Edgar Filing: PURE BIOSCIENCE - Form 10KSB

PURE BIOSCIENCE
Form 10KSB
October 31, 2005
U.S. Securities and Exchange Commission
Washington, D.C. 20549
Form 10-KSB
(Mark One)

[X] ANUAL REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the period ended July 31, 2005

[ 1 TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 [No Fee Required]

For the transition period from to

Commission File number 0-21019

PURE Bioscience
(Name of small business issuer in its charter)

California 33-0530289
(State or other jurisdiction of incorporation or (IRS Employer Identification No.)
organization)

1725 Gillespie Way. El Cajon. California 92020
(Address of principal executive offices)

619 596 8600
Issuer s telephone number

Check whether the issuer (1) filed all reports required to be filed by Section 13 or 15(d) of the Exchange Act during the past 12 months (or for
such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes [X]No[ |

Check if there is no disclosure of delinquent filers pursuant to Item 405 of Regulation S-B contained in this form, and no disclosure will be
contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-KSB or any amendments to this Form 10-KSB. [X]

The issuer s revenues for its most recent fiscal year: $155,806
Aggregate market value of the voting stock held by non-affiliates of the registrant: Approximately $14,583,000 as of October 28, 2005.

Indicate the number of shares outstanding of each of the issuer s classes of common stock: 17,563,306 shares of common stock as of October 28,
2005.

Documents incorporated by reference: Certain Exhibits
. __________________________________________________________________________________________________________________]



Edgar Filing: PURE BIOSCIENCE - Form 10KSB

PART I
Item 1. Description of Business

Overview

PURE Bioscience (formerly Innovative Medical Services) began as a provider of pharmaceutical water purification products. Although revenues
during the fiscal year were still primarily from the pharmacy industry, we have expanded from our niche pharmacy market into other, broader
markets with new, proprietary bioscience products based upon our patented silver ion antimicrobial technologies and patent pending boric acid
based pesticide technologies. In November 2003, we announced that we signed a definitive agreement to sell our water treatment business to
Data Recovery Continuum, Inc. (DRCI), a Delaware corporation based in California. The original buyer did not perform on the contract and we
began negotiations with a new party to sell the Water Treatment Division assets and related liabilities. In May 2005, we sold the assets of our
Water Treatment Division to Maryland-based Innovative Medical Services, LLC for $2,375,000. At closing, we received $1,950,000 in cash and
a promissory note in the amount of $425,000. In June, we received a cash payment of $225,000, and in August, subsequent to the end of the
fiscal year, we received the balance of $200,000 plus interest on the promissory note. We used a portion of the proceeds of the sale to retire
substantially all debt and are using the remainder to capitalize the continuing commercialization of our current and future bioscience products.

Bioscience Technologies Our flagship bioscience technology is an aqueous disinfectant, silver dihydrogen citrate (SDC). A patented new
molecule, SDC is an electrolytically generated source of stabilized ionic silver that can serve as the basis for a broad range of products in diverse
markets. SDC liquid is colorless, odorless, tasteless, non-caustic and formulates well with other compounds. As a platform technology, our
SDC-based antimicrobial is distinguished from competitors in the marketplace because of its superior efficacy combined with reduced toxicity.
We produce and market pre-formulated, ready-to-use products, as well as varying strengths of SDC concentrate as an additive or raw material
for inclusion in other companies products.

The bioscience division also includes a patent-pending pesticide technology, Triglycylboride which, like silver dihydrogen citrate, provides
effective results without human toxicity and is an alternative to traditional poisons. Triglycylboride has been formulated into EPA registered
RoachX® and AntX , the key products in our Innovex® line of pest control products.

Water Treatment Division (Discontinued Operation) The Fillmaster® pharmaceutical water purification, dispensing and measuring products
included the Pharmapure® water purification system, the FMD 550 dispenser, the patented Fillmaster 1000e computerized dispenser and the
patented Scanmaster bar code reader. We also marketed proprietary National Sanitation Foundation certified replacement filters for the
Fillmaster Systems. Our Nutripure® line of water treatment and filtration systems included a line of Nutripure whole-house water softening
systems, a line of Nutripure reverse osmosis point-of-use systems, the Nutripure 2000 countertop water filtration system and the Nutripure Sport
filtered sport bottle. Results from this division are shown separately as Discontinued Operations.

History

PURE Bioscience was incorporated in the State of California on August 24, 1992, to pursue the immediate business of manufacturing and
marketing the Fillmaster and subsequently a broadly based business of delivering advanced technology, equipment and supplies to not only the
pharmacy industry but also other healthcare markets and to retail consumers.

In 1999, we began investigating marketing opportunities for a new antimicrobial molecule, silver dihydrogen citrate (SDC). The SDC patent
application was owned at the time by NVID International. Early in 2000, after concluding that we wished to pursue development and marketing
of the SDC technology, we engaged in a marketing and licensing agreement with NVID International for specific market segments in specific
geographic areas.

In 2001 we acquired the marketing rights and patent to our boric acid pesticide technologies. The first of these products developed, RoachX,
launched in October 2001.

In March 2001, the first United States patent covering the basic SDC formulation and the method of making was issued.

In June 2001, Environmental Protection Agency (EPA) registration was obtained for the 2400-parts per million (ppm) technical grade SDC
concentrate (trade name Axenohl®) as well as for the initial Axen® hard surface disinfectant product for commercial, industrial and consumer
applications including restaurants, homes and medical facilities.

In late 2001, as part of a litigation settlement with NVID regarding the marketing rights to SDC, we purchased the SDC patent for 700,000
shares of our common stock plus certain expenses.

In mid-2002 we expanded our Innovex line of pesticides to include RoachX, AntX75, TrapX and CleanKill, an SDC-based hard surface
disinfectant for use in the pest control industry.
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In March 2003, we received Environmental Protection Agency (EPA) registration for our new SDC-based Axen®30 formulated Category IV
hard surface disinfectant product for commercial, industrial and consumer applications. Axen30 is a 30-part per million (ppm) use-dilution
formula of our patented SDC antimicrobial technology. The additional EPA registration allows us to expand our hard surface disinfectant claims
to include a 30 second kill time on standard indicator bacteria, a 24 hour residual kill on standard indicator bacteria, a 2 minute kill time on some
resistant strains of bacteria, 10 minute kill time on fungi, 30 second kill time on HIV Type I, and 10 minute kill time on other viruses. These
claims distinguish the efficacy of Axen30 from many leading commercial and consumer products currently on the market, while maintaining
lower toxicity ratings.

In July 2003 we received a second United States patent granted for the unique disinfectant silver dihydrogen citrate. United States patent
6,583,176 was issued on June 24, 2003 and covers the formulation of the aqueous disinfectant in combination with ethyl alcohol. United States
patent 6,583,176 is a division of the first United States patent 6,197,814 issued on March 6, 2001 covering the basic SDC formulation and the
method of making.
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In September 2003, we announced the first significant commercialization of our SDC-based hard surface disinfectant, Axen30, which is sold by
EnvirOx L.L.C. of Danville, Illinois, as Critical Care , a new commercial disinfectant-fungicide-virucide.

Also in September 2003, the Company announced an agreement with Therapeutics, Incorporated, a drug development company based in La
Jolla, California, for the development and commercialization of Food and Drug Administration (FDA) regulated SDC-based products.
Therapeutics, Incorporated funds and directs all development activities and FDA regulatory filings and is initially focusing on development of
SDC-based products for the treatment of bacterial, viral and fungal mediated diseases and conditions.

In addition, in September 2003, shareholders approved a name change from Innovative Medical Services to PURE Bioscience.

In November 2003, we announced that we signed a definitive agreement to sell our water treatment business to Data Recovery Continuum, Inc.
(DRCI), a Delaware corporation based in California. The original buyer did not perform on the contract and we began negotiations with a new
party to sell the Water Treatment Division assets and related liabilities.

In May 2004 we filed an additional United States patent covering multiple potential uses for our SDC technology including the treatment of
specific types of bacteria, fungus and viruses, as well as medical treatment and the preservation of consumable and non-consumable products.
The additional Disinfectant and Method of Use patent application was the seventh SDC related patent application filed in the United States
covering inventive aspects of manufacturing, composition and formulations of our SDC technology.

Also in May 2004, Therapeutics, Incorporated began development of the first two groups of products subject to FDA regulation that use SDC
antimicrobial technology: women s health products and acne products.

In June 2004, we obtained EPA registration of expanded claims for our Axen30 hard surface disinfectant to include use on hard surfaces in
childcare facilities. The EPA previously registered Axen30 for disinfection of hard surfaces including those in restaurants, homes and medical
facilities. Expanded use claims for our Axen30 disinfectant now feature children s toys, toy boxes, play tables and activity centers, jungle gyms,
playpens, child car seats, strollers and diaper changing tables. The EPA s registration of such sensitive use sites emphasizes the least-toxic
characteristics of Axen30 while expanding its versatility in the professional and consumer disinfection markets. We believe that the new claims
open key market opportunities for us as our distributors position to penetrate the childcare segment which includes daycare centers, preschools,
schools, gymnasiums and children s activity centers.

In August 2004, we filed a utility patent application to protect our proprietary silver dihydrogen citrate disinfectant in combination with other
antimicrobial compounds, including quaternary ammonia, oxidizers or halogens such as chlorine, bromine or iodine.

In November 2004, we filed a utility patent application to protect anhydrous, or crystalline, silver dihydrogen citrate antimicrobial compositions,
processes of making and methods of use.

In December 2004, we received registration of our silver dihydrogen citrate-based hard surface disinfectant from the California Department of
Pesticide Regulation. The product had been previously registered in each of the 49 other states. Receiving the California registration allowed the
launch of nationwide marketing, distribution and sales of our hard surface disinfectant.

In May 2005, we sold the assets of our Water Treatment Division to Maryland-based Innovative Medical Services, LLC for $2,375,000. At
closing, we received $1,950,000 in cash and a promissory note in the amount of $425,000. In June, we received a cash payment of $225,000, and
in August, subsequent to the end of the fiscal year, we received the balance of $200,000 plus interest on the promissory note.

Principal Products and Markets

Silver Dihydrogen Citrate Our flagship technology is a patented, aqueous antimicrobial called silver dihydrogen citrate (SDC). SDC is an
electrolytically generated source of stabilized ionic silver that can serve as the basis for a broad range of products in diverse markets. Colorless,
odorless, tasteless and non-caustic, the aqueous SDC formulates well with other compounds. We produce and have begun to market
pre-formulated, ready-to-use product, as well as varying strengths of SDC concentrate as an additive or raw material for inclusion in other
companies products.

We currently have Environmental Protection Agency (EPA) registration for our 2400-parts per million (ppm) technical grade SDC concentrate
(trade name Axenohl) as well as for our Axen and Axen30 hard surface disinfectant products for commercial, industrial and consumer
applications including restaurants, homes and medical facilities. The Axen30 EPA registration allows us to expand the existing efficacy claims
as a hard surface disinfectant to include a 30 second kill time on standard indicator bacteria, a 24 hour residual kill on standard indicator
bacteria, a 2 minute kill time on some resistant strains of bacteria, 10 minute kill time on fungi, 30 second kill time on HIV Type I, and 10
minute kill time on other viruses. These claims distinguish the efficacy of Axen30 from many of the leading commercial and consumer products
currently on the market, while maintaining lower toxicity ratings. Based on the EPA toxicity categorization of antimicrobial products that ranges
from Category I (high toxicity) down to Category IV, SDC, with its combination of the biocidal properties of ionic silver and citric acid, is an
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EPA Category IV antimicrobial for which precautionary labeling statements are normally not required. This compares with Category II warning
statements for most leading brands of antimicrobial products

The tests conducted to obtain the recent EPA registration were performed by nationally recognized independent laboratories Nelson Laboratories
of Salt Lake City, Utah and AppTec ATS of St. Paul, Minnesota, under AOAC protocol and GLP regulations in accordance with EPA
regulations. Specific Axen test results include:

30-Second Kill Time At 30 ppm, Axen demonstrated a 30-second, 99.9999% kill of standard indicator organisms including
Staphylococcus aureus ATCC 6538, Pseudomonas aeruginosa ATCC 15442 and Salmonella choleraesuis ATCC 10708. Each is
regarded as ever present in nearly every person s life and is also a frequent human pathogen.
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Residual Kill Activity The residual activity of Axen was tested at 0, 1, 6, and 24 hours after application to a hard surface against
standard indicator organisms (Staphylococcus aureus ATCC 6538, Pseudomonas aeruginosa ATCC 15442 and Salmonella
choleraesuis ATCC 10708). Quantitative residual results at 24 hours after initial application show a 99.99% reduction in all three
bacteria tested.

Bacteria Additional testing of Axen against Methicillin Resistant Staphylococcus aureus ATCC 700698 (MRSA), Vancomycin
Resistant Enterococcus faecium ATCC 700221 (VRE) and Escherichia coli OH157 ATCC 43888 demonstrated a 99.9999% kill
in 2 minutes. These specific bacteria are especially problematic in hospitals because of their resistance to antibiotics. Further,
Axen showed a 99.9999% kill in 30 seconds against Listeria monocytogenes ATCC 19111. Food processing operations are
challenged to keep this bacterium under control.

Fungus Axen demonstrated a 99.9999% kill in 10 minutes of the common athlete s foot fungus, Trichophyton mentagrophytes
ATCC 9533. This data allows the Company to add a fungicidal claim to its hard surface disinfectant label.

Viruses Axen also demonstrated 99.9999% virucidal efficacy against HIV Type 1 in 30 seconds, Herpes simplex virus type 1 in
one minute, and Influenza A virus ATCC VR-544, Rhinovirus type R 37 ATCC VR-1147, Strain 151-1 and Poliovirus type 2
ATCC VR-1022, Strain Lansing in 10 minutes. After review and registration by the EPA, this data allows the Company to add
these virucidal claims to its hard surface disinfectant label.

In September 2003, we announced the first significant commercialization of our SDC-based hard surface disinfectant, Axen30, which is sold by
EnvirOx LLC of Danville, Illinois, as Critical Care , a new commercial disinfectant-fungicide-virucide.

In June 2004, we received EPA registration to expand claims made for our Axen30 hard surface disinfectant to include use on hard surfaces in
childcare facilities. The EPA previously approved Axen30 for disinfection of hard surfaces including those in restaurants, homes and medical
facilities. Expanded use claims for our Axen30 disinfectant now feature children s toys, toy boxes, play tables and activity centers, jungle gyms,
playpens, child car seats, strollers and diaper changing tables. The EPA s registration of such sensitive use sites emphasizes the least-toxic
characteristics of Axen30 while expanding its versatility in the professional and consumer disinfection markets. We believe that the new claims
open key market opportunities for us as our distributors position to penetrate the childcare segment which includes daycare centers, preschools,
schools, gymnasiums and children s activity centers.

In December 2004, we received registration of our silver dihydrogen citrate-based hard surface disinfectant from the California Department of
Pesticide Regulation. The product had been previously registered in each of the 49 other states. Receiving the California registration allowed the
launch of nationwide marketing, distribution and sales of our hard surface disinfectant.

We plan to pursue additional EPA and FDA regulatory approvals for other applications. For example, in September 2003, we announced an
agreement with Therapeutics, Incorporated, a drug development company based in La Jolla, California, for the development and
commercialization of Food and Drug Administration (FDA) regulated silver dihydrogen citrate-based products. Therapeutics, Incorporated.

funds and directs all development activities and FDA regulatory filings and is initially focusing on development of silver dihydrogen
citrate-based products for the treatment of bacterial, viral and fungal mediated diseases and conditions. In May 2004, Therapeutics, Incorporated
began development of the first two groups of products subject to FDA regulation that use silver dihydrogen citrate antimicrobial technology:
women s health products and acne products. Therapeutics, Incorporated expects its development work will result in multiple Investigational New
Drug (IND) filings with the US FDA.

Triglycylboride Our bioscience division also includes a line of pesticide technologies. Branded as Innovex , the product line launched in October
2001 with our EPA-approved, patent-pending RoachX®. Subsequently, we have developed and launched additional products in the Innovex
product line, including the EPA-approved AntX75®, EPA-exempt non-toxic TrapX rodent lure and EPA approved CleanKill , the SDC-based
hard surface disinfectant for the pest control industry. We have taken a high level, executive-to-executive marketing approach with leading
national pest control companies. We also offer a private label program to fortify sales to pest control professionals as well as provide a
cost-effective entry into the consumer retail marketplace.

United States Department of Agriculture testing confirms that RoachX is over 96% effective in three to four days with one application for indoor
and outdoor eradication of cockroaches, and can be used near children and food preparation areas. Boric acid is a well-known and effective
deterrent of cockroaches and will kill them on contact, but cockroaches do not naturally eat the repellent. Although many pesticide products
contain boric acid as the listed active ingredient, we believe RoachX to be new because of the endothermic reaction caused by the combination
of boric acid and polyglycol that produces three unique results: 1) The formula protects the boric acid from water and humidity, 2) When
combined with an attractant, the cockroaches perceive the formulation as food and will actually eat the polyglycol-encapsulated boric acid, and
3) The formula acts as a time-released pesticide, allowing the cockroach to return to the nest before it dies and then becomes a  bait station for
other roaches in the colony. We believe the product line, containing particular formulas and attractants for specific pests, is effective against
cockroaches, ants, palmetto bugs, silverfish, waterbugs, ticks, fleas, lice and garden pests.

Like the silver dihydrogen citrate antimircrobial technology, the boric acid based pesticides are very competitive with regard to efficacy when
compared to leading brands while maintaining lower toxicity ratings.
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Principal Products and Markets: Water Treatment Division (Discontinued Operation)

The principal products in our Water Treatment Division included the Fillmaster® dispensing apparatus, connected to the Pharmapure® reverse
osmosis water filtration system, which provides measured amounts of purified water for reconstitution of liquid oral antibiotics and certain other
pharmacy applications. We also marketed filter replacements for the Fillmaster system. Significant customers consisted primarily of domestic
retail chain pharmacies. In addition, the Water Treatment Division included our Nutriprue 2000 Countertop Water Filtration System.
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Competition

The markets for silver dihydrogen citrate and pesticide products are highly competitive because we must work to displace traditional disinfecting
technologies sold by well-known international industry leaders. The markets in which we will sell any such products are dominated by a number
of large, well-capitalized corporations, which may impact our ability to successfully market our products or maintain any technological
advantage we might develop. We recognize that innovative marketing methods are required in such competitive markets. We work to focus on
the high quality and value price of our products in their markets.

Patents and Intellectual Property
We own several patents and patents pending related to the silver dihydrogen citrate technology, and we have a patent pending for RoachX and
related pesticide products.

The Medifier patent, which expires in March 2010, protects a device for use as a magnifying implement which has a housing member designed
to accommodate prescription bottles of various popular sizes therein in a fixed position. A longitudinally moveable magnifying lens slideably
mounted in the housing member is utilized to magnify the print contained on an instruction label located on the side of the prescription bottle.
Alternate embodiments allow different size medicine bottles to be alternately mounted in concentric fashion, or with the side of the medicine
bottles facing the lens in a fixed position.

Until the sale of the Water Treatment Division, we owned the Fillmaster 1000e patent which expires in August 2017 and protects a method and
apparatus for dispensing fluids in response to a user request for a specified amount of the fluid. This patent was sold to Innovative Medical
Services, LLC as an asset of the Water Treatment Division. We have, however, retained rights to this technology for non-pharmaceutical
applications which do not compete with the pharmaceutical water dispensing business of Innovative Medical Services, LLC.

On November 30, 2001, we acquired the patent for our silver dihydrogen citrate and its method of making. We previously licensed the use of
this patent. We purchased the patent for 700,000 shares of our common stock plus certain expenses.

The first United States patent for silver dihydrogen citrate was issued on March 6, 2001, and a supplemental patent has been filed to cover the
substitution of 14 other organic acids for citric acid in the formulation. In June 2003, we received a second United States patent granted for silver
dihydrogen citrate that covers the formulation of the aqueous disinfectant in combination with ethyl alcohol. In addition, PURE has received
patents in Australia and New Zealand as well as in the EAPC (Eurasian Patent Community) and the OAPI (Organisation Africaine de la
Propriete Intellectuelle). Patent applications are pending in Brazil, Canada, China, Japan, Mexico, the EPO (European Patent Office) and the
ARIPO (African Regional Industrial Property Organization). These foreign patent applications were filed through the Patent Cooperation Treaty
and were published by the World Intellectual Property Organization (www.wipo.org) as Number WO 99/18790 on April 22, 1999.

In May 2004, we filed an additional United States patent covering multiple potential uses for our SDC technology including the treatment of
specific types of bacteria, fungus and viruses, as well as medical treatment and the preservation of consumable and non-consumable products.
The additional Disinfectant and Method of Use patent application was the seventh SDC related patent application filed in the United States
covering inventive aspects of manufacturing, composition and formulations of our SDC technology. In addition, in August 2004, we filed a
utility patent application to protect our proprietary silver dihydrogen citrate disinfectant in combination with other antimicrobial compounds,
including quaternary ammonia, oxidizers or halogens such as chlorine, bromine or iodine.

In August 2004, we filed a utility patent application to protect our proprietary silver dihydrogen citrate disinfectant in combination with other
antimicrobial compounds, including quaternary ammonia, oxidizers or halogens such as chlorine, bromine or iodine.

In November 2004, we filed a utility patent application to protect anhydrous, or crystalline, silver dihydrogen citrate antimicrobial compositions,
processes of making and methods of use.

A patent application for RoachX and related products was filed in February 1998 to protect a nonaqueous form of insecticide consisting of a
desiccant, preferably boric acid, with additional ingredients for binding, stability and target insect attraction.

We own the registered trademarks or trademark applications for PURE Bioscience , Axenohl®, Axen®, Silvérion®, Kinderguard , Innovex ,
RoachX®, AntX®, TrapX® and Medifier®.

Manufacturing

We manufacture and blend the silver dihydrogen citrate products in our manufacturing facility at our corporate headquarters. As production
quantities increase, we may choose to outsource blending and packaging operations; however, we plan to maintain the manufacturing operation
for our silver dihydrogen citrate concentrate. Silver, the primary active ingredient, is a readily available commodity, and the other active and
inactive ingredients of silver dihydrogen citrate are readily available from chemical supply companies.
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We manufacture RoachX, AntX and TrapX in our manufacturing facility at our corporate offices and outsource some of the packaging functions.
The active and inactive ingredients of these products are readily available through multiple manufacturers in the US and abroad.

Research and Development
Research and Development costs that have no alternative future uses are charged to operations when incurred and are included in operating

expenses. The total amounts charged to Research and Development expense were $1,357,000 and $1,133,000 in the fiscal years ended July 31,
2005 and 2004, respectively.
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Employees
As of October 28, 2005, PURE Bioscience employed eleven people, all of whom are full-time employees.

Item 2. Properties

Our business operates in a 13,067 square foot facility located in a light industrial/office park in El Cajon, California. This location houses all
administrative, executive, sales, manufacturing and shipping functions. The space is leased from an unaffiliated third party under a sixty-five
month agreement commencing on July 1, 1996. On May 14, 1996, we entered into an operating lease agreement for our home office which
expires (under extension) in October 2006. As part of the agreement to sell the assets of the Water Treatment Division to Innovative Medical
Services, LLC, we entered into a sublease agreement with IMS LLC which terminates concurrently with our master lease. Under the sublease
agreement, IMS LLC occupies approximately 28% of the square footage of the facility and pays us $3,760 per month in rent. However the
obligation for making payments under the master lease remains with us until the end of the current lease term.

Item 3. Legal Proceedings

On August 8, 2002, Billy Stapleton and Susie Stapleton filed a complaint for patent infringement in the United States District Court Eastern
District of Tennessee at Knoxville, against our product RoachX. On August 12, 2002 Billy and Susie Stapleton filed an amended complaint. On
May 2, 2003 we filed our answer to the amended complaint, denying the allegations generally and specifically, and stating nine affirmative
defenses to the amended complaint. The trial has been continued until August 3, 2006. We believe Stapleton s amended complaint is frivolous
and without merit.

In November 2004, we received a $14.2 million award resulting from its arbitration proceeding against NVID International, Inc. through the
American Arbitration Association International Center for Dispute Resolution. In addition, due to the Arbitrator s determination of material
breach by NVID International, our royalty and other contractual obligations to NVID are legally terminated. The award is the result of our
October 2003 arbitration action against NVID International and Falken Industries, Ltd. We sought damages and relief from continued and
ongoing public dissemination of false, misleading and disparaging statements as well as complete cooperation in enforcing and defending the
Axenohl patent and related technology. The arbitration was bifurcated and we proceeded first against NVID. In October 2005, we received a
further $3.4 million award plus costs of $241,000 resulting from the binding arbitration proceeding against Falken Industries. The November
2004 arbitration award is set to be confirmed in the US District Court, Southern District of California on or about November 14, 2005. We have
also filed the October 2005 arbitration award with the US District Court, Southern District of California and are awaiting the assignment of a
confirmation hearing date. We are evaluating the issue of collectibility and potential liability of all related individuals and entities.

In June 2004, we filed an arbitration action against Nickel Ltd. and Falken Industries Ltd., case number 50 T 133 00319 04, for breach of
contract regarding a license for Axen30. Nickel resisted arbitration; however, on September 30, 2005, the US District Court, Southern District of
California ruled that Nickel was to arbitrate. The arbitration is in progress and currently set for hearing on the merits on April 10, 2006. We
anticipate the arbitral hearing regarding Falken will proceed separately and that the actions against Falken and Nickel will resolve favorably to
us as they have in the past.

Item 4. Submission Of Matters To A Vote Of Security Holders
No matters were submitted to shareholders in the fourth quarter of the fiscal year.
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PART II

Item 5. Market for the Registrant's Common Equity and Related Stockholder Matters

1) Market Information: PURE Bioscience s common stock is traded on the Bulletin Board under the symbol PURE.

2) High and Low Bid Prices: The following table sets forth high and low bid prices for each fiscal quarter, for the last two fiscal
years as reported on Yahoo! Finance. Such quotations reflect inter-dealer prices without retail mark-up, mark-down, or
commissions and may not represent actual transactions.

Fiscal 2005 Fiscal 2004
Quarter Ended High Low Quarter Ended High Low
July 31, 2005 $ 1.05 $0.52 July 31, 2004 $ 1.00 $0.25
April 30, 2005 $1.22 $0.63 April 30, 2004 $ 1.00 $0.25
January 31, 2005 $1.04 $0.36 January 31, 2004 $ 1.07 $0.68
October 31, 2004 $ 0.55 $0.35 October 31, 2003 $ 1.07 $0.53

3) Security Holders: As of October 28, 2005, we had approximately 200 holders of record of our common stock. This does not
include beneficial owners holding common stock in street name. The closing price per share on October 28, 2005 was $0.88.

“4) Dividend Plans: We have paid no common stock cash dividends and have no current plans to do so.

) Preferred Stock: There are no shares of preferred stock presently outstanding.

(6) Recent Sales of Unregistered Securities: None.

@) Securities Authorized for Issuance under Equity Compensation Plans

Weighted-average Number of securities
exercise price of remaining available for
Number of securities to outstanding future issuance under
be issued upon exercise options, equity compensation plans
of outstanding options, warrants and (excluding securities
warrants and rights rights reflected in column (a))
Plan Category (a) (b) (©
Equity compensation
plans approved by
security holders 5,095,960 $0.52 3,794,641
Equity compensation
plans not approved by
security holders 1,390,000 $ 1.04 1,808,000
Total 6,485,960 $ 0.64 5,602,641

The following equity compensation plans were not approved by security holders:

2001 ETIH20 Stock Option Plan: Adopted by the Board in January 2001, there are 1,000,000 shares authorized under this Plan.
The options have a five-year term with vesting ratably over a five-year period. Executive Officers and Directors are not eligible
participants under this plan.

2001 Consultants and Advisors Stock Option Plan: Adopted by the Board in January 2001, there are 500,000 shares authorized
under this Plan. The options have a five-year term with vesting ratably over a five-year period. Executive Officers and Directors
are not eligible participants under this plan.
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2004 Consultants and Advisors Stock Option Plan: Adopted by the Board in April 2004, there are 2,000,000 shares authorized
under this plan. The options have a five-year term with vesting ratably over a five-year period. Executive Officers and Directors
are not eligible participants under this plan.
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Item 6. Management s Discussion and Analysis of Financial Condition and Results of Operations

Except for the historical information contained herein, the following discussion contains forward-looking statements that are subject to risks and
uncertainties. Actual results may differ substantially from those referred to herein due to a number of factors, including but not limited to risks
described in the section entitled Competition and elsewhere in this Form 10KSB. Our consolidated financial data includes Export Company of
America, Inc., Ampromed Comercia Importacao e Exportacao Ltda., ETI-H20 Corporation, and Nutripure Water Corporation. The following
discussion and analysis should be read in conjunction with the audited financial statements of PURE Bioscience.

Results of Operations for the Year Ended July 31, 2005 Versus Year Ended July 31, 2004

PURE Bioscience (formerly Innovative Medical Services) began as a provider of pharmaceutical water purification products. Although revenues
for the years ended July 31, 2005 and 2004 were still primarily derived from the Water Treatment business, the focus of our investments has
expanded from our niche pharmacy market into other, broader markets with new, proprietary bioscience products based upon our patented silver
ion antimicrobial technologies and patent pending boric acid based pesticide technologies.

In November 2003, we announced that we had signed a definitive agreement to sell our Water Treatment business to Data Recovery Continuum,
Inc. (DRCI), a Delaware corporation based in California. DRCI did not perform on the contract and we began negotiations with a new party to
sell the Water Treatment Division assets and related liabilities. Effective May 25 2005, we sold the assets of our Water Treatment Division to
Maryland-based Innovative Medical Services, LLC (IMS LLC) for $2,375,000. IMS LLC also assumed all liabilities associated with the
Division. At closing, we received $1,950,000 in cash and a promissory note in the amount of $425,000. In June, we received a cash payment of
$225,000, and in August, subsequent to the end of the fiscal year, we received the balance of $200,000 plus interest on the promissory note.

Although we recorded the Water Treatment business as a discontinued operation during the year ended July 31, 2005, we continued to operate
and retain the profits from that division until its sale on May 25, 2005. The realized gain to us on the sale of the Water Treatment Division, as
shown in our statement of operations for the year ended July 31, 2005, was $2,187,136 before the effect of taxes. The sale of the Water
Treatment Division assets to Innovative Medical Services, LLC will be a transaction taxable for United States federal and California income tax
purposes. The tax liability related to the sale is estimated to be approximately $937,000, however we expect that other losses and carryforwards
for the year ended July 31, 2005 will offset the tax liability on the sale. See Note 13 for a more detailed discussion of the tax consequences of the
sale of the Water Treatment Division. As a result of the sale, we are now strategically focused on developing our bioscience technology.

Subsequent to the sale of the Water Treatment Division we agreed to continue to fund the working capital of IMS LLC for a limited period of
time. At July 31, 2005, we had funded $132,521 of working capital on IMS LLC s behalf. In August, in addition to the payment of the
promissory note, IMS LLC reimbursed us for the working capital we had provided subsequent to the sale. We are no longer providing any
working capital for IMS LLC.

On November 30, 2001, we acquired the patent (the Axenohl patent ) for silver dihydrogen citrate, a silver ion based technology which is the
basis for our silver ion products. We purchased the patent for 700,000 shares of common stock plus certain expenses, valuing the patent at
$1,540,600 based on the market price of the stock exchanged, and agreed to make certain royalty payments to NVID. In October 2003, we filed
an arbitration action against NVID International and Falken Industries to demand a cease and desist from continued and ongoing public
dissemination of false, misleading and disparaging statements and complete cooperation in enforcing and defending the silver dihydrogen citrate
patent and related technology, pursuant to the Core Settlement Agreement between PURE Bioscience and NVID International. In November
2004, we won a $14.2 million award resulting from the action against NVID. In addition to the $14.2 million award against NVID, the arbitrator
also clarified that PURE s royalty obligations to NVID were legally terminated by NVID s material breach of the Core Settlement Agreement,
resulting in the elimination of approximately $17 million in potential future royalty payments from PURE to NVID over the life of the Axenohl
patent. In October 2005, we received a further $3.4 million award plus costs of $241,000 resulting from a related binding arbitration proceeding
against Falken Industries. The award, from the American Arbitration Association International Center for Dispute Resolution, is a binding
ruling. We are evaluating the issues of collectibility of the awards, however due to the uncertainty of our ability to collect we have not recorded
the awards or any part of them as assets on the balance sheet as at July 31, 2005. We do believe that the rulings enable us to accelerate the
development of our core silver dihydrogen citrate technology.

For the year ended July 31, 2005, bioscience segment revenues were $155,806, a 41% decrease from revenues of $263,499 in the prior year. The
antimicrobial market is highly competitive, and we anticipate that market acceptance of our novel technology may be a long term achievement.
Each formulation of our products requires regulatory approval for each respective jurisdiction in which it is sold, and in addition to competitive
challenges, we believe that the investment necessary to pursue research, testing and regulatory approval for silver dihydrogen citrate products
will continue to be significant. However, now that we have prevailed in our arbitration proceedings and have sold our Water Treatment Division,
we believe we are in a position to accelerate additional regulatory approvals and negotiate distribution agreements for the inclusion of silver
dihydrogen citrate into multiple global products. We expect sales of our silver dihydrogen citrate products to accelerate in future periods.

Gross profit for the year ended July 31, 2005 was $104,212 versus $132,595 in the prior year. Our gross profit percentage improved from 50% in
2004 to 67% in 2005, primarily due to a higher mix in 2005 of silver dihydrogen citrate sales versus pesticide sales. Margins for sales of silver
dihydrogen citrate are greater than those for pesticides.
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Our net loss before tax from continuing operations for the year ended July 31, 2005, excluding the gain realized on the sale of the Water
Treatment Division, was $3,011,818, versus a net loss of $2,820,863 for the same period in 2004. Selling expenses, primarily for development of
new markets, grew by $121,000 or 40% in the year ended July 31, 2005 compared to the prior year. Over the same period, General and
Administrative expenses grew by 1% to $1,331,000. General and Administrative expense for each year includes the cost of prosecuting our
interests in the arbitration proceedings discussed earlier. Research and Development costs of $1,357,000 for the year ended July 31, 2005
increased by $224,000 or 20% compared to the same period in 2004, as we aggressively expanded our global patent portfolio to support future
initiatives within multiple international markets for our silver dihydrogen citrate technology. Of the loss before taxes in the period ending July
31, 2005, $1,076,469 is attributable to non-cash items: $808,139 of services and interest paid with stock and warrants and $268,330 of
amortization and depreciation. Of the loss in the prior year, $738,217 was attributable to non-cash items: $462,770 of services and interest paid
with stock and warrants, and $275,447 of amortization and depreciation.

The net effect of taxes on the consolidated statement of income for the year ended July 31, 2005 is a tax liability of $2,800, the minimum
franchise taxes paid to the State of California regardless of income or loss. The tax liability on the sale of the assets of the Water Treatment and
on the income from the operation of the Division through May 25, 2005, are estimated to be $937,000 and $230,500 respectively; a total of
approximately $1,167,500. We expect that this amount will be offset by a tax benefit of approximately $1,164,700 from current year losses and
available net operating loss carryforwards relating to our continuing operations.

Discontinued Operation

During the year ended July 31, 2005, we received the benefit from the revenues and incurred the expenses of the Water Treatment Division
through the date of the sale of the Division on May 25, 2005. Income from this discontinued operation for the year ended July 31, 2005
(effectively through May 25, 2005) consisted of revenues of $1,699,955, cost of sales of $937,958 and other costs of $251,586, resulting in a net
income from discontinued operations before taxes of $510,411. Income tax related to the operation of the Division through May 25, 2005 is
estimated to be $230,500, however this amount is offset by the realization of a corresponding tax benefit from current year losses and available
net operating loss carryforwards relating to our continuing operations.

Net income from this discontinued operation for the full fiscal year ending July 31, 2004 consisted of revenues of $1,800,600, cost of sales of
$861,100 and other costs of $423,600, resulting in a net income from discontinued operations before tax of $515,900.

Liquidity and Capital Resources

From inception through the present, we have financed our operations primarily through our initial public offering in August of 1996, by
subsequent private placement stock sales, and in May 2005 by the sale of our Water Treatment Division. In addition, in September 2002 we
renegotiated an existing line of credit and extended it until November 2003. The extension included an increase in principal from $500,000 to
$600,000 at an interest rate of 1%2 % per month, secured against the entire assets of the Company excluding the Axenohl patent. During the year
ended July 31, 2004, we became in default and in December 2003, two parties filed an action in District Court of Arizona against PURE
Bioscience for our failure to perform under the terms of their loan agreements. In May 2005, the $600,000 line of credit plus $103,000 of
accrued interest was paid off as part of a settlement of the outstanding litigation.

In July 2003, we issued a $300,000 convertible debenture at an interest rate of 10% per annum due on July 24, 2004. The debenture was
contained in a Unit Purchase Agreement in which the holder of the note received 300,000 five-year warrants to purchase our common stock at an
exercise price of $0.75. The note contained provisions for convertibility to our common stock if held to maturity. This note was in technical
default as of July 25, 2004, but was guaranteed by a third party and subsequently paid off in cash in March 2005.

In August 2003, we completed a financing arrangement which included the acquisition of a $2,000,000 Note and Trust Deed bearing a rate of
interest of 10% with principal and all interest due and payable on or before June 12, 2004. In addition to the Trust Deed, the arrangement
included a $435,000 unsecured offsetting loan payable. The Trust Deed, offset by the loan, was acquired in exchange for 2,000,000 unregistered
shares of our common stock, at a fair value of $0.80 per share, issued to a party unrelated to the grantor.

In late 2003 we entered into an agreement to sell substantially all of the assets and certain related liabilities of our Water Treatment Division to
Data Recovery Continuum, Inc. (DRCI) for $2.75 million in cash at closing to include the purchase of the Trust Deed at face value, and
additional amounts one year after closing based on certain criteria relating to sales of water treatment systems. At this time, DRCI paid to us a
deposit of $100,000 in cash, secured by a promissory note for that amount. Prior to the due date on the Trust Deed, the debtors requested an
extension to complete an in-process financing plan for the payment of the principal and interest, which we granted, however the debtor failed to
perform during the term of the extension.

In March 2005, we reached a partial settlement with Lee Brukman of Next9, LLC and Data Recovery Continuum, Inc. in which we reacquired
the 2,000,000 shares of our common stock in exchange for our conditional transfer to Brukman of the Trust Deed receivable. In addition,
Brukman forgave the $535,000 in loans to us, plus accrued interest of $61,377. The net result on the consolidated balance sheet was a reduction
in assets of approximately $2,327,700, a reduction in liabilities of approximately $596,000, and an increase in common stock of $1,735,700, or
$0.87 per share, based on an estimate of fair value.
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In November 2004 we received a $90,000 loan from a director/shareholder, with an interest rate of 8% per annum and a warrant to purchase
18,000 shares of common stock. The note was originally due in 30 days but was extended to April 29, 2005 in exchange for an additional
warrant to purchase 18,000 shares. 