's objective is to increase its market share in the expanding
hemodialysis market and improve profitability by implementing the following
strategies:
- Acting as a Single Source Supplier. By continuing to offer ancillary
products used by hemodialysis providers, the Company has positioned
itself as an independent "one-stop-shop" to its customers for the
concentrates, chemicals and supplies necessary to support a hemodialysis
provider's operation. Some of the Company's competitors for concentrates
do not offer a full line of hemodialysis products, requiring customers to
do business with a number of suppliers in order to purchase necessary
supplies. The Company has entered into agreements with ancillary product
manufacturers, which allow the Company to be a "full-line" supplier of
hemodialysis products.
- Increasing Revenue Through Sales of New Products. The Company intends to
expand its manufacture and distribution of Dri-Sate(TM) Dry Acid
Concentrate and SteriLyte(TM) Liquid Bicarbonate. Sales of these two
products during the introduction stage in 1998 were minimal as a percent
of annual sales, however, the initial market response has been favorable
and the Company anticipates increased sales in 1999. In addition, the
Company intends to introduce other hemodialysis products not currently
offered by the Company. These products may offer opportunities to earn
higher profit margins than some of the Company's existing products (based
on current selling prices in the marketplace and the Company's estimated
costs to produce and/or distribute such products).
- Offering a Higher Level of Delivery/Customer Service. By using its own
delivery vehicles and drivers, the Company believes that it can offer a
higher level of customer service to hemodialysis providers than if it
relied primarily on the use of common carriers to distribute its
products. The Company's drivers perform services for customers that are
generally not available from common carriers, such as stock rotation,
non-loading-dock delivery and drum pump-offs. A drum pump-off requires
the driver to pump hemodialysis concentrates from a 55 gallon drum into
larger holding tanks within the hemodialysis clinic. The Company's main
competitors generally use common carriers for delivery of their products.
The Company believes it offers a higher level of distribution service to
its customers through the use of its own delivery vehicles and drivers.
- Expanding Market Share in Target Market Segments. Because of the costs
associated with transporting and delivering hemodialysis concentrates,
the Company believes that it has a competitive cost advantage with
certain clinics that are located within a reasonable proximity to the
Company's manufacturing facility over other manufacturers outside of such
proximity. The Company believes it can increase its sales in these target
markets at margins which are higher than those experienced by the Company
in markets outside this radius. The Company intends to intensify its
sales and marketing efforts in those such markets.
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PRODUCTS
The Company manufactures hemodialysis concentrates and dialysis kits, and
sells, distributes and delivers such products, as well as a full line of
ancillary hemodialysis products to hemodialysis providers and distributors
located in more than 20 states.
Hemodialysis concentrates are comprised of two primary products, which are
referred to as acid and bicarbonate. The acid contains certain additives such as
dextrose, magnesium, potassium, calcium and other components and the Company
manufactures approximately 30 different formulations of acid concentrate. Both
acid and bicarbonate are sold by the Company in either a liquid or a powder
form. In addition to the on-off kits, the Company also acts as a distributor for
a variety of ancillary products used for hemodialysis treatments including
needles, gloves, bandages, transducers, cleaning agents, etc. See "New Products"
below.
NEW PRODUCTS
In June of 1998 and June of 1997, the Company obtained 510(k) clearance
from the FDA to manufacture and market two new products, Dri-Sate(TM) Dry Acid
Concentrate and SteriLyte(TM) Liquid Bicarbonate. These products enhance the
Company's previous product offerings of acid concentrate in a liquid form and
bicarbonate in a powder form. The Company installed the equipment necessary to
manufacture and package both products in 1998 and recorded initial sales in the
last quarter of 1998. Each of these new products is described below.
"Dri-Sate(TM) Dry Acid Concentrate"
The Company's Dri-Sate(TM) Dry Acid Concentrate allows a clinic to mix its
acid concentrate on-site. The clinical technician, using a specially designed
mixer, adds pre-measured packets of the necessary ingredients to 50 or 100
gallons of purified water (AMII standard). Once mixed, the product is similar to
the acid provided to the clinic in liquid form. By using Dri-Sate(TM) Dry Acid
Concentrate numerous advantages are realized by the clinics including lower cost
per treatment, increased storage space, reduced number of deliveries and more
flexibility in scheduling. The Company believes it will attain increased profit
margins due to the reduction in freight cost associated with shipping the dry
product as compared to the liquid form. The Company also believes it will
generate increased back-haul revenue due to the elimination of returning empty
drums to the Company's facility, thus allowing its trucks to obtain increased
back-haul revenue from third parties.
"SteriLyte(TM) Liquid Bicarbonate"
The Company's SteriLyte(TM) Liquid Bicarbonate, which is used primarily in
acute care settings, is currently the only liquid bicarbonate on the market
manufactured utilizing a process called gamma irradiation. Historically, other
manufacturers have been required to recall product due to excess levels of molds
and bacteria in their product. Gamma irradiation is a process that minimizes the
presence of mold and bacteria in the product thereby providing a higher quality
product to the customer. The Company's SteriLyte(TM) Liquid Bicarbonate, by
utilizing gamma irradiation, offers the dialysis community a high-quality
product and provides the clinic a safe and uninterrupted supply source.
TRUCKING OPERATIONS
The majority of the distribution of the Company's products is provided by
the Company's wholly-owned subsidiary, Rockwell Transportation, Inc. Rockwell
Transportation, Inc. leases and operates a fleet of ten trucks which are used to
deliver products to the Company's customers. A portion of the Company's
distribution, primarily to medical products distributors, is provided by common
carriers contracted by the Company on a competitive rate basis.
Rockwell Transportation, Inc. currently employs ten drivers to operate its
truck fleet, one dispatcher, and an individual to manage its trucking
operations. The Company's liquid acid concentrates are generally packaged in
55-gallon re-usable drums weighing approximately 550 pounds each. The Company
performs
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services for customers that are generally not available from common carriers,
such as stock rotation, non-loading-dock delivery and drum pump-offs. The
Company's primary competitors generally use common carriers and/or do not
perform the same services for delivery of their products. The Company believes
it offers a higher level of service to its customers through the use of its own
delivery vehicles and drivers.
The Company's trucking operations are and will continue to be subject to
various state and federal regulations, which if changed or modified, could
adversely affect the Company's business, financial condition and results of
operations.
SALES AND MARKETING
The Company sells its products to hemodialysis providers through two
independent sales representative companies, two direct salespeople employed by
the Company and two independent distributors. The independent sales
representative companies are paid on a commission only basis and are responsible
for paying their own expenses. The Company's direct salespeople are employees of
the Company and are paid a salary or a salary plus a commission. In addition,
the Company sells its products to hemodialysis distributors who employ their own
sales force to sell products purchased from the Company.
COMPETITION
In addition to the Company, there are currently three other major suppliers
of concentrates and/or ancillary products used by hemodialysis clinics. The
other major suppliers of hemodialysis products are (i) Gambro Healthcare, Inc.
("Gambro"), which supplies concentrates and other products and also owns clinics
which treat approximately 30,000 U.S. hemodialysis patients, (ii) Fresenius
Medical Care, Inc. ("Fresenius"), which supplies concentrates and other
products, and also owns clinics which treat approximately 55,000 U.S.
hemodialysis patients, and (iii) Renal Systems (a division of Minntech
Corporation), which supplies concentrates and renalin, a specialty product used
for dialyzer reuse, but does not carry a line of ancillary hemodialysis
products.
The Company competes against larger more established competitors with
substantially greater financial, technical, manufacturing, marketing, research
and development and management resources than those of the Company. Fresenius
and Gambro are primarily in the business of operating dialysis clinics and sales
of the Company's types of products do not constitute a significant portion of
the revenue of those companies. However, these companies have a built-in
customer base for those products manufactured by those companies. The Company
believes that its business strategies provide it with competitive advantages
over each of its three major competitors. The Company believes that breadth of
product line, delivery and customer service are the principal factors that
provide it with a competitive advantage in the hemodialysis products industry.
QUALITY ASSURANCE AND CONTROL
To assure quality and consistency of the Company's concentrates, the
Company conducts specific analytical tests during the manufacturing process.
Once a batch of product is mixed, the Company's in-house quality control
laboratory conducts tests to verify that the chemical properties of the mix
match the specifications required by industry standards. Upon verification that
the batch meets the specifications, the Company packages concentrates into
either one-gallon containers or 55-gallon drums. The Company further tests
packaged concentrate samples at the beginning and end of each production run to
assure product consistency during the filling process. Once these tests have
been conducted the product is released for shipment.
In 1997, the Company purchased testing equipment it believes to be
"state-of-the-art" in order to assure quality and consistency in the manufacture
of its concentrates. The equipment allows the Company to analyze the materials
used in the hemodialysis concentrate manufacturing process, to assay and adjust
the in-process hemodialysis concentrate, and to assay and certify that the
finished products are within the chemical and biological specifications required
by the clinics. In addition, the Company's testing equipment allows it to reduce
the costs of performing necessary tests while improving the accuracy of such
tests. The Company also
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has been able to reduce the amount of labor and maintenance necessary to perform
such tests and maintain the equipment.
GOVERNMENT REGULATION
The testing, manufacture and sale of the Company's hemodialysis
concentrates and the ancillary products distributed by the Company are subject
to regulation by numerous governmental authorities, principally the United
States Food and Drug Administration ("FDA") and corresponding state and foreign
agencies. Pursuant to the Federal Food, Drug and Cosmetic Act (the "FDA Act"),
and the regulations promulgated thereunder, the FDA regulates the pre-clinical
and clinical testing, manufacture, labeling, distribution and promotion of
medical devices. Noncompliance with applicable requirements can result in, among
other things, fines, injunctions, civil penalties, recall or seizure of
products, total or partial suspension of production, failure of the government
to grant pre-market clearance or pre-market approval for devices, withdrawal of
marketing clearances or approvals and criminal prosecution.
A medical device may be marketed in the United States only with prior
authorization from the FDA unless it is subject to a specific exemption. Devices
classified by the FDA as posing less risk than class III devices are categorized
as class I (general controls) or class II (general and specific controls) and
are eligible to seek "510(k) clearance." Such clearance generally is granted
when submitted information establishes that a proposed device is "substantially
equivalent" in intended use to a class I or II device already legally on the
market or to a "pre-amendment" class III device (i.e., one that has been in
commercial distribution since before May 28, 1976) for which the FDA has not
called for pre-market approval ("PMA") applications. The FDA in recent years has
been requiring a more rigorous demonstration of substantial equivalence than in
the past, including requiring clinical trial data in some cases. For any devices
that are cleared through the 510(k) process, modifications or enhancements that
could significantly affect safety or effectiveness, or constitute a major change
in the intended use of the device, will require new 510(k) submissions. The
Company believes that it now usually takes from one to four months from the date
of submission to obtain 510(k) clearance, but it can take substantially longer.
The Company's hemodialysis concentrates, liquid bicarbonate and other ancillary
products are categorized as class II devices.
A device requiring prior marketing authorization that does not qualify for
510(k) clearance is categorized as class III, which is reserved for devices
classified by FDA as posing the greatest risk (e.g., life-sustaining,
life-supporting or implantable devices), or devices that are not substantially
equivalent to a legally marketed class I or class II device. A class III device
generally must receive approval of a PMA application, which requires proving the
safety and effectiveness of the device to the FDA. The process of obtaining PMA
approval is expensive and uncertain. The Company believes that is usually takes
from one to three years after filing, but it can take longer.
If human clinical trials of a device are required, whether for a 510(k)
submission or a PMA application, and the device presents a "significant risk,"
the sponsor of the trial (usually the manufacturer or the distributor of the
device) will have to file an investigational device exemption ("IDE")
application prior to commencing human clinical trials. The IDE application must
be supported by data, typically including the results of animal and laboratory
testing. If the IDE application is approved by the FDA and one or more
appropriate Institutional Review Boards ("IRBs"), human clinical trials may
begin at a specific number of investigational sites with a specific number of
patients, as approved by the FDA. If the device presents a "non-significant
risk" to the patient, a sponsor may begin the clinical trial after obtaining
approval for the study by one or more appropriate IRBs without the need for FDA
approval.
Any devices manufactured or distributed by the Company pursuant to FDA
clearances or approvals are subject to pervasive and continuing regulation by
the FDA and certain state agencies. Manufacturers of medical devices for
marketing in the United States are required to adhere to applicable regulations
setting forth detailed Good Manufacturing Practice ("GMP") requirements, which
including testing, control and documentation requirements. The FDA has recently
finalized changes to the GMP regulations that will likely increase the cost of
compliance with GMP requirements. Manufacturers and distributors must also
comply with Medical Device Reporting ("MDR") requirements that a firm report to
the FDA any incident in which
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its product may have caused or contributed to a death or serious injury, or in
which its product malfunctioned and, if the malfunction were to recur, it would
be likely to cause or contribute to a death or serious injury. Labeling and
promotional activities are subject to scrutiny by the FDA and, in certain
circumstances, by the Federal Trade Commission. Current FDA enforcement policy
prohibits the marketing of approved medical devices for unapproved uses.
The Company is subject to routine inspection by the FDA and certain state
agencies for compliance with GMP requirements and other applicable regulations.
The Company also is subject to numerous federal, state and local laws relating
to such matters as safe working conditions, manufacturing practices,
environmental protection, fire hazard control and disposal of hazardous or
potentially hazardous substances.
The Predecessor Company received 510(k) clearance from the FDA to market
hemodialysis concentrate solutions and powders on March 1, 1996. Such 510(k)
clearance was assigned to the Company on February 19, 1997, in connection with
the purchase of the assets of the Predecessor Company. In addition, the Company
received 510(k) clearance from the FDA to manufacture and market liquid
bicarbonate in June 1997 and 510(k) clearance from the FDA to manufacture and
market Dri-Sate(TM) Dry Acid Concentrate in June 1998. The Company's retention
of such 510(k) clearances is also dependent upon its compliance with the FDA Act
and related laws and regulations, including GMP regulations. There can be no
assurance that the Company will maintain its 510(k) authority from the FDA to
manufacture and distribute its products. Failure to do so could result in the
need to cease manufacturing and/or distributing the Company's products, which
would have a material adverse effect on the Company's business, financial
condition and results of operations. If any of the Company's FDA clearances are
denied or rescinded, sales of the Company's products in the United States would
be prohibited during the period the Company does not have such clearances.
SUPPLIERS
The Company believes that the raw materials for the Company's hemodialysis
concentrates, the components for the Company's hemodialysis kits and the
ancillary hemodialysis products distributed by the Company are generally
available from several potential suppliers.
EMPLOYEES
As of March 22, 1999, the Company had approximately fifty employees, of
which two were direct salespeople, four were laboratory technicians, ten were
truck drivers and eight were engaged in corporate management and administration.
The remaining employees were hourly workers including clerical and plant
employees. The Company's arrangements with its employees are not governed by any
collective bargaining agreement. Employees are employed on an "at-will" basis
with the exception of Mr. Robert L. Chioini, the Company's President and Chief
Executive Officer, and Mr. Thomas E. Klema, the Company's Vice President, Chief
Financial Officer and Secretary. If the Company's sales volumes increase, the
Company expects to add additional production and administrative personnel and
truck drivers.
ITEM 2. DESCRIPTION OF PROPERTY.
The Company leases a 34,500 square foot facility located in Wixom,
Michigan, which is comprised of manufacturing, warehouse, office and laboratory
space. The Company is party to a lease (the "Lease") covering such facility that
expires on December 15, 2000 and provides for a monthly rental payment of
$19,771, plus a monthly escrow deposit of $2,718 to fund real estate taxes. This
facility was formerly leased by the Predecessor Company, and the Lease was
assigned to the Company in connection with the acquisition of the Predecessor
Company's business. In connection with such assignment of the Lease, the
landlord required the Company to deposit into escrow $178,000 which is to be
applied against future lease payments and as additional security deposit in
accordance with the assignment agreement. At December 31, 1998 $178,000 remained
in the escrow account to be used against future payments. The Company believes
that its facilities are suitable and adequate for its current operations, but
may not be adequate if the Company expands its operations.
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ITEM 3. LEGAL PROCEEDINGS.
The Company is not a party to any material pending legal proceedings.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
Not Applicable.
7
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PART II
ITEM 5. MARKET FOR COMMON EQUITY AND RELATED SHAREHOLDER MATTERS.
The Company's Common Shares and Common Share Purchase Warrants are traded
on the Nasdaq SmallCap Market under the symbols RMTI and RMTIW, respectively.
The Common Shares and Common Share Purchase Warrants began trading on the Nasdaq
SmallCap Market on January 26, 1998 at an initial public offering price of $4.00
per Common Share and $0.10 per Common Share Purchase Warrant.
The prices below are the high and low bid prices as reported in each
quarter since the Company's securities began trading on January 26,1998.

BID PRICE
INFORMATION
---------------HIGH
LOW
------

QUARTER ENDED
------------March 31,1998...............................................
June 30, 1998...............................................
September 30, 1998..........................................
December 31, 1998...........................................

$5.375
3.000
3.875
2.750

$1.375
1.063
2.188
1.375

As of March 22, 1999 there were 72 record holders of the Common Shares and
56 record holders of the Common Share Purchase Warrants.
DIVIDENDS
The payment of dividends by the Company is within the discretion of its
Board of Directors and depends in part upon the Company's earnings, capital
requirements, financial condition and requirements, future prospects,
restrictions in future financing agreements, business conditions and other
factors deemed relevant by the Board. Since its inception, the Company has not
paid any cash dividends on its Common Shares and does not anticipate paying such
dividends in the foreseeable future. The Company intends to retain earnings, if
any, to finance the development and expansion of its operations.
ITEM 6. MANAGEMENT'S DISCUSSIONS AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS.
OVERVIEW
The Company was formed for the purpose of acquiring substantially all the
assets of Rockwell Medical Supplies, L.L.C., and a related entity, Rockwell
Transportation, L.L.C (collectively the "Predecessor Company"). The Company
acquired the Predecessor Company on February 19, 1997 for an adjusted purchase
price of approximately $2.1 million. The Company funded the initial payment of
$525,000 related to the purchase from the proceeds of a private placement of
495,000 of the Company's Common Shares (the "First Prior Financing"). The
balance of the $1.2 million in net proceeds raised in the First Prior Financing
was used to fund the Company's net losses and capital equipment purchases. In
May through July, 1997, the Company sold 520,000 Common Shares and 520,000
Common Share Purchase Warrants (the "Second Prior Financing") for net proceeds
of approximately $1.3 million of which $500,000 was used to further reduce the
obligation related to the purchase of the Predecessor Company. The balance of
the funds raised in the Second Prior Financing was used to fund the Company's
continued net losses and for capital equipment expenditures. The remaining
purchase obligation related to the Predecessor Company was converted into
1,095,915 Series A Preferred Shares.
On January 26, 1998 the Company sold 1,800,000 Common Shares and 3,105,000
Common Share Purchase Warrants pursuant to a registration statement filed with
the Securities and Exchange Commission (the "IPO") for net proceeds of $5.8
million. The proceeds were used to redeem all of the Series A Preferred Shares
and reduce other liabilities as stated in the prospectus. The remaining cash of
approximately
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$3.3 million was available to fund the future growth of the Company including
working capital and capital expansion.
RESULTS OF OPERATIONS
For the year ended December 31, 1998 compared to the year ended December 31,
1997
Results of operations for the year ended December 31, 1997 include the
transactions of the business from the purchase date of February 19, 1997 through
December 31, 1997 or approximately a ten and one-half month period. Because of
this short period of operations in 1997 the period is not directly comparable to
the year ended December 31, 1998. The one and one-half months of operation of
the Predecessor Company from January 1, 1997 through February 19, 1997 must be
considered to make appropriate comparisons.
For the year ended December 31, 1998, sales were approximately $5.3 million
as compared to sales of $3.3 million for the short period of 1997 or $3.7
million after adjusting for the Predecessor Company. The 1998 sales represent an
increase of 44% over the pro forma 1997 sales levels. The net increase of $ 1.6
million on a pro forma basis is attributable to new business of $1.7 million,
price increases realized in 1998 of approximately $300,000, and was partially
offset by a decrease in export sales of $400,000.
For the year ended December 31, 1998, sales of acid concentrate accounted
for 54% of sales and bicarbonate accounted for 30% of sales as compared to 54%
and 23% of sales, respectively, in 1997. These two product lines, which are the
critical components of dialysate used by the Company's customers, comprised the
majority of the Company's sales in both 1998 and 1997. Ancillary products
accounted for 11% of total sales in 1998 compared to 14% of sales in 1997.
Revenue generated from the Company's trucking subsidiary for trucking services
provided to non-affiliated third parties accounted for approximately 5% of total
sales in 1998 as compared to 9% of sales in 1997.
The Company incurred a gross margin deficit of ($171,000) for the period
ended December 31, 1998 as compared to a deficit of ($448,000) for the short
period of 1997 and ($613,000) for the year ended December 31, 1997 after
considering the results of the Predecessor Company. The improvement in the gross
deficit of $442,000 in 1998 as compared to the adjusted 1997 deficit is
partially attributable to the increased selling prices achieved in 1998 totaling
$300,000 for the period. In addition, reduced vendor prices on material, use of
less expensive alternative production materials, labor productivity
improvements, and more efficient routings of company trucks comprised total cost
reductions of $223,000 in 1998 as compared to the adjusted 1997 period. Lower
gross profit from reduced export sales partially offset these improvements by
$81,000. These factors occurred principally during the last six months of 1998
and the Company ended the year with a positive gross margin of 5% in the fourth
quarter of 1998.
Selling, general and administrative expense was $1.9 million in the year
ended December 31, 1998 as compared to $1.4 million for the short period of 1997
or $1.6 million after adjusting to include the Predecessor Company's expenses to
reflect the full year of 1997. Approximately one half of this increase is due to
expenses associated with public company matters including investor relations
consulting, publications and communications. The balance of the increased
selling, general and administrative expense is due to higher administrative
salaries including the non-cash expense related to employee stock options.
Interest income in the year ended 1998 was $113,000 as compared to $66,000
of expense in the short period of 1997. The difference is directly attributable
to using the proceeds from the IPO to reduce interest bearing obligations and
the investment of the remaining cash on hand in short term securities.
The Company has reported losses for the period ended December 31, 1998 of
($1.9) million which was approximately the same as the short period in 1997 and
representing a $300,000 improvement over 1997 on a proforma basis after adding
the Predecessor Company's results to reflect a full year of operations. The
Company has not recorded a federal income tax benefit given the continued losses
and the lack of assurance of realization of the loss carried forward.
The loss per share was ($.41) in the year ended December 31, 1998 as
compared to ($.64) in the period since the purchase through December 31, 1997 or
a loss of ($.76) per share after adjustment for the full year.
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The improvement of $.35 cents per share from the adjusted 1997 results to the
actual 1998 results is primarily attributable to the increased shares
outstanding from the IPO. The additional shares accounted for $.29 cents per
share of the improvement. The lower net loss in 1998 as compared to the 1997
adjusted net loss resulted in a $.06 per share improvement.
YEAR 2000 ISSUES AND CONSEQUENCES
The Company has completed a review of its systems, both information
technology based and non-information technology based. The Company has installed
software to ensure that its information technology systems are Year 2000
compliant. The Company does not believe that Year 2000 issues will have a
material impact on the Company's business.
LIQUIDITY AND CAPITAL RESOURCES
In January 1998, the Company issued securities in an IPO for net proceeds
of $5.8 million. After the reduction of debt obligations associated with the
purchase of the Predecessor Company and certain other obligations incurred prior
to the IPO, the Company had $3.3 million of proceeds remaining. During the year
ended December 31, 1998 the Company used $2.3 million to fund the cash deficit
from operations, which included $1.1 million to fund accounts payable and
accrued liabilities incurred prior to the Company's IPO. The Company spent
$468,000 for capital improvements and $164,000 for the repurchase of Common
Shares in 1998. Cash on hand at December 31, 1998 was $1.9 million.
During 1998 the Company's quarterly cash requirements continued to improve
as profit margins increased. The Company, however, will continue to experience
negative cash flow for the foreseeable future. The Company believes that
sufficient cash on hand is available until the benefits of its business
strategies are fully realized. The ability of the Company to raise additional
funds, if required, through either equity or debt financing arrangements will be
dependent on the Company's success regarding these strategies. There can be no
assurance that the Company will be successful in the implementation of the
stated strategy, and if additional funds become required, the Company may be
required to conserve cash and abandon or alter its growth strategy.
The Company attempts to prudently manage its working capital to support its
growth strategy in a measured manner in order to conserve cash. The Company has
no long-term debt obligations with the exception of lease arrangements on the
facility and vehicles used in the distribution operations.
Capital expenditures of $468,000 were made in the year ended December 31,
1998 to upgrade existing equipment, enhance production efficiencies and install
equipment to manufacture new products. The Company does not plan to make any
additional significant capital improvements during 1999.
ITEM 7. FINANCIAL STATEMENTS
The Consolidated Financial Statements of the Registrant and the Combined
Financial Statements of the Predecessor Company required by this item are set
forth on pages F-1 through F-15.
ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE
On November 25, 1998, Rockwell Medical Technologies, Inc. and
PricewaterhouseCoopers L.L.P., the Company's independent accountants for the
current fiscal year, agreed to cease their client-auditor relationship. In
connection with its audit for fiscal year 1997, and during the interim period
preceding such mutually-agreed cessation, there were no disagreements between
the Company and PricewaterhouseCoopers L.L.P. on any matter of accounting
principles or practices, financial statement disclosure, or auditing scope or
procedure, which disagreements if not resolved to the satisfaction of
PricewaterhouseCoopers L.L.P., would have caused them to make reference thereto
in their report on the financial statements. PricewaterhouseCoopers L.L.P.'s
report with respect to the Company's financial statements for 1997 contained no
adverse opinion or disclaimer of opinion and was not qualified or modified as to
audit scope or accounting principles; however, such report was modified as to
uncertainty regarding the Company's ability to continue as a going concern. The
Company has made such disclosure on form 8-K filed with the Securities and
Exchange Commission.
On December 24, 1998, the Company announced that it had retained the firm
of Plante & Moran, L.L.P. as the Company's accountants.
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PART III
ITEM 9. DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS AND CONTROL PERSONS;
COMPLIANCE WITH SECTION 16(A) OF THE EXCHANGE ACT.
Incorporated herein by reference to Rockwell Medical Technologies, Inc.
definitive proxy statement to be filed with the Securities and Exchange
Commission within 120 days after the year covered by this Form 10-KSB with
respect to its Annual Meeting of Shareholders to be held on May 10, 1999.
ITEM 10. EXECUTIVE COMPENSATION.
Incorporated herein by reference to Rockwell Medical Technologies, Inc.
definitive proxy statement to be filed with the Securities and Exchange
Commission within 120 days after the year covered by this Form 10-KSB with
respect to its Annual Meeting of Shareholders to be held on May 10, 1999.
ITEM 11. SECURITIES OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.
Incorporated herein by reference to Rockwell Medical Technologies, Inc.
definitive proxy statement to be filed with the Securities and Exchange
Commission within 120 days after the year covered by this Form 10-KSB with
respect to its Annual Meeting of Shareholders to be held on May 10, 1999.
ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.
Incorporated herein by reference to Rockwell Medical Technologies, Inc.
definitive proxy statement to be filed with the Securities and Exchange
Commission within 120 days after the year covered by this Form 10-KSB with
respect to its Annual Meeting of Shareholders to be held on May 10, 1999.
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ITEMS 13. EXHIBITS AND REPORTS ON FORM 8-K.
(a) Exhibits

3(i).1

Articles of Incorporation of the Company, incorporated by
reference to Exhibit 3(i).1 to the Company's Registration
Statement on Form SB-2, File No. 333-31991.

3(i).2

Certificate of Amendment to Articles of Incorporation of the
Company, incorporated by reference to Exhibit 3(i).2 to the
Company's Registration Statement on Form SB-2, File No.
333-31991.

3(i).3

Certificate of Correction to Articles of Incorporation of
the Company, incorporated by reference to Exhibit 3(i).3 to
the Company's Registration Statement on Form SB-2, File No.
333-31991.

3(i).4

Certificate of Amendment to Articles of Incorporation of the
Company, incorporated by reference to Exhibit 3(i).4 to the
Company's Registration Statement on Form SB-2, File No.
333-31991.

3(ii)

Bylaws of the Company, incorporated by reference to Exhibit
3(ii) to the Company's Registration Statement on Form SB-2,
File No. 333-31991.

4.1

Form of Warrant Agreement, incorporated by reference to
Exhibit 4.1 to the Company's Registration Statement on Form
SB-2, File No. 333-31991.

4.2

Form of Underwriters Warrant Agreement, incorporated by
reference to Exhibit 4.2 to the Company's Registration
Statement on Form SB-2, File No. 333-31991.

4.3

Registration Rights Agreement among
holders of certain of the Company's
Warrants, incorporated by reference
Company's Registration Statement on
333-31991.

4.4

Form of Lock-up Agreement, incorporated by reference to
Exhibit 4.7 to the Company's Registration Statement on Form
SB-2, File No. 333-31991.

10.1

Rockwell Medical Technologies, Inc. 1997 Stock Option Plan,
incorporated by reference to Exhibit 10.1 to the Company's
Registration Statement on Form SB-2, File No. 333-31991.

10.2

Employment Agreement dated as of February 19, 1997 between
the Company and Robert L. Chioini, incorporated by reference
to Exhibit 10.2 to the Company's Registration Statement on
Form SB-2, File No. 333-31991.

10.3

Consulting and Financial Advisory Services Agreement dated
as of February 19, 1997 between the Company and Wall Street
Partners, Inc., incorporated by reference to Exhibit 10.3 to
the Company's Registration Statement on Form SB-2, File No.
333-31991.

10.4

Asset Purchase Agreement dated as of November 1, 1996 by and
among the Predecessor Company, the Family Partnerships (as
defined therein), the Members (as defined therein) and the
Company (formerly known as Acquisition Partners, Inc.),
incorporated by reference to Exhibit 10.4 to the Company's
Registration Statement on Form SB-2, File No. 333-31991.

10.5

First Amendment to Asset Purchase Agreement dated as of
January 31, 1997 by and among the Predecessor Company, the
Family Partnerships, the Members and the Company (formerly
known as Acquisition Partners, Inc.), incorporated by
reference to Exhibit 10.5 to the Company's Registration
Statement on Form SB-2, File No. 333-31991.

10.6

Second Amendment to Asset Purchase Agreement dated as of
February 19, 1997 by and among the Predecessor Company, the
Family Partnerships, the Members and the Company (formerly
known as Acquisition Partners, Inc.), incorporated by
reference to Exhibit 10.6 to the Company's Registration
Statement on Form SB-2, File No. 333-31991.

the Company and the
Common Share Purchase
to Exhibit 4.6 to the
Form SB-2, File No.

10.7

Letter Agreement dated April 4, 1997 among the parties to
the Asset Purchase Agreement concerning the conversion of
the promissory note payable to the Supply Company,
incorporated by reference to Exhibit 10.7 to the Company's
Registration Statement on Form SB-2, File No. 333-31991.
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10.8
10.9
10.10
10.11
21.1
27.1

Lease Agreement dated as of September 5, 1995 between the Supply Company, as tenant, and Oakland Oaks,
L.L.C., as landlord, incorporated by reference to Exhibit 10.9 to the Company's Registration Statement on
Form SB-2, File No. 333-31991.
Assignment and First Amendment to Wixom Building Lease dated as of February 19, 1997 among the Supply
Company, as assignor, the Company, as assignee, and Oakland Oaks, L.L.C., as landlord, incorporated by
reference to Exhibit 10.10 to the Company's Registration Statement on Form SB-2, File No. 333-31991.
Letter Agreement dated November 21, 1997 among the parties to the Asset Purchase Agreement to confirm the
reduction of the purchase price of the Asset Purchase Agreement, incorporated by reference to Exhibit
10.12 to the Company's Registration Statement on Form SB-2, File No. 333-31991.
Employment Agreement dated as of January 12, 1999 between the Company and Thomas E. Klema.
List of Subsidiaries.
Financial Data Schedule for the Company

(b) Reports on Form 8-K
The Registrant has filed the following reports on Form 8-K during the year
ended December 31, 1998:
1.) November 25, 1998 -- Change in Accounting Firms disclosing that
PricewaterhouseCoopers, L.L.P. resigned as the Company's accountants.
2.) December 24, 1998 -- Change in Accounting Firms indicating that the
Company had retained the firm of Plante & Moran, L.L.P. as the Company's
accountants.
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SIGNATURES
In accordance with Section 13 or 15(d) of the Exchange Act, the registrant
caused this report to be signed on its behalf by the undersigned, thereto duly
authorized.
ROCKWELL MEDICAL TECHNOLOGIES, INC.
(Registrant)
By:
/s/ ROBERT L. CHIOINI
------------------------------------Robert L. Chioini
President and Chief Executive Officer
In accordance with Section 13 or 15(d) of the Exchange Act, this report has
been signed by the following persons in the capacities and on the dates
indicated.

SIGNATURE
---------

TITLE
-----

DATE
----

/s/ ROBERT L. CHIOINI
- --------------------------------------------Robert L. Chioini

President, Chief Executive Officer
and Director (Principal Executive
Officer)

March 30, 1999

/s/ THOMAS E. KLEMA
- --------------------------------------------Thomas E. Klema

Vice President of Finance, Chief
Financial Officer, Treasurer and
Secretary (Principal Financial
Officer and Principal Accounting
Officer)

March 30, 1999

/s/ GARY D. LEWIS
- --------------------------------------------Gary D. Lewis

Director

March 30, 1999

/s/ NORMAN L. MCKEE
- --------------------------------------------Norman L. McKee

Director

March 30, 1999
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Board of Directors and Shareholders
Rockwell Medical Technologies, Inc. and Subsidiary:
We have audited the consolidated balance sheet of Rockwell Medical
Technologies, Inc. and Subsidiary as of December 31, 1998 and the related
consolidated statements of income, shareholders' equity, and cash flows for the
year then ended. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these
financial statements based on our audit. The consolidated financial statements
of Rockwell Medical Technologies, Inc. and Subsidiary as of December 31, 1997
and for the year then ended, were audited by other auditors whose report dated
March 13, 1998, included an explanatory paragraph that expressed substantial
doubt about the Company's ability to continue as a going concern as a result of
substantial losses incurred since its inception and stated that those statements
did not include any adjustments that might result from the outcome of that
uncertainty.
We conducted our audit in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.
In our opinion, the consolidated financial statements referred to above
present fairly, in all material respects, the consolidated financial position of
Rockwell Medical Technologies, Inc. and Subsidiary as of December 31, 1998 and
the results of their operations and their cash flows for the year then ended, in
conformity with generally accepted accounting principles.
The accompanying consolidated financial statements have been prepared
assuming that the Company will continue as a going concern. As discussed in Note
3 to the consolidated financial statements, the Company has incurred substantial
losses from operations since inception that raise substantial doubt about its
ability to continue as a going concern. Management's plans in regard to these
matters are also described in Note 3. The consolidated financial statements do
not include any adjustments that might result from the outcome of this
uncertainty.
Plante & Moran L.L.P.
Southfield, Michigan
January 25, 1999
F-1
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Board of Directors and Shareholders of
Rockwell Medical Technologies, Inc. and Subsidiary:
We have audited the consolidated balance sheet of Rockwell Medical
Technologies, Inc. and Subsidiary at December 31, 1997 and the related
consolidated statements of income, shareholders' equity, and cash flows for the
year ended December 31, 1997. These financial statements are the responsibility
of the Company's management. Our responsibility is to express an opinion on
these financial statements based on our audit.
We conducted our audit in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.
In our opinion, the consolidated financial statements referred to above
present fairly, in all material respects, the consolidated financial position of
Rockwell Medical Technologies, Inc. and Subsidiary at December 31, 1997 and the
results of their operations and their cash flows for the year ended December 31,
1997 in conformity with generally accepted accounting principles.
The accompanying consolidated financial statements have been prepared
assuming that the Company will continue as a going concern. As discussed in Note
3 to the consolidated financial statements, the Company has incurred substantial
losses from operations since inception that raise substantial doubt about its
ability to continue as a going concern. Management's plans in regard to these
matters are also described in Note 3. The consolidated financial statements do
not include any adjustments that might result from the outcome of this
uncertainty.
Coopers & Lybrand L.L.P.
Detroit, Michigan
March 13, 1998
F-2
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ROCKWELL MEDICAL TECHNOLOGIES, INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEET
(WHOLE DOLLARS)

DECEMBER 31,
1998
-----------ASSETS
Cash and Cash Equivalents...................................
Accounts Receivable, net of allowance for doubtful accounts
of $55,745................................................
Inventory...................................................
Other Current Assets........................................
TOTAL CURRENT ASSETS...................................
Property and Equipment, net.................................
Other Noncurrent Assets.....................................
Excess of Purchase Price over Fair Value of Net Assets
Acquired, net.............................................
TOTAL ASSETS...........................................
LIABILITIES AND SHAREHOLDERS' EQUITY
Accounts Payable............................................
Accrued Liabilities.........................................
TOTAL CURRENT LIABILITIES..............................
SHAREHOLDERS' EQUITY:
Common Share, no par value, 4,830,450 shares issued and
outstanding...............................................
Common Share Purchase Warrants, 3,625,000 shares issued and
outstanding...............................................
Accumulated Deficit.........................................

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY.............

$ 1,933,197
708,688
222,095
25,476
----------2,889,456
925,614
177,937
1,275,147
----------$ 5,268,154
===========
$

528,708
173,348
----------702,056
8,652,175
251,150
(4,337,227)
----------4,566,098
----------$ 5,268,154
===========

The accompanying notes are an integral part of the consolidated financial
statements.
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ROCKWELL MEDICAL TECHNOLOGIES, INC. AND SUBSIDIARY
CONSOLIDATED INCOME STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 1998 AND 1997
(WHOLE DOLLARS)

1998
---SALES.......................................................
Cost of Sales...............................................
GROSS DEFICIT..........................................
Selling, General and Administrative.........................
OPERATING LOSS.........................................
Interest Income (Expense), net..............................
NET LOSS...............................................
Basic and Diluted Loss Per Share............................

$ 5,272,698
5,443,790
----------(171,092)
1,871,104
----------(2,042,196)
113,613
----------$(1,928,583)
===========
$
(.41)

The accompanying notes are an integral part of the consolidated financial
statements.
F-4

1997
---$ 3,318,826
3,766,761
----------(447,935)
1,399,170
----------(1,847,105)
(66,539)
----------$(1,913,644)
===========
$
(.64)
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ROCKWELL MEDICAL TECHNOLOGIES, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 1998 AND 1997
(WHOLE DOLLARS)

COMMON SHARES
----------------------SHARES
AMOUNT
----------Issuance of Common
Shares, no par value,
Initial
Capitalization.........
Issuance of Common
Shares, no par value
First Prior
Financing..............
Issuance of Common
Shares, no par value,
and Warrants, Second
Prior Financing........
Compensation related to
Stock Options..........
Net loss.................
Balance as of December
31, 1997...............
Issuance of Common
Shares, no par value
and Warrants, Initial
Public Offering........
Issuance of Additional
Common Shares, no par
value to Shareholders
in First Prior
Financing..............
Repurchase of Common
Shares.................
Compensation related to
Stock Options..........
Net Loss.................
Balance as of December
31, 1998...............

2,000,000

$

PURCHASE WARRANTS
--------------------WARRANTS
AMOUNT
-------------

ACCUMULATED
DEFICIT
-----------

1,000

495,000

1,212,500

520,000

1,311,347

$

520,000

---------

----------

---------

3,015,000

2,623,764

520,000

1,800,000

5,543,764

3,105,000

123,750

495,000

(108,300)

(164,359)

--

1,311,347

--------

$(1,913,644)
----------(1,913,644)

$251,150

98,527
(1,913,644)
----------709,730

5,794,914

(495,000)

-(164,359)

154,396

---------

----------

---------

--------

(1,928,583)
-----------

4,830,450
=========

$8,652,175
==========

3,625,000
=========

$251,150
========

$(4,337,227)
===========

The accompanying notes are an integral part of the consolidated financial
statements.
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1,000

1,212,500

98,527

--

TOTAL
SHAREHOLDERS'
EQUITY
-------------

154,396
(1,928,583)
----------$ 4,566,098
===========
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ROCKWELL MEDICAL TECHNOLOGIES, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 1998 AND 1997
(WHOLE DOLLARS)

1998
---CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss..................................................
Adjustments to reconcile net loss to net cash used for
operating activities:
Depreciation and Amortization..........................
Compensation recognized from stock options.............
Changes in Working Capital:
Increase in Accounts Receivable........................
Decrease (Increase) in Inventory.......................
Decrease (Increase) in Other Assets....................
(Decrease) Increase in Accounts Payable................
(Decrease) Increase in Other Liabilities...............
Net change in Working Capital........................
NET CASH USED IN OPERATIONS.......................
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of Business, net of cash acquired................
Purchase of Equipment.....................................
Redemption (Purchase) of Certificate of Deposit...........
CASH USED IN INVESTING ACTIVITIES....................
CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of Common Shares -- Initial Capitalization.......
Issuance of Common Shares -- First Prior Financing........
Issuance of Common Shares and Purchase Warrants -- Second
Prior Financing........................................
Issuance of Common Shares and Purchase Warrants- Initial
Public Offering........................................
Repurchase of Common Shares...............................
Redemption of Series A Preferred Shares...................
Proceeds from notes payable...............................
Repayment of notes payable................................
Payment on promissory note................................
Deposits paid on leases...................................
Costs of initial public offering..........................
CASH PROVIDED BY FINANCING ACTIVITIES................
INCREASE IN CASH............................................
CASH AT BEGINNING OF PERIOD.................................
CASH AT END OF PERIOD.......................................

1997
----

$(1,928,583)

$(1,913,644)

403,890
154,396
----------(1,370,297)

257,316
98,527
----------(1,557,801)

(321,424)
71,624
30,958
(509,127)
(210,682)
----------(938,651)
----------(2,308,948)

(197,990)
(26,701)
(47,076)
238,794
354,153
----------321,180
----------(1,236,621)

-(467,566)
25,000
----------(442,566)

(508,887)
(78,028)
(25,000)
----------(611,915)

---

1,000
1,212,500

--

1,311,347

5,794,914
(164,359)
(1,095,915)
-(200,000)
--286,729
----------4,621,369
1,869,855
63,342
----------$ 1,933,197
===========

---325,000
(125,000)
(500,000)
(138,397)
(174,572)
----------1,911,878
63,342
-----------$
63,342
===========

Supplemental non cash disclosures: See Note 4 to the consolidated financial
statements related to Purchase of Business and conversion of Promissory Note to
redeemable Series A Preferred Shares.
Interest paid was $82,225 and $46,763 in the years ended December 31, 1998
and 1997, respectively.
The accompanying notes are an integral part of the consolidated financial
statements.
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ROCKWELL MEDICAL TECHNOLOGIES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. ORGANIZATION AND CAPITALIZATION
Rockwell Medical Technologies, Inc. (the "Company") was incorporated on
October 25, 1996 for the purpose of purchasing and operating the business of
Rockwell Medical Supplies, L.L.C. and its sister company, Rockwell
Transportation, L.L.C. (collectively, the "Predecessor Company"). The Company
is, and the Predecessor Company was, in the business of manufacturing and
distributing hemodialysis concentrates and dialysis kits to hemodialysis clinics
throughout the United States. The Company also packages, sells and distributes
ancillary products related to the hemodialysis process, as did the Predecessor
Company.
In February 1997, the Company received $1.2 million in net proceeds from
the issuance of 495,000 Common Shares in the First Prior Financing,
approximately $525,000 of which was used to partially fund the acquisition of
the Predecessor Company. The remaining purchase price was financed through the
issuance of a promissory note for approximately $1.9 million.
In May 1997, the Company received $1.3 million in net proceeds from the
issuance of 520,000 Common Shares and 520,000 Common Share Purchase Warrants in
the Second Prior Financing, approximately $500,000 of which was used to reduce
the promissory note related to the purchase of the Predecessor Company. The
balance of the promissory note, $1.4 million, was subsequently converted to
redeemable Series A Preferred Shares (see Note 4).
On January 26, 1998 the Company issued 1,800,000 Common Shares and
3,105,000 Common Share Purchase Warrants pursuant to a Registration Statement
filed with the Securities and Exchange Commission in an Initial Public Offering
(the "IPO"). Net proceeds from the IPO were $5.8 million of which approximately
$1.2 million was used to redeem the Series A Preferred Shares, $1.1 million was
used to reduce Accounts Payable and Accrued Expenses, and $200,000 was used to
pay other indebtedness. The balance of the proceeds was available for capital
equipment purchases and to fund working capital requirements.
The Company is regulated by the Federal Food and Drug Administration under
the Federal Drug and Cosmetics Act, as well as by other federal, state and local
agencies. In March 1996 the Predecessor Company received 510(k) approval from
the FDA to market hemodialysis solutions and powders, which commenced in May
1996. The 510(k) approval was assigned to the Company in connection with the
purchase of the Predecessor Company.
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
BASIS OF PRESENTATION
The consolidated financial statements of the Company include the accounts
of Rockwell Medical Technologies, Inc. and its wholly owned subsidiary, Rockwell
Transportation, Inc. All intercompany balances and transactions have been
eliminated. The Company's results of operations for the year ended December 31,
1997 includes incurred and accrued expenses of approximately $49,000, primarily
consulting fees, in conjunction with the initial organization of the Company
from October 25, 1996 (date of inception) through December 31, 1996.
REVENUE RECOGNITION
The Company recognizes revenue at the date of shipment.
CASH AND CASH EQUIVALENTS
The Company considers cash on hand, certificates of deposit and short term
marketable securities as cash and cash equivalents. Such cash equivalents have
maturities of less than 90 days.
F-7
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ROCKWELL MEDICAL TECHNOLOGIES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)
INVENTORY
Inventory is stated at the lower of cost or net realizable value. Cost is
determined on the first-in first-out (FIFO) method.
PROPERTY AND EQUIPMENT
Property and Equipment are recorded at cost. Expenditures for normal
maintenance and repairs are charged to expense as incurred. Property and
equipment are depreciated using the straight-line method over their useful
lives, which range from three to eight years.
EXCESS OF PURCHASE PRICE OVER FAIR VALUE OF ASSETS ACQUIRED
The excess of the price paid by the Company over the fair value of the net
assets of the Predecessor Company has been recorded as an intangible asset and
is being amortized on the straight line basis over an estimated useful life of
10 years. Accumulated amortization of this asset was $291,952 and $131,415 at
December 31, 1998 and 1997, respectively. The Company assesses the
recoverability of the asset based on estimated future discounted cash flows of
the business. Based upon the Company's analysis no impairment of the asset
exists at December 31, 1998.
INCOME TAXES
The Company has recorded a deferred tax asset of approximately $1.4 million
related to its net operating loss carryforward. This deferred asset has been
fully offset by a valuation allowance due to the uncertainty of realization. The
Company has net operating loss carryforwards of $1.9 million and $1.9 million
which expire in the years ended December 31, 2012 and 2018, respectively.
STOCK OPTIONS
Options granted to employees are accounted for using the intrinsic value
method, under which compensation expense is recorded at the amount by which the
market price of the underlying stock at the date of the grant exceeds the
exercise price of the option. Stock options granted to non-employees are
recorded at the fair value of the awards at the date of the grant.
ESTIMATES IN PREPARATION OF FINANCIAL STATEMENTS
The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make certain estimates and
assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date the financial
statements and reported amounts of revenues and expenses during the period.
Actual results could differ from those estimates.
NET LOSS PER SHARE
Basic and Diluted net loss per share for the year ended December 31, 1998
is calculated based on the weighted average shares outstanding of 4,734,312.
Basic and Diluted net loss per share for the year ended December 31, 1997
is calculated based on the weighted average shares outstanding of 2,971,501
including 123,750 of additional shares issued to the shareholders in the First
Prior Financing who were entitled to receive additional shares for no additional
consideration if the public offering price of the shares to be issued in an
initial public offering of the Company's securities was less than $5.00 per
share. The additional shares were calculated using the initial public offering
price of $4.00 per share and issued upon the completion of the IPO.
F-8
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The dilutive effect of stock options have not been included in the average
shares outstanding for the calculation of diluted loss per share as the effect,
considering the Company's net loss, would be antidilutive. At December 31, 1998
potentially dilutive securities comprised 407,450 stock options exercisable at
prices from $1.44 to $3.00 per share; 3,625,000 Common Share Purchase Warrants
exercisable at $4.50 per Common Share; and Underwriter's Warrants which are
comprised of an option to purchase 95,000 Common Shares at a price of $6.60 per
share and 142,500 warrants to purchase shares at $7.43 per share.
3. MANAGEMENT'S PLAN OF OPERATION
Since February 20, 1997, the Company has been engaged in the business of
manufacturing, selling, and distributing hemodialysis concentrates and kits to
various clinics throughout the United States. The Company paid approximately
$2.1 million for the operating assets and liabilities of the Predecessor
Company. Since inception through December 31, 1998 the Company has recorded
losses of approximately $3.8 million and used cash of approximately $3.6 million
to fund its operations. Those needs were funded, from inception through December
31, 1998, from proceeds generated through the issuance of common shares and
common share purchase warrants pursuant to two private equity financings and an
initial public offering in January of 1998. The Company has cash on hand at
December 31, 1998 of approximately $1.9 million.
The operating losses and cash requirements will continue into 1999 but at
lower levels than those experienced in 1998. The Company has reduced its net
losses in each consecutive quarter of 1998. In the three months ended December
31, 1998 the Company realized a positive gross margin of $84,400 or 5% of sales
compared to a gross deficit of ($56,800) in the comparable period of 1997. The
net loss for the fourth quarter of 1998 was ($371,500), slightly favorable to
the ($388,700) loss in the comparable period in 1997. The reduced net loss
occurred considering the Company recorded $64,800 of additional non-cash
compensation expense related to stock options in the fourth quarter of 1998 vs.
1997. Net cash requirements for the fourth quarter of 1998 were approximately
$180,000.
The Company's plan of operation anticipates continued growth in market
share as it has experienced throughout 1998. Sales for the year ended December
31, 1998 have increased by approximately 40% over the comparable period in 1997.
This growth is expected to continue for 1999, particularly if sales expectations
on the Company's new product, Dri-Sate(TM) Dry Acid Concentrate are realized
(See "Increasing Revenue through Sales of New Products" below). This expected
growth, while requiring continued cash for working capital, should not require
substantial capital expansion or significant increases in administrative costs.
The benefit of the increased volume should be favorable on the gross margin and
thus net losses should be further reduced.
The increased market share penetration, which the Company anticipates for
1999, will be realized based on the further refinement of the business
strategies established at inception. The Company's objective is to increase its
market share in the expanding hemodialysis market and improve profitability by
implementing the following strategies:
- Acting as a Single Source Supplier. By continuing to offer ancillary
products used by hemodialysis providers, the Company has positioned
itself as a non-competing, independent "one-stop-shop" to its customers
for the concentrates, chemicals and supplies necessary to support a
hemodialysis provider's operation. Some of the Company's competitors for
concentrates do not offer a full line of hemodialysis products, requiring
customers to do business with a number of suppliers in order to purchase
necessary supplies. The Company has entered into agreements with
ancillary product manufacturers, which allow the Company to be a
"full-line" supplier of hemodialysis products.
- Offering a Higher Level of Delivery/Customer Service. By using its own
delivery vehicles and drivers, the Company believes that it can offer a
higher level of customer service to hemodialysis providers than if it
relied primarily on the use of common carriers to distribute its
products. The Company's drivers
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perform services for customers that are generally not available from
common carriers, such as stock rotation, non-loading-dock delivery and
drum pump-off. A drum pump-off requires the driver to pump hemodialysis
concentrates from the 55 gallon drums into larger holding tanks within
the hemodialysis clinic. The Company's main competitors generally use
common carriers for delivery of their products. The Company believes it
offers a higher level of service to its customers through the use of its
own delivery vehicles and drivers.
- Increasing Revenue Through Sales of New Products. The Company intends to
expand its manufacture and distribution of Dri-Sate(TM) Dry Acid
Concentrate and SteriLyte(TM) Liquid Bicarbonate. Sales of these two
products during the introduction stage in 1998 has been minimal as a
percent of annual sales, however, the initial market response has been
favorable and the Company anticipates increased sales in 1999. In
addition, the Company intends to introduce other hemodialysis products
not currently offered by the Company. These products may offer
opportunities to earn higher profit margins than some of the Company's
existing products (based on current selling prices in the marketplace and
the Company's estimated costs to produce and/or distribute such
products).
- Expanding Market Share in Target Market Segments. Because of the costs
associated with transporting and delivering hemodialysis concentrates,
the Company believes that it has a competitive cost advantage with
certain clinics that are located within a reasonable proximity to the
Company's manufacturing facility over other manufacturers outside of such
proximity. The Company believes it can increase its sales in these target
markets at margins which are higher than those experienced by the Company
in markets outside this radius. The Company intends to intensify its
sales and marketing efforts in those such markets.
There can be no assurance that the Company will be able to achieve the
planned efficiencies and increase its sales levels and market share to sustain
its operations. There can be no assurance that the Company has sufficient funds
should the business plans not yield the expected results. These factors, among
others, raise substantial doubt about the Company's ability to continue as a
going concern. The consolidated financial statements do not include any
adjustments relating to the recoverability and classification of asset carrying
amounts or the amount or classification of liabilities that might be necessary
should the Company be unable to continue as a going concern.
4. PURCHASE OF THE BUSINESS
Effective February 19, 1997 the Company purchased the assets and assumed
certain liabilities of the Predecessor Company for an initial purchase price of
approximately $2.4 million, excluding liabilities assumed. The transaction was
accounted for using the purchase method of accounting. The initial purchase
price was allocated to assets acquired and liabilities assumed based on the
estimated fair market value at the date of acquisition, as follows:

Working capital, less cash acquired.........................
Property and Equipment......................................
Excess of purchase price over fair value of net assets......
Promissory Note at 8.5%.....................................
Net cash paid for business acquired.......................

$

(147,937)
688,534
1,884,954
----------2,425,551
(1,916,664)
----------$
508,887
===========

The purchase price consisted of: (i) $150,000 cash payment to the Sellers;
(ii) a cash payment to NBD Bank of approximately $375,000 to retire related
outstanding debt; and (iii) the remainder of the purchase price was satisfied by
an 8.5% promissory note (the "Note") in the principal amount of approximately
$1.9 million. Under the terms of the Note and the Asset Purchase Agreement, a
prepayment of $500,000 on
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the Note was due in May 1997. Pursuant to a letter agreement, the Sellers
that upon receipt of the prepayment, the remaining Note balance would be
converted into redeemable Series A Preferred Shares at a conversion ratio
Series A Preferred Share to one dollar of outstanding principal due under
Note. The Company made the required prepayment and the Note was converted
1,416,664 Series A Preferred Shares.

agreed
of one
the
to

In accordance with the terms of the Asset Purchase Agreement, the Company
and the Predecessor Company and its owners agreed to a reduction in the purchase
price for the Predecessor Company's business by $320,749. In payment of such
purchase price reduction, the parties canceled 320,749 Series A Preferred
Shares. Goodwill was reduced by the same amount.
In January 1998 all of the outstanding redeemable Series A Preferred Shares
were redeemed by the Company using a portion of the net proceeds received from
the IPO.
5. SIGNIFICANT MARKET SEGMENTS
The Company operates in one market segment which involves the manufacture
and distribution of hemodialysis concentrates, dialysis kits and ancillary
products used in the dialysis process to hemodialysis clinics. For the year
ended December 31, 1998 one customer in the United States accounted for
approximately 15% of total revenue, and for the year ended December 31, 1997
sales to one customer located in Venezuela accounted for approximately 13% of
total revenue.
6. INVENTORY
Components of inventory are as follows:

Raw Materials...............................................
Finished Goods..............................................

$ 142,598
79,497
--------$ 222,095
=========

Total.....................................................

7. PROPERTY AND EQUIPMENT
Major classes of Property and Equipment, stated at cost, are as follows:

Leasehold Improvements......................................
Machinery and Equipment.....................................
Office Furniture and Equipment..............................
Laboratory Equipment........................................
Vehicles, including trailers................................
Accumulated Depreciation..................................
Net Property and Equipment..................................

$

30,130
898,623
126,876
135,893
103,136
---------$1,294,658
(369,044)
---------$ 925,614
==========

8. LEASES
The Company leases a facility for production and administrative offices as
well as transportation equipment used by the Company's subsidiary, Rockwell
Transportation, Inc. The lease terms are three to five years. These leases have
been accounted for as operating leases. Lease payments under all operating
leases
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were $552,147 for the year ended December 31, 1998. Future minimum rental
payments under lease agreements are as follows:

Year
Year
Year
Year
Year

ending
ending
ending
ending
ending

December
December
December
December
December

31,
31,
31,
31,
31,

1999...............................
2000...............................
2001...............................
2002...............................
2003...............................

396,298
394,613
155,088
148,888
158,191

In accordance with the assignment of the facility lease from the
Predecessor Company, the landlord required a deposit in escrow. The escrow
deposit is to be applied against future lease payments of $39,542 in the year
ending December 31, 1999, $59,313 in the year ending December 31, 2000 and the
balance to be held as a security deposit refundable at lease termination subject
to certain conditions.
In the instance of early termination, the transportation equipment leases
require the Company to pay the excess of the purchase price for such vehicles
(determined in accordance with the terms of the lease) over the equipment's fair
market value.
9. CAPITAL STOCK
The authorized capital stock of the Company consists of 20,000,000 Common
Shares, no par value per share, of which 4,830,450 shares were outstanding at
December 31, 1998; and 2,000,000 Preferred Shares, none issued nor outstanding,
and 1,416,664 of 8.5% non-voting cumulative redeemable Series A Preferred
Shares, $1.00 par value (the "Series A Preferred Shares"), of which none were
outstanding as of December 31, 1998.
Effective January 26, 1998, the Company issued 123,750 Common Shares to
shareholders pursuant to certain share price conditions in the First Prior
Financing. These incremental shares to participants of the First Prior Financing
have been accounted for as a stock dividend valued at the IPO offering price of
$4.00 per share.
On March 19, 1998, the Company's Board of Directors approved the repurchase
of up to 250,000 Common Shares at prices deemed to represent a favorable return
on investment. During 1998 the Company repurchased 108,300 shares at a cost of
$164,359 including transaction fees.
COMMON SHARES
Holders of the Common Shares are entitled to one vote per share on all
matters submitted to a vote of shareholders of the Company and are to receive
dividends when and if declared by the Board of Directors. The Board is
authorized to issue additional Common Shares within the limits of the Company's
Articles of Incorporation without further shareholder action.
WARRANTS
Holders of the Common Share Purchase Warrants ("Warrants"), are entitled to
purchase one Common Share at the exercise price of $4.50 per share for a period
of three years commencing January 26, 1999 and expiring January 26, 2002. The
exercise price and the number of Common Shares to be issued upon the exercise of
each Warrant are subject to adjustment in the event of share split, share
dividend, recapitalization, merger, consolidation or certain other events.
At December 31, 1998, there were 3,625,000 Warrants issued and outstanding.
Under certain conditions, the Warrants may be redeemed by the Company at a
redemption price of $.10 per Warrant upon not less than 30 days prior written
notice to the holders of such Warrants, provided the
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closing bid price of the Common Shares has been at least $7.00 for 20
consecutive trading days ending on the third day prior to the date the notice of
redemption is given.
UNDERWRITERS' WARRANTS
In conjunction with the IPO, the Underwriters of the offering were entitled
to warrants ("the Underwriters Warrants") which provided them the option to
purchase 180,000 Common Shares for a purchase price of $6.60 per share and
270,000 warrants for a purchase price of $.165 per warrant. Each underlying
warrant entitled the Underwriter to purchase a Common share at a purchase price
of $7.43 per share, exercisable at any time during the period commencing one
year from January 26, 1998 and expiring six years thereafter.
At December 31, 1998, 95,000 of the options to purchase Common Shares and
142,500 underlying warrants remained outstanding of the Underwriters Warrants.
10. STOCK OPTIONS
The Board of Directors approved the Rockwell Medical Technologies, Inc.,
1997 Stock Option Plan on July 15, 1997 (the "Plan"). The Stock Option Committee
as appointed by the Board of Directors administers the Plan, which provides for
grants of nonqualified or incentive stock options to key employees, officers,
directors, consultants and advisors to the Company. Under the Plan the Company
may grant up to 450,000 options to purchase Common Shares. Exercise prices,
subject to certain plan limitations, are at the discretion of the Committee.
Options granted normally expire 10 years from the date of grant or upon
termination of employment. The Committee determines vesting rights on the date
of grant. Options awarded in 1998 and 1997 generally vest over a three year
period from the date of grant.
Employee stock options awarded in July and November of 1997 had an exercise
price of $3.00, which is less than the deemed fair market value of the stock at
the date of grant as determined by the Company as $4.00. On April 13, 1998 these
option holders, excluding the President -- CEO and members of the Board of
Directors, were offered the alternative of receiving new stock options in the
same quantity as previously awarded but at an exercise price of $1.4375, the
closing price on the Nasdaq SmallCap Market on the date of the offer. Vesting
rights on the new options began to accrue on the date of the offer. Under the
provisions of APB No. 25, compensation expense on these employee stock options
is recognized over the vesting period and is determined as the difference
between the IPO price of $4.00 per share (the deemed fair value of the shares on
the date of the award), and the exercise price, as adjusted on April 13, 1998.
Compensation expense related to stock options for the years ended December
31, 1998 and 1997 was $154,396 and $98,527 respectively.
A summary of the status of the Company's Employee Stock Option Plan is as
follows:

Outstanding at Beginning of Period..........................
Granted...................................................
Exercised.................................................
Cancelled.................................................
Outstanding at December 31, 1997............................
Granted...................................................
Exercised.................................................
Cancelled.................................................
Outstanding at December 31, 1998............................
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PRICE
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-311,650
-16,150
------295,500
136,000
-24,050
------407,450
=======

-$3.00
-$3.00
$1.75
-$1.44
$2.14
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OPTIONS EXERCISABLE
OPTIONS OUTSTANDING
---------------------------------------WEIGHTED
NUMBER
REMAINING
WEIGHTED
NUMBER
AVERAGE
RANGE OF
OF
CONTRACTUAL
EXERCISE
OF
EXERCISE
EXERCISE PRICES OPTIONS
LIFE
PRICE
OPTIONS
PRICE
- --------------- ------------------------------------$1.44 to $2.12
$2.25 to $3.00
Total

223,450
184,000
------407,450

9.6 yrs
8.7 yrs

$1.49
$2.92

9.2 yrs

$2.14

53,250
116,433
------169,683

$1.56
$3.00
$2.55

Had compensation expense for the employee stock options been determined
based on the fair value of the option at the grant dates of the awards,
consistent with the provisions of SFAS No. 123, the Company's net loss and loss
per share would have been increased to the pro forma amounts as follows:

1998
---Net loss
As reported.......................................
Pro forma.........................................
Basic and Diluted loss per share
As reported.......................................
Pro forma.........................................

1997
----

$(1,928,583)
$(2,106,015)

$(1,913,644)
$(1,994,436)

$
$

$
$

(.41)
(.44)

(.64)
(.67)

The per share weighted average fair values at the date of grant for the
options granted during the years ended December 31, 1998 and 1997 were $1.51 and
$1.00 respectively. For the period ending December 31, 1998 the fair value was
determined using the Black Scholes option pricing model using the following
assumptions: dividend yield of 0.0 percent, risk free interest rate of 5.50
percent, volatility of 120% and expected lives of 6.0 years. For the year ended
December 31, 1997 the fair value was estimated using the minimum value method
with the same assumptions as in 1998 except for volatility which was not
considered given the lack of a market for the Company's Common Shares.
11. RELATED PARTY TRANSACTIONS
During the years ended December 31, 1998 and 1997 the Company paid or
accrued fees to the consulting firm of Wall Street Partners, Inc. for financial
and management services of $290,000 and $350,000 respectively. The Company is
obligated to pay additional consulting fees of $120,000 through June 30, 1999.
For the period January 1, 1997 through October 31, 1998 the two principals of
the consulting firm were shareholders of the Company and members of the Board of
Directors. On October 31, 1998 the remaining sole principal of the firm is a
shareholder and the Chairman of the Board of Directors of the Company.
In July 1997, the Company obtained a demand loan from Karen Bagley in the
amount of $100,000 and in November 1997 the Company obtained a loan from Michael
J. Xirinachs in the amount of $100,000 due February 11, 1998. The loans bore
interest at an annual rate of 24% and were repaid by the Company in February
1998. Karen Bagley is the wife of Patrick Bagley, whose firm serves as legal
counsel to the Company on certain matters and also to Mr. Robert L. Chioini,
President and Chief Executive Officer of the Company, in a personal capacity.
Michael J. Xirinachs was a founder and a Director of the Company.
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3(i).4
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Bylaws of the Company, incorporated by reference to Exhibit
3(ii) to the Company's Registration Statement on Form SB-2,
File No. 333-31991.
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Form of Warrant Agreement, incorporated by reference to
Exhibit 4.1 to the Company's Registration Statement on Form
SB-2, File No. 333-31991.

4.2

Form of Underwriters Warrant Agreement, incorporated by
reference to Exhibit 4.2 to the Company's Registration
Statement on Form SB-2, File No. 333-31991.

4.3

Registration Rights Agreement among
holders of certain of the Company's
Warrants, incorporated by reference
Company's Registration Statement on
333-31991.

4.4

Form of Lock-up Agreement, incorporated by reference to
Exhibit 4.7 to the Company's Registration Statement on Form
SB-2, File No. 333-31991.

10.1

Rockwell Medical Technologies, Inc. 1997 Stock Option Plan,
incorporated by reference to Exhibit 10.1 to the Company's
Registration Statement on Form SB-2, File No. 333-31991.

10.2

Employment Agreement dated as of February 19, 1997 between
the Company and Robert L. Chioini, incorporated by reference
to Exhibit 10.2 to the Company's Registration Statement on
Form SB-2, File No. 333-31991.

10.3

Consulting and Financial Advisory Services Agreement dated
as of February 19, 1997 between the Company and Wall Street
Partners, Inc., incorporated by reference to Exhibit 10.3 to
the Company's Registration Statement on Form SB-2, File No.
333-31991.

10.4

Asset Purchase Agreement dated as of November 1, 1996 by and
among the Predecessor Company, the Family Partnerships (as
defined therein), the Members (as defined therein) and the
Company (formerly known as Acquisition Partners, Inc.),
incorporated by reference to Exhibit 10.4 to the Company's
Registration Statement on Form SB-2, File No. 333-31991.

10.5

First Amendment to Asset Purchase Agreement dated as of
January 31, 1997 by and among the Predecessor Company, the
Family Partnerships, the Members and the Company (formerly
known as Acquisition Partners, Inc.), incorporated by
reference to Exhibit 10.5 to the Company's Registration
Statement on Form SB-2, File No. 333-31991.

10.6

Second Amendment to Asset Purchase Agreement dated as of
February 19, 1997 by and among the Predecessor Company, the
Family Partnerships, the Members and the Company (formerly
known as Acquisition Partners, Inc.), incorporated by
reference to Exhibit 10.6 to the Company's Registration

the Company and the
Common Share Purchase
to Exhibit 4.6 to the
Form SB-2, File No.

Statement on Form SB-2, File No. 333-31991.
10.7

Letter Agreement dated April 4, 1997 among the parties to
the Asset Purchase Agreement concerning the conversion of
the promissory note payable to the Supply Company,
incorporated by reference to Exhibit 10.7 to the Company's
Registration Statement on Form SB-2, File No. 333-31991.
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EXHIBIT 10.11
EMPLOYMENT AGREEMENT
This Employment Agreement (this "Agreement") is entered into as of
January 12, 1999 between Rockwell Medical Technologies, Inc., a Michigan
corporation (the "Company"), and Thomas E. Klema ("Employee").
In consideration of the mutual covenants contained in this Agreement,
the Company and Employee agree as follows:
1.

Employment

During the term of this Agreement (as defined in Sections 2 and 4), the
Company shall employ Employee, and Employee hereby accepts such employment by
the Company, on a full time basis, in accordance with the terms and conditions
set forth in this Agreement.
(a) Duties. Employee shall serve in such capacities and shall
perform such duties, services and responsibilities and have such authority and
powers for, and on behalf of, the Company as are established from time to time
by, or in accordance with procedures established by, the Board of Directors of
the Company. Initially, Employee shall be employed as the Company's Vice
President and Chief Financial Officer and Employee's duties will include
managing and directing the financial activities of the Company and other
administrative matters related thereto.
(b) Performance. Employee shall perform the duties called for
under this Agreement to the best of his ability and shall devote all of his
business time, energies, efforts and skill to such duties during the term of his
employment and shall not seek or accept employment with any other employer or
business or engage in any other business of any nature whatsoever, in any
capacity whatsoever, unless approved in writing in advance by the Board of
Directors of the Company. Employee shall not be prohibited from making personal
investments in any other business so long as such investments do not require
Employee to participate in the operation of the businesses in which Employee
invests and such investments do not violate the terms of this Agreement
(including, without limitation, the provisions of Sections 6, 7, 8, 9 and 10 of
this Agreement).
2.

Term

Subject to Section 17 below, the term of Employee's employment under
this Agreement shall begin on the date first written above and shall continue
for two years, unless earlier terminated pursuant to Section 4.
3.

Compensation, Expenses and Benefits

As full compensation for Employee's performance of his duties pursuant
to this Agreement, the Company shall pay Employee during the term of this
Agreement, and Employee shall accept as full payment for such performance, the
following amounts and benefits:
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(a) Salary. As salary for Employee's services to be rendered
under this Agreement, the Company shall pay Employee an annual salary of
$125,000, which may be adjusted upward from time to time by the Board of
Directors of the Company.
(b) Bonus. In addition to his salary, Employee shall be entitled
to bonuses in such amounts and at such times as may be determined from time to
time by the Board of Directors of the Company, in its sole discretion. The Board
of Directors of the Company shall review Employee's salary and bonus at least
once each year to determine the amount, if any, of Employee's bonus.
(c) Business Expenses. The Company shall pay or reimburse
Employee for all reasonable, ordinary and necessary travel, entertainment,
meals, lodging and other out-of-pocket expenses incurred by Employee in
connection with the Company's business, for which Employee submits appropriate
receipts and which have been authorized by the Chairman of the Board or Chief
Executive Officer of the Company.
(d) Benefits. Employee shall be eligible to participate in all
fringe benefits, if any, including insurance and other employee benefit plans,
applicable to other similar executive officers of the Company, when and if
adopted and made available during the term of this Agreement to employees with
similar periods of service, subject to any eligibility or other requirements for
participating in such fringe benefits and to the actual existence of the
respective plans. Employee shall also be provided coverage under the Company's
Director and Officer liability insurance policy.
(e) Automobile. The Company shall pay to Employee an automobile
allowance in an amount equal to $480 per month, plus reimbursement of fuel and
routine maintenance costs.
(f) Stock Options. Upon commencement of the Employee's
employment, Employee will be granted options, pursuant to a stock option
agreement from the Company, to purchase 50,000 shares of the Company's common
shares (the "Options"). The stock option agreement will provide that Options
will vest in three equal annual installments beginning on the commencement date
of your employment. The Options will be exercisable at a price per share equal
to the average of the high and low selling price of the Company's common shares
on such grant date and the Options will be subject to the same general terms and
conditions as other options granted by the Company under the 1997 Share Option
Plan of Rockwell Medical Technologies, Inc.
4.

Termination

(a) Death. Employee's employment under this Agreement shall
terminate immediately upon Employee's death.
(b) Disability. Employee's employment under this Agreement shall
terminate, at the Company's option, immediately upon notice to Employee given
after Employee's "total disability," but no earlier than the later of (i) the
day after six (6) consecutive months during which Employee suffers from a "total
disability," and (ii) the day that Employee is eligible to begin receiving
disability benefits under any disability insurance policy or its equivalent
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provided to employees, including the Employee, under Section 3(d) above. "Total
disability" shall mean Employee's physical or mental condition which renders
Employee unable to perform the duties contemplated by Section 1 above. If the
Company and Employee are unable to agree whether Employee is suffering from a
"total disability," the question shall be decided by a physician mutually agreed
upon and paid for by the Company, whose determination shall be final and
binding. If Employee and the Company are unable to agree on a physician,
Employee and the Company shall each choose one physician who shall mutually
choose a third physician, whose determination shall be final and binding.
Employee shall be entitled to receive disability benefits pursuant to the
insurance policy or its equivalent provided by Section 3(d) with respect to the
period during which Employee is suffering a total disability prior to any
termination of employment.
(c) With Cause. The Company shall have the right, upon written
notice to Employee, to terminate Employee's employment under this Agreement for
"cause." Such termination shall be effective immediately upon Employee's receipt
of such written notice. "Cause" means material breach by Employee of this
Agreement, any material breach by Employee of his fiduciary duties to the
Company, gross neglect, gross abuse of office amounting to a breach of trust,
fraud, any willful violation of any law, rule or regulation (other than traffic
violations and similar offenses), which violation resulted in a conviction and
shall have a material adverse effect upon the Company, any act of theft or
dishonesty by Employee, or any action by Employee (or failure to act) which, in
the judgment of the Board of Directors of the Company, constitutes malfeasance,
negligence, insubordination or a refusal to follow direct instructions or widely
know Company policies.
(d) Without Cause. The Company and Employee shall each have the
right, upon written notice to the other, to terminate Employee's employment
under this Agreement without cause. Such termination shall be effective 30 days
after receipt of such notice.
5.

Effects of Termination

(a) If Employee's employment under this Agreement is terminated
pursuant to Sections 4(a), (b) or (c), if Employee resigns pursuant to Section
4(d) or if either party gives notice to the other party of its intention not to
renew this Agreement in accordance with Section 17, the Company's obligations
under this Agreement, including its obligations under Section 3, shall end
except for the Company's obligation to: (i) reimburse Employee (or his estate)
for all out-of-pocket expenses incurred and unpaid pursuant to Section 3(c) and
all benefits actually due pursuant to Sections 3(d), accrued and unpaid through
the date of termination; and (ii) pay to Employee (or his estate) any salary and
bonus compensation, pursuant to Sections 3(a) and 3(b), actually earned, accrued
and unpaid through the date of termination.
(b) If the Company terminates Employee's employment under this
Agreement pursuant to Section 4(d) or if the Company provides notice pursuant to
Section 17 that it wishes to terminate this Agreement at the end of the initial
term, the Company shall provide the benefits set forth in Section 3(d) for a
period of five months beginning after the 30 days' written notice and shall pay
Employee an amount equal to five months base salary, payable in accordance with
the Company's normal payroll procedures beginning after the 30 days' written
notice, subject to earlier termination upon the occurrence of any of the events
described in Sections 4(a) or (c). Except for the payments and benefits set
forth in the preceding sentence, Employee shall be
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entitled to no other compensation, payment or benefit from the Company upon
termination by the Company pursuant to Section 4 (d) above or Section 17 below.
(c) Termination of Employee's employment under this Agreement
shall not affect either party's rights and obligations under Sections 3 (subject
to the limitations set forth in Sections 5(a) and (b)), 5, 7, 8, 9, 10 and 11,
and such rights and obligations shall continue and survive the termination of
Employee's employment and this Agreement, for any reason, notwithstanding any
breach of this Agreement by Employee or by the Company.
6.

Conflicts of Interest

While employed by the Company, Employee shall not, directly or
indirectly, unless approved in writing by the Chairman of the Board of the
Company:
(a) participate in any way in the benefits of transactions
between the Company and its suppliers or customers, or have personal financial
transactions with any of the Company's suppliers or customers, including,
without limitation, having a financial interest in the Company's suppliers or
customers, or making loans to, or receiving loans from, the Company's suppliers
or customers;
(b) realize a personal gain or advantage from a transaction in
which the Company has an interest or use information obtained in connection with
Employee's employment with the Company for Employee's personal advantage or
gain; or
(c) accept any offer to serve as an officer, director, partner,
consultant, agent or manager with, or to be employed in a technical capacity by,
a person or entity which does business with the Company.
7.

Solicitation of Employees and Consultants

Upon termination of Employee's employment with the Company under this
Agreement, with or without cause, by either the Company or Employee, Employee
shall not for a period of two years following the date of such termination,
directly or indirectly:
(a) solicit or attempt to hire
by, or is a consultant to, the Company or who
consultant to, the Company at any time during
termination of Employee's employment with the

any person who is then employed
was employed by, or was a
the two year period before the
Company under this Agreement; or

(b) encourage any such person to terminate his or her employment
or consultation with the Company.
8.

Covenant Not to Compete

During the term of Employee's employment under this Agreement and (i)
for a period of one year following the termination of Employee's employment with
the Company under this Agreement (the "Period"), Employee shall not, directly or
indirectly, himself, or through or for an individual, person or entity wherever
located:

4

5
(a) engage in any activities, perform any services in connection
with any products, or sell any products, which are similar to the activities or
services performed by, or products sold by, the Company during the term of
Employee's employment under this Agreement; or
(b) be employed by, consult with, own any capital stock of, or
have any financial interest of any kind in, any individual, person or entity,
wherever located, which conducts a business reasonably similar to the Company's
business; provided, that Employee may own, for investment purposes only, up to
3% of the stock of any publicly traded business whose stock is either listed on
a national stock exchange or on the Nasdaq National Market System (if Employee
is not otherwise affiliated with such business).
9.

Solicitation of Company Customers

Upon termination of Employee's employment with the Company under this
Agreement, with or without cause, by either the Company or Employee, Employee
shall not, directly or indirectly, at any time within the Period, solicit any
entity that was a customer of the Company at any time within the two year period
before the date of such termination to perform services or supply products for
such customer of a similar nature to those services performed or products
provided by the Company to such customer during the term of such employment
under this Agreement.
10.

Confidentiality; Return of Documents

Employee further agrees that Employee will not, at any time, for so
long as any Confidential Information (as defined below) shall remain
confidential or otherwise remain wholly or partially protectable, either during
the term of Employee's employment with the Company under this Agreement or
thereafter, use or disclose, directly or indirectly, to any person or entity
outside the Company any Confidential Information. For purposes of this
Agreement, "Confidential Information" shall mean all business and technical
information of any nature and in any form which at the time or times concerned
is not generally known to those persons engaged in business similar to that
conducted or contemplated by the Company (other than by the act or acts of an
employee not authorized by the Company to disclose such information) and which
relates to any one or more of the aspects of the present or past business of the
Company or an affiliate of the Company or any of their respective predecessors,
including, without limitation, patents and patent applications, inventions and
improvements (whether or not patentable), development projects, policies,
processes, formulas, techniques, know-how and other facts relating to
manufacturing, sales, advertising, promotions, financial matters, or other trade
secrets. Upon termination of Employee's employment with the Company for any
reason, all documents, procedural manuals, guides, specifications, plans,
drawings, designs and similar materials, diaries, records, notebooks, and
similar repositories of or containing Confidential Information, including all
copies thereof, then in Employee's possession or control, whether prepared by
Employee or others, shall be left with, or forthwith returned by Employee to,
the Company.
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11.

Company's Remedies

Employee acknowledges and agrees that the covenants and undertakings
contained in Sections 1(b), 6, 7, 8, 9 and 10 of this Agreement relate to
matters which are of a special, unique and extraordinary character and that a
violation of any of the terms of such Sections will cause irreparable injury to
the Company, the amount of which will be difficult, if not impossible, to
estimate or determine and which cannot be adequately compensated. Therefore,
Employee agrees that the Company, in addition to any other available remedies
under applicable law, shall be entitled, as a matter of course, to an
injunction, restraining order or other equitable relief from any court of
competent jurisdiction, restraining any violation or threatened violation of any
such terms by Employee and such other persons as the court shall order.
12.

Employee's Remedies

Employee's remedy against the Company for breach of this Agreement
and/or wrongful termination of his employment is the collection of any
compensation due him as provided in Sections 3 and 5 and such other remedies
available to Employee under law or in equity.
13.

Assignment

The Company shall not be required to make any payment under this
Agreement to any assignee or creditor of Employee, other than to Employee's
legal representative on death. Employee's obligations under this Agreement are
personal and may not be assigned, delegated or transferred in any manner and any
attempt to do so shall be void. Employee, or his legal representative, shall
have no rights by way of anticipation or otherwise to assign or otherwise
dispose of any right of Employee under this Agreement. The Company may assign
this Agreement without Employee's consent to any successor to the Company's
business. This Agreement shall be binding upon, and shall inure to the benefit
of, the Company, Employee and their permitted successors and assigns.
14.

Company's Obligations Unfunded

Except for any benefits under any benefit plan of the Company that are
required by law or by express agreement to be funded, it is understood that the
Company's obligations under this Agreement are not funded, and it is agreed that
the Company shall not be required to set aside or escrow any monies in advance
of the due date of the payment of such monies to Employee.
15.

Notices

(a) To Employee. Any notice to be given under this Agreement by
the Company to Employee shall be deemed to be given if delivered to Employee in
person or three business days after mailed to him by certified or registered
mail, postage prepaid, return receipt requested, to:
Thomas E. Klema
421 N. Kingsbury
Dearborn, Michigan

48128

or at such other address as Employee shall have advised the Company in writing.
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(b) To the Company. Any notice to be given under this Agreement
by Employee to the Company shall be deemed to be given three business days after
mailed by certified or registered mail, postage prepaid, return receipt
requested, to:
Rockwell Medical Technologies, Inc.
28025 Oakland Oaks
Wixom, Michigan 48393
Attention: Gary D. Lewis
With a copy to:
David A. Breach, Esq.
Honigman Miller Schwartz and Cohn
2290 First National Building
Detroit, Michigan 48226
or at such other address as the Company shall have advised Employee in writing.
16.

Amendments

This Agreement shall not be amended, in whole or in part, except by an
agreement in writing signed by the Company and Employee.
17.

Renewal of Term

Not less than 30 days prior to the end of the Term, either party may
notify the other party that it wishes to terminate this Agreement at the end of
the Term. If no such notification is given, the Term of this Agreement will be
extended for an additional one year period with the same terms and conditions as
set forth herein (other than with respect to the length of the Term), subject to
the rights of termination as provided herein.
18.

Entire Agreement

This Agreement constitutes the entire agreement between the parties
with respect to the subject matter of this Agreement and all prior agreements or
understandings, oral or written, are merged in this Agreement and are of no
further force or effect. The parties acknowledge that they are not relying on
any representations, express or implied, oral or written, except for those
stated in this Agreement.
19.

Captions

The captions of this Agreement are included for convenience only and
shall not affect the construction of any provision of this Agreement.
20.

Governing Law and Forum
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This Agreement shall be governed by, and interpreted in accordance
with, the laws of the state of Michigan, except for any provisions of Michigan
law which direct the application of other states' laws, and except that if any
provision of this Agreement would be illegal, void, invalid or unenforceable
under such Michigan laws, then the laws of such other jurisdiction which would
render such provisions valid and enforceable shall govern so far as is necessary
to sustain the validity and enforceability of the terms of this Agreement. Each
party consents to be subject to personal jurisdiction of the courts of Michigan,
and any lawsuit or other court action or proceeding relating to, or arising out
of, this Agreement or Employee's employment with the Company shall be instituted
only in the state or federal court of proper jurisdiction in the state of
Michigan.
21.

Severability

All provisions, agreements, and covenants contained in this Agreement
are severable, and in the event any of them shall be held to be illegal, void or
invalid by any competent court or under any applicable law, such provision shall
be changed to the extent reasonably necessary to make the provision, as so
changed, legal, valid and binding. If any provision of this Agreement is held
illegal, void or invalid in its entirety, the remaining provisions of this
Agreement shall not in any way be affected or impaired, but shall remain binding
in accordance with their terms.
22.

No Waiver

No waiver of any provision of this Agreement shall be valid unless in
writing and signed by the party against whom enforcement of the waiver is
sought. The waiver by either party of any breach of any provision of this
Agreement shall not operate or be construed as a waiver of any subsequent
breach.
IN WITNESS WHEREOF, the Company and Employee have duly executed this
Agreement as of the date and year first above written.
ROCKWELL MEDICAL TECHNOLOGIES, INC.
By: /s/ Robert L. Chioini
----------------------------------Its: President
----------------------------------

/s/ Thomas E. Klema
------------------------------------------THOMAS E. KLEMA
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EXHIBIT 21.1
SUBSIDIARIES
Name
- ----

State of Incorporation
----------------------

Rockwell Transportation, Inc.

Michigan

5
YEAR
DEC-31-1998
JAN-01-1998
DEC-31-1998
1,933,197
0
764,433
55,745
222,095
2,889,456
1,294,658
369,044
5,268,154
702,056
0
0
0
8,652,175
251,150
5,268,154
5,272,698
5,272,698
5,443,790
5,443,790
1,871,104
0
0
(1,928,583)
0
(1,928,583)
0
0
0
(1,928,583)
(.41)
(.41)

