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NEVADA 87-0535207
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

1501 INDUSTRIAL ROAD, BOULDER CITY, NEVADA 89005
(Address of principal executive offices) (Zip Code)

(702) 294-2689

(Issuer=s telephone number)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding twelve (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 ninety
(90) days Yes [X] No [ ]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer
(as defined in Rule 12b-2 of the Exchange Act).

Large accelerated filer [ ]

Accelerated filer [X]

Non-accelerated filer [ ]

Indicate by check mark whether registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

Yes [ ] No [X]

 The number of shares outstanding of Registrant's Common Stock as of February 8, 2006: 20,988,580

Edgar Filing: AMERITYRE CORP - Form 10-Q

2



1

Edgar Filing: AMERITYRE CORP - Form 10-Q

3



PART I - FINANCIAL INFORMATION

ITEM 1.  FINANCIAL STATEMENTS

The accompanying unaudited financial statements have been prepared in accordance with the instructions to Form
10-Q pursuant to the rules and regulations of the Securities and Exchange Commission and, therefore, do not include
all information and footnotes necessary for a complete presentation of our financial position, results of operations,
cash flows, and stockholders' equity in conformity with generally accepted accounting principles.  In the opinion of
management, all adjustments considered necessary for a fair presentation of the results of operations and financial
position have been included and all such adjustments are of a normal recurring nature.

Our unaudited balance sheet at December 31, 2005 and our audited balance sheet at June 30, 2005; the related
unaudited statements of operations for the three and six month periods ended December 31, 2005 and 2004; and the
related unaudited statement of cash flows for the six month periods ended December 31, 2005 and 2004, are attached
hereto.
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AMERITYRE CORPORATION
Balance Sheets

December 31, 2005 June 30, 2005
(Unaudited)

ASSETS

CURRENT ASSETS

Cash and cash equivalents  $    2,577,694  $    2,122,320 
Accounts receivable � net             75,617           168,838 
Inventory           567,387           646,798 
Prepaid expenses and other current assets           106,151             62,489 
Special projects in progress                      -                  752 
Deferred stock offering expenses             83,278             80,151 
Deposit on equipment           294,254                      - 

Total Current Assets        3,704,381        3,081,348 

PROPERTY AND EQUIPMENT

Leasehold improvements           120,767           120,767 
Molds and models           353,591           343,031 
Equipment        2,324,730        2,280,888 
Furniture and fixtures             73,652             70,678 
Software           280,337           184,901 
Less - Accumulated depreciation      (2,027,326)      (1,858,950)

Total Property and Equipment        1,125,751        1,141,315 

OTHER ASSETS

Patents and trademarks � net           398,830           368,011 
Deposits             36,000             36,000 

Total Other Assets           434,830           404,011 

TOTAL ASSETS  $ 5,264,962  $ 4,626,674 
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The accompanying notes are an integral part of these unaudited financial statements.
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AMERITYRE CORPORATION
Balance Sheets (Continued)

December 31,
2005 June 30, 2005

(Unaudited)
LIABILITIES AND STOCKHOLDERS� EQUITY

CURRENT LIABILITIES

Accounts payable  $       246,372  $         49,904 
Accrued expenses             32,559             27,424 
Stock subscription deposits           836,820                      - 
Deferred revenue - special projects           100,000               7,500 

Total Current Liabilities        1,215,751             84,828 

TOTAL LIABILITIES        1,215,751             84,828 

STOCKHOLDERS' EQUITY

Preferred stock: 5,000,000 shares authorized
  of $0.001 par value, -0- shares issued and
  Outstanding                      -                      - 
Common Stock: 40,000,000 shares authorized of
  $0.001 par value, 20,065,480 and 19,505,216
  shares issued and outstanding, respectively             20,065             19,505 
Additional paid-in capital      43,882,966      41,986,176 
Expenses prepaid with common stock         (100,000)                      - 
Deferred stock offering cost      (1,000,000)      (1,000,000)
Deferred consulting and directors compensation           (64,167)                      - 
Retained deficit    (38,689,653)    (36,463,835)

Total Stockholders' Equity        4,049,211        4,541,846 

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY  $ 5,264,962  $ 4,626,674 

The accompanying notes are an integral part of these unaudited financial statements.
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AMERITYRE CORPORATION
Statements of Operations

(Unaudited)

For the Three Months Ended For the Six Months Ended
December 31, December 31,

 2005  2004  2005  2004

NET SALES  $         302,255  $         303,801  $         738,224  $         643,573 

COST OF SALES             258,439             215,891             612,781             462,678 

GROSS PROFIT               43,816               87,910             125,443             180,895 

EXPENSES
 Consulting               99,498                         -               99,498                         - 
 Advisory group expense - - -          6,134,000 
 Payroll and payroll taxes             519,060             428,908          1,009,407             846,470 
 Depreciation and amortization               91,873             102,607             181,129             194,953 
 Research & development             151,825             110,798             388,208             409,166 
 Bad debt expense                    211                    191                    211                    773 
 Selling, general &
administrative             348,336             310,620             698,822             630,795 

Total Expenses          1,210,803             953,124          2,377,275          8,216,157 

LOSS FROM OPERATIONS         (1,166,987)            (865,214)         (2,251,832)         (8,035,262)

OTHER INCOME
 Interest income                 7,649                 5,702               24,953               13,628 
 Other income                        9                 1,705                 1,061                 7,548 

Total Other Income                 7,658                 7,407               26,014               21,176 

NET LOSS  $  (1,159,329)  $     (857,807)  $  (2,225,818)  $  (8,014,086)

BASIC LOSS PER SHARE  $            (0.06)  $            (0.05)  $            (0.11)  $            (0.43)
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WEIGHTED AVG NUMBER OF
SHARES      20,038,287      18,731,168      19,877,047      18,696,978 

The accompanying notes are an integral part of these unaudited financial statements.
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AMERITYRE CORPORATION
Statements of Cash Flows

(Unaudited)
Six Months
Ended

Six Months
Ended

December 31,
2005

December 31,
2004

CASH FLOWS FROM OPERATING ACTIVITIES

Net loss  $       (2,225,818)  $       (8,014,086)
Adjustments to reconcile net loss to

net cash used by operating activities:
Depreciation & amortization expense               181,129               194,953 
Common stock issued for services rendered               126,350                           - 
Amortization of expense prepaid with common
stock               105,834               472,053 
Options issued for advisory group services                           -            6,134,000 

Changes in operating assets and liabilities:
Decrease in accounts receivable                 93,221                 89,184 
Increase in prepaid expenses                (43,662)                (35,895)
Increase in other assets              (296,629)                     (600)
Decrease (increase) in inventory                 79,411                (87,087)
Increase in accounts payable and accrued
expenses               294,103                 35,739 

Net Cash Used by Operating
Activities           (1,686,061)           (1,211,739)

CASH FLOWS FROM INVESTING ACTIVITIES

Cash paid for patents and trademarks                (43,572)                (60,897)
Purchase of property and equipment                (61,813)                (32,712)

Net Cash Used by Investing
Activities              (105,385)                (93,609)

CASH FLOWS FROM FINANCING ACTIVITIES
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Proceeds from stock subscription               836,820                           - 
Proceeds from issuance of common stock            1,410,000               880,000 

Net Cash Provided by
Financing Activities            2,246,820               880,000 

NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS               455,374              (425,348)

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD            2,122,320            1,591,289 

CASH AND CASH EQUIVALENTS AT END OF PERIOD  $      2,577,694  $      1,165,941 

The accompanying notes are an integral part of these unaudited financial statements.
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AMERITYRE CORPORATION
Statements of Cash Flows (Continued)

(Unaudited)
Six Months Ended Six Months Ended

December 31,

 2005

December 31,

 2004

SUPPLEMENTAL SCHEDULE OF CASH FLOW ACTIVITIES
Cash paid for interest  $                       -  $                       - 
Cash paid for income taxes  $                       -  $                       - 

NON-CASH OPERATING ACTIVITIES
Common stock issued for services rendered  $           126,350  $                       - 
Common stock issued for prepaid services  $           270,000 $            598,000 

NON-CASH INVESTING/ FINANCING ACTIVITIES
Common stock issued for property & equipment  $              91,000  $                       - 
Options issued for advisory group service receivable  $                       -  $         6,134,000 

The accompanying notes are an integral part of these unaudited financial statements.
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AMERITYRE CORPORATION

Notes to the Unaudited Financial Statements

December 31, 2005 and June 30, 2005

NOTE 1 - BASIS OF FINANCIAL STATEMENT PRESENTATION

The accompanying unaudited condensed financial statements have been prepared by us pursuant to the rules and
regulations of the Securities and Exchange Commission.  Certain information and footnote disclosures normally
included in financial statements prepared in accordance with accounting principles generally accepted in the United
States of America have been condensed or omitted in accordance with such rules and regulations.  The information
furnished in the interim condensed financial statements includes normal recurring adjustments and reflects all
adjustments, which, in the opinion of management, are necessary for a fair presentation of such financial statements.
 Although we believe the disclosures and information presented are adequate to make the information not misleading,
it is suggested that these interim condensed financial statements be read in conjunction with our most recent audited
financial statements and notes thereto included in our June 30, 2005 Annual Report on Form 10-KSB.  Operating
results for the six months ended December 31, 2005 are not necessarily indicative of the results that may be expected
for the current fiscal year ending June 30, 2006.

NOTE 2 - STOCK OPTIONS

During the period ended December 31, 2005, we issued options to acquire an aggregate of 625,000 shares of our
common stock to certain employees in connection with their employment (the AEmployment Options@). The
Employment Options vest annually over a period of one to three years based on the employees continued employment
by the Company. The exercise price for the Employment Options is $6.60 per share. The 625,000 options issued to the
employees were issued at or above the market price of our common stock on the date of issue and are accounted for
under APB 25, AAccounting for Stock Issued to Employees@. As such, no compensation expense was recognized.
 Had compensation cost for the issuance of the options been determined based on fair market value at the grant dates
consistent with the method of FASB Statement 123, AAccounting for Stock Based Compensation,@ there would have
been no change to our net loss and loss per share, as noted with the pro forma amounts indicated below:

For the Three Months Ended For the Six Months Ended
December 31, December 31,

2005 2004 2005 2004
Net (loss) as reported $ (1,159,329) $(857,807) $ (2,225,818) $ (8,014,086)
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Pro forma $ (1,159,329) $ (1,384,857) $ (2,225,818) $ (8,544,086)

Basic (loss) per share as reported $ (0.06) $ (0.05) $ (0.11) $ (0.43)
Pro forma $ (0.06) $ (0.07) $ (0.11) $ (0.46)

[The balance of this page intentionally left blank]
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AMERITYRE CORPORATION

Notes to the Unaudited Financial Statements

December 31, 2005 and June 30, 2005

NOTE 2 - STOCK OPTIONS, Continued

A summary of the status of the Company=s outstanding stock options as of December 31, 2005 and June 30, 2005 and
changes during the periods then ended is presented below:

December 31, 2005 June 30, 2005

Shares

Weighted Average
Exercise Price

Shares

Weighted Average
Exercise Price

Outstanding beginning of period 3,945,000 $6.31 1,922,000 $3.66 
Granted 625,000 $6.60 3,185,000 $6.97 
Expired/Cancelled (60,000) $(6.70) (195,252) $(0.18)
Exercised   (470,000) $(3.00)   (966,748) $(4.14)
Outstanding end of period  4,040,000 $6.74  3,945,000 $6.31 
Exercisable     415,000 $5.05     945,000 $4.14 

Outstanding Exercisable

Range of

Exercise
Prices

Number Outstanding
at

Dec 31, 2005

Weighted

Average

Remaining

Contractual Life

Weighted

Average

Exercise Price

Number

Exercisable at

Dec 31, 2005

Weighted

Average

Exercise Price
$3.80 30,000 0.75 $3.80 30,000 $3.80

4.00 200,000 1.44 $4.00 200,000 $4.00
6.40 185,000 3.09 $6.40 185,000 $6.40
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6.60 625,000 6.46 $6.60 - -
7.00 3,000,000 3.70 $7.00              - -

$3.80-$7.00 4,040,000 3.97 $6.74   415,000 $5.05

NOTE 3 - STOCK ISSUANCES

During the quarter, we issued 5,000 shares of common stock for outside consulting services valued at $26,250, based
on a price of $5.25 per share and 15,000 shares of common stock for outside consulting services valued at $68,250,
based on a price of $4.55 per share.  We also issued 20,000 shares of common stock for software development
services valued and capitalized at $91,000, based on a price of $4.55 per share. These shares were issued pursuant to
our 2002 Stock Option and Award Plan.

During the quarter, we issued 7,000 shares of our restricted common stock to an investor and media relations firm as
payment for services. The value of the shares was $31,850, based on the closing price of $4.55 per share.

9
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AMERITYRE CORPORATION

Notes to the Unaudited Financial Statements

December 31, 2005 and June 30, 2005

NOTE 3 - STOCK ISSUANCES (continued)

During the quarter, we issued 1,852 shares of our restricted common stock to the Chairman of our audit committee as
partial compensation for his services as Chairman. The value of the shares was $10,000, based on the closing price of
$5.40 per share.

During the quarter, we issued an aggregate of 11,112 shares (1,852 shares each) of our restricted common stock to our
six (6) non-employee directors as annual compensation for their services as members of our board of directors for the
period commencing December 1, 2005 through November 30, 2006. The aggregate value of the shares was $60,000,
based on the closing price of $5.40 per share.

All of our securities issued in the foregoing transactions were issued in reliance on the exemption from registration
and prospectus delivery requirements of the Act set forth in Section 3(b) and/or Section 4(2) of the Securities Act and
the regulations promulgated thereunder.

NOTE 4 - INVENTORY

Inventory is stated at the lower of cost (computed on a first-in, first-out basis) or market.  The inventory consists of
chemicals, finished goods produced in the Company=s plant and products purchased for resale.

December 31, 2005

(Unaudited)

June 30, 2005

Raw Materials $142,866 $122,834
Work in Progress - -
Finished Goods 424,521 523,964
Total Inventory $567,387 $646,798
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NOTE 5 - SIGNIFICANT EVENTS

1. Employment of Chief Operating Officer

Effective October 16, 2005, the Company hired Gary N. Benninger as our Chief Operating Officer. Dr. Benninger=s
employment contract with the Company is for an initial term of one year beginning October 16, 2005, at an annual
salary of $250,000, renewable by mutual agreement.  The contract also includes provisions for the payment of a bonus
share award of 10,000 shares of the Company=s common stock vesting January 15, 2006, and a grant of options for
the purchase of 150,000 shares of the Company=s common stock, subject to annual vesting provisions (50,000 options
on June 30th 2006-2008). The bonus share award and the options are being issued under the terms of the Company=s
2005 Stock Option and Award Plan. Both the bonus share award and the vesting of the options are subject to
continuing employment with the Company.

2. Settlement of Legal Proceeding

Effective October 20, 2005, we entered into a settlement and release agreement with the defendant in case number
A505333, 8th Judicial District Court for the State of Nevada, Amerityre Corporation vs. Prototype Engineering, Inc.,
an Ohio corporation (APrototype@), and Frederick F. Vannan, Jr. (AVannan@).

10
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AMERITYRE CORPORATION

Notes to the Unaudited Financial Statements

December 31, 2005 and June 30, 2005

NOTE 6 - SUBSEQUENT EVENTS

A. Stock Issuances

On January 3, 2006, we issued 53,100 shares of our common stock to various employees as compensation pursuant to
our 2002 Stock Option and Award Plan, valued at $239,481, or $4.51 share.

On January 15, 2006, 10,000 shares of our restricted common stock vested to Gary N. Benninger, our Chief Operating
Officer, pursuant to the terms of his employment agreement with the Company. The value of the shares was $53,600,
based on the closing price of the shares on October 16, 2005, the date of grant. With respect to the issuance of the
shares on vesting, the Company claims an exemption from the registration requirements of the Securities Act of 1933,
as amended pursuant to Section 4(2) of said Act.

Effective February 1, 2006 (the �Closing Date�), we completed a private placement for $3,870,000 in offering proceeds.
The Company sold 107,500 Units of the Company�s securities at a purchase price of $36.00 per Unit. Each Unit
consists of eight (8) shares of the Company's Common Stock, a Class A Warrant (the �Class A Warrant�) for the
purchase of one share of Common Stock at an exercise price of $5.00 exercisable for a 3 year period and a Class B
Warrant (the �Class B Warrant�) for the purchase of one share of Common Stock at an exercise price of $5.50
exercisable for a 5 year period.  The Warrants may also be exercised through a cashless exercise based on the
difference between the market price on the date of exercise and the exercise price.  The exercise prices of the Class A
Warrants and Class B Warrants are subject to adjustment in certain events, including, without limitation, upon the
Company�s consolidation, merger or sale of all or substantially all of its assets, a reclassification of the Company�s
Common Stock, or any stock splits or combinations with respect to the Common Stock.

Purchasers of the Units have been granted registration rights in connection with the private placement.  The Company
shall use its best efforts to file a registration statement with the Commission within 45 days after the Closing Date and
cause the registration statement to be declared effective by the SEC within 120 days after the Closing Date (if there
are no comments from the SEC) or 180 days (if comments are received from the SEC) (the "Effective Date") in order
to register the shares of Common Stock underlying the Units sold in the offering (the �Registrable Securities�) for resale
and distribution by the investors (the "Registration Statement").  The Company will register approximately 1,075,000
shares of Common Stock which represents the total number of shares of Common Stock plus the shares of Common
Stock issuable upon exercise of the Class A and Class B Warrants.  The Registrable Securities shall be reserved and
set aside exclusively for the benefit of each investor.
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The Class A and Class B Warrants are subject to redemption by the Company.  The Company has the right to redeem
either the Class A or Class B Warrants beginning ninety (90) days from the Effective Date of the Registration
Statement, if at any time following the Effective Date, the average closing bid price for the Common Stock in the
over-the-counter market is at least $5.50 per share (with respect to the Class A Warrants) or $6.05 per share (with
respect to the Class B Warrants),  for the 20 consecutive trading day period ending not more than 15 days prior to
notice of redemption of the Class A and Class B Warrants. The Company�s right to redeem the Class A and Class B
Warrants requires the Company to give the holders written notice of redemption of not less than 30 days, and is
subject to the right of the holders of the Class A and Class B Warrants to exercise the same in accordance with the
terms hereof during the redemption period.  The redemption price for each Class A and Class B Warrant is $0.10 per
share.
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AMERITYRE CORPORATION

Notes to the Unaudited Financial Statements

December 31, 2005 and June 30, 2005

NOTE 6 - SUBSEQUENT EVENTS (Continued)

With respect to the sale of the Units described above, the Company claims an exemption from the registration
requirements of the Securities Act of 1933, as amended, pursuant to Section 4(2) of the Securities Act and/or
Regulation D promulgated thereunder since, among other things, (1) the transaction did not involve a public offering,
(2) the investors were accredited investors and/or qualified institutional buyers, (3) the investors had access to
information about the Company and their investment, (4) the investors took the securities for investment and not
resale, (5) the Company took appropriate measures to restrict the transfer of the securities, and (6) no commissions
were paid in connection with the placement and/or sale of the securities.

B. Deferred Stock Issuance Costs

During the three six month period ended December 31, 2004, we recognized an expense of $6,134,000 for advisory
group services associated with the grant of options to acquire an aggregate of 3,000,000 shares of our common stock
to third-party consultants during the period. The value of the options was calculated using the Black-Scholes option
pricing model. Our selling, general and administrative expenses since that time have not included deferred stock
offering costs, which at December 31, 2005 aggregated $1,083,278. This amount has been recorded as a reduction in
stockholders' equity due to its association with the proposed offering of our securities. In February 2006, we closed a
private placement of our securities for gross offering proceeds of $3.87 million, therefore the deferred offering costs
will be expensed in the subsequent period.

[The balance of this page intentionally left blank]
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ITEM 2.  MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Cautionary Statements

You should read the following discussion and analysis in conjunction with the Financial Statements and related Notes
contained elsewhere in this Form 10-Q ("Report"). The information in this Report is not a complete description of our
business or the risks associated with an investment in our common stock. We urge you to carefully review and
consider the various disclosures made by us in this Report and in our other reports filed with the SEC, including our
Annual Report on Form 10-KSB for the year ended June 30, 2005.

The section entitled "Risk Factors" set forth in our Annual Report on Form 10-KSB for the year ended June 30, 2005
and similar types of discussions in other SEC filings discuss some of the important risks that may affect our business,
results of operations and financial condition. Some of those risks are as follows:

*Our business depends on the protection of our intellectual property and may suffer if we are unable to adequately
protect our intellectual property.

*Proposed new products for highway use must meet safety standards prior to marketing which could delay anticipated
revenues and increase expenses.

*Our stock price can be extremely volatile.

You should carefully consider those risks, in addition to the other information in this Report and in our other filings
with the SEC, before deciding to invest in our Company or to maintain or decrease your investment.

This Report may contain Aforward-looking@ statements within the meaning of Section 17A of the Securities
Exchange Act of 1933, as amended, and Section 21E of the Securities Exchange Act, as amended. Examples of
forward-looking statements include, but are not limited to: (a) projections of our revenues, capital expenditures,
growth, prospects, dividends, capital structure and other financial matters; (b) statements of our plans and objectives;
(c) statements of our future economic performance; (d) statements of assumptions underlying other statements and
statements about us and our business relating to the future; and (e) any statements using the words "believes,"
"budget," "target," "goal," Aanticipate," Aexpect," "plan," "outlook," "objective," Amay," Aproject," Aintend,"
"estimate," or similar expressions. These statements are only predictions. These statements are not guarantees of
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future performance and are subject to certain risks, uncertainties and assumptions that are difficult to predict.

General

We were incorporated as a Nevada corporation on January 30, 1995 under the name American Tire Corporation and
changed our name to Amerityre Corporation in December 1999. We own certain proprietary and nonproprietary
technology to manufacture tires from polyurethane foam and polyurethane elastomer.

Polyurethane Foam Tire Technology

We currently produce AFlatfree™@ polyurethane foam tires for bicycles, wheelchairs, lawn and garden products, and
outdoor power equipment products (the AProducts@).

Polyurethane Elastomer Passenger Car Tire Technology

We are engaged in the development of polyurethane elastomer tires for highway and agricultural use based on our
proprietary technology and various methods and processes relating to the manufacturing of those tires from liquid
elastomers. The polyurethane elastomer material is identified by us as Elastothane™. Elastothane ™ and the technology to
produce tires using Elastothane™ are significant to us because we believe that combined they result in a tire that can be
produced quickly and less expensively than traditional rubber pneumatic tires, while meeting or exceeding the
performance of those tires.

13
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We have produced a limited number of prototype polyurethane car tires and conducted independent laboratory testing
to demonstrate that these tires comply with existing federal safety standards for new-pneumatic tires, FMVSS 109,
and the proposed revisions to those standards, FMVSS 139, which takes effect in July 2007. Compliance with FMVSS
109 and subsequently, FMVSS 139, is necessary to commercially market pneumatic car tires within the United States.
FMVSS 139 retains many of the test components of FMVSS 109, with the following major changes:

 (1) Endurance and Low Inflation Pressure Test. Test remains 34 hours, but extends the final load step from 22 hours
to 24 hours. Load percentages have been reduced from 90/100/110% to 85/90/100%. In addition, at the end of the 34
hours of endurance testing, the tire will be run under-inflated (20psi) at 120 km/h (75 mph) for 90 minutes;

 (2) Speed test. Test remains a total of 90 minutes with a 2 hour warm-up; however, speeds for each 30 minute
segment have been increased from 75/80/85 mph to 140/150/160 km/h [87/93/99 mph], respectively; and

 (3) Aging effects performance test. Implementation of the aging effects performance test has been deferred until the
NHTSA has completed additional research and issues a new proposal.

In addition to inventing polyurethane elastomer passenger car tires, we have invented the manufacturing equipment
necessary to produce these tires in limited quantities. We have filed several applications for method and process
patents with respect to various aspects of this technology. We have completed fabrication of prototype manufacturing
equipment to mold the polyurethane elastomer tires and we are fabricating certain additional pieces of manufacturing
equipment that are necessary to assemble the reinforcement materials (i.e., beads, belts and plies) utilized in
connection with manufacturing the tire. This work is continuing and we expect to make improvements to the method,
process and equipment as needed so that these tires can be produced in commercial qualities.

During the quarter we announced that we had entered into a Product Development Agreement with Genmar Holdings,
Inc., Minneapolis, Minnesota, one of the world�s largest manufacturers of recreational boats, to design and develop
prototype polyurethane �run-flat� boat trailer tires based on our passenger car tire technology.  We estimated the time
frame for completing the development project to be approximately six months (May 2006).  If the development
project is successfully completed, and evaluation and testing by Genmar is satisfactory, the parties will move to an
agreement that will allow Genmar to commercially manufacture �run-flat� boat trailer tires.

Non-pneumatic Temporary/Spare Tire Technology

We also are developing a temporary/spare tire out of polyurethane elastomer. Our initial project, a >zero= pressure
non-pneumatic temporary/spare tire, was developed for prospective use as a temporary/spare tire for passenger
vehicles. These tires do not contain air and do not require inflation. In April 2005, we announced that prototype
non-pneumatic temporary/spare tire had passed FMVSS 129 testing. FMVSS 129, is the applicable safety standard for
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new, non-pneumatic tires that must be met before the tires can be offered commercially. We believe that this is a
major breakthrough in tire technology because, to the best of our knowledge, no other company has developed a
non-pneumatic tire that has successfully met FMVSS 129 standard. We have initiated discussions with automobile
manufacturers about making these tires available to their customers as original equipment temporary/spare tires. In
addition, we continue testing prototype designs of the non-pneumatic temporary/spare tire for other
vehicles/applications.

Polyurethane Retread Material

During the quarter we began development of a compound and manufacturing process for retreading medium
commercial truck tires with a polyurethane elastomer tread compound. We believe our retreading process has broad
application for the medium commercial truck tire market.  The tire retreading process being developed by Amerityre
involves applying the polyurethane tread compound to the rubber tire casing in such a way that the tread �seamlessly
locks� to the tire casing without pressure or re-vulcanization. We have conducted a series of pull tests at an
independent laboratory to test the adhesion of our polyurethane elastomer tread compound to rubber tire casings. The
results of the test have indicated that our compounds meet acceptable industry requirements.  We are continuing with
the development of the process for applying the polyurethane tread materials to the rubber tire casings.

In addition to laboratory testing, we have been conducting field tests of the polyurethane elastomer retreads on a
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number of truck tires that are being evaluated by a mining company. We are continuing to test these tires to better
assess their performance characteristics in such a high duty application.

Results of Operations for the Three and Six Month Period Ended December 31, 2005

compared to the Three and Six Month Period Ended December 31, 2004

For the three month period ended December 31, 2005 we had net sales of $302,255, a slight decrease from net sales of
$303,801, for the same period last year. However, for the six month period ended December 31, 2005, we had net
sales of $738,224, a 15% increase over net sales of $643,573 for the comparable period last year.  The increase in net
sales for the six month period in 2005 over 2004 was due primarily to further expansion of our Products sales among
retail chain customers and distributors.

Our cost of sales for the three month period ended December 31, 2005 was $258,439, or 86% of sales as compared to
$215,891, or 71% of sales for the same period last year, resulting in a gross profit of $43,816, or 14% as compared to
a gross profit of $87,910 or 29% for the prior year period. Our cost of sales for the six month period ended December
31, 2005 was $612,781, or 83% of sales as compared to $462,678, or 72%, resulting in a gross profit of $125,443, or
17% of sales compared to a gross profit of $180,895, or 28% for the prior year period. The reduction in our gross
profit as compared to the prior year periods is a result of a revaluation of our standard costs after taking into account
increases in base chemicals and steel wheel component costs for tire/wheel assemblies. To offset these increases in
material costs, we have increased the sales price of our Products effective January 1, 2006 in an attempt to recapture
the decrease in gross margin we have experienced.  

Corporate Expense. For three and six month periods ended December 31, 2005, total operating expenses were
$1,210,803 and $2,377,275, respectively, consisting primarily of consulting expense of $99,498 and $99,498, payroll
and payroll taxes of $519,060 and $1,009,407, depreciation and amortization of $91,873 and $181,129, research and
development costs of $151,825 and $388,208, and selling, general and administrative expenses of $348,336 and
$698,822, respectively.

For the three and six month periods ended December 31, 2004, total operating expenses were $953,124 and
$8,216,157, respectively, consisting primarily of payroll and payroll taxes of $428,908 and $846,470, depreciation and
amortization of $102,607 and $194,953, research and development of  $110,798 and $409,166, selling, general and
administrative expenses of $310,620 and $630,795, respectively, and, in the six month period, an expense of
$6,134,000 for advisory group services associated with the grant of options to acquire an aggregate of 3,000,000
shares of our common stock to third-party consultants during the period. The value of the options was calculated using
the Black-Scholes option pricing model.

During the six month period ended December 31, 2004, we recognized an expense of $6,134,000 for advisory group
services associated with the grant of options to acquire an aggregate of 3,000,000 shares of our common stock to
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third-party consultants during the period. The value of the options was calculated using the Black-Scholes option
pricing model. Our selling, general and administrative expenses since that time have not included deferred stock
offering costs, which at December 31, 2005 aggregated $1,083,278. This amount has been recorded as a reduction in
stockholders' equity due to its association with the proposed offering of our securities. In February 2006, we closed a
private placement of our securities for gross offering proceeds of $3.87 million, therefore the deferred offering costs
will be expensed in the subsequent period.

Excluding the effect of the one-time $6,134,000 expense for advisory group services associated with the grant of
options for the 2004 periods as detailed above, our corporate expenses for the six month period ended December 31,
2005, when compared to our corporate expenses for the six month period ended December 31, 2004,  increased
 approximately $295,000 due to annual increases in salary and payroll,  increased sales, marketing and media relations
expenses, and the payment of outside consulting fees for specialty services.  We anticipate that our monthly operating
expenses for the next six months will remain consistent with the average monthly expenses of the first six months, at
approximately $400,000 per month.
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Interest  Expense. We had no interest expense during the three and six month periods ended December 31, 2005 and
2004, respectively.

Other  Income. For the three and six month periods ended December 31, 2005, we had other income of $7,658 and
$26,014, respectively, earned on account receivables and temporary investments of cash not immediately needed in
ordinary daily business. For the three and six month periods ended December 31, 2004, we had other income of
$7,407 and $21,176, respectively, earned on account receivables and temporary investments of cash not immediately
needed in ordinary daily business.

We experienced net losses of $1,159,329 and $2,225,818, respectively, for the three and six month periods ended
December 31, 2005, compared to net losses of $857,807 and $8,014,086 for the same periods in 2004. The basic
losses per share for the current periods were $0.06 and $0.11, respectively, compared to basic losses per share of $0.05
and $0.43 for prior year periods.

Liquidity and Capital Resources

During the three and six month periods ended December 31, 2005, we financed our operations through collecting
accounts receivable and issuing common stock for cash paid in connection with the exercise of outstanding stock
options and prepayment of certain salaries.

At December 31, 2005, we had current assets of $3,704,381 and current liabilities of $1,215,751, for a working capital
surplus of $2,488,630, a decrease of $507,890 over the working capital surplus of $2,996,520 we had at June 30,
2005. We had cash and cash equivalents of $2,577,694 and net accounts receivable of $75,617 at December 31, 2005
compared to cash and cash equivalents of $2,122,320 and net accounts receivable of $168,838 at June 30, 2005. Our
increase in cash and equivalents at December 31, 2005, is attributable to the exercise of outstanding options during the
period.  Our cash and cash equivalents include $836,820 of cash received as part of an ongoing private offering of our
securities during the period. The subscription amounts were recorded at December 31, 2005, as a current liability
under the line item �stock subscription deposits.�  Subsequent to December 31, 2005, we completed the stock offering.
As a result of completing the offering the �stock subscription deposits� liability will be reduced to $0 for the period
ending March 31, 2006.

At December 31, 2005, we had net property and equipment of $1,125,751, after deduction of accumulated
depreciation of $2,027,326. At December 31, 2005, our property and equipment consisted mainly of leasehold
improvements, $120,767; molds and models, $353,591; equipment, $2,324,730; furniture and fixtures, $73,652; and
software, $280,337.  
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Net cash used by our operating activities for the six month period ended December 31, 2005 was $1,686,062,
compared to $1,211,739 for the same period in 2004. Our operations for the six month period ended December 31,
2005 were funded primarily by cash and cash equivalents, accounts receivables, and the issuance of common stock for
services and salaries. Our operations for the six month period ended December 31, 2004 were funded primarily the
same way.

Net cash used by investing activities for the six month period ended December 31, 2005 was $105,384, including
payments for patents and trademarks and purchase of property and equipment, compared to $93,609 in the prior year
period for similar purposes.  

Cash provided by financing activities for the six month period ended December 31, 2005 totaled $2,246,820
comprised of $836,820 in proceeds from a stock subscription deposits and additional cash proceeds from the issuance
of common stock for the exercise of outstanding options.  Cash provided by financing activities for the prior year
period totaled $880,000 in proceeds from the issuance of common stock.

To supplement our cash needs during the 2006 fiscal year we have (1) obtained approximately $1,400,000 in funding
through the exercise of outstanding options; (2) issued common stock in lieu of cash as compensation for
employment, development, and other professional services; and (3) raised $3.87 million in working capital through
the private offering of our securities. We do not anticipate needing any additional working capital through the balance
of the 2006 fiscal year to implement our operating plan.
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Impact of Inflation

We do not anticipate that inflation will have a material impact on our current operations.

Seasonality

Because the significant portion of our current customers reside in the United States, we anticipate that sales of certain
of our lawn and garden Products to those customers located in Northern portion of the United States could be reduced
as a result of fall and winter climate and weather conditions.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to changes in prevailing market interest rates affecting the return on its investments but does
not consider this interest rate market risk exposure to be material to its financial condition or results of operations. The
Company invests primarily in United States Treasury instruments with short-term (less than one year) maturities. The
carrying amount of these investments approximates fair value due to the short-term maturities. Under its current
policies, the Company does not use derivative financial instruments, derivative commodity instruments or other
financial instruments to manage its exposure to changes in interest rates or commodity prices.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

The Company carried out an evaluation, under the supervision and with the participation of the Company=s
management, including the Company=s Chief Executive Officer and Chief Financial Officer, of the effectiveness of
the design and operation of the Company=s disclosure controls and procedures as of the end of the period covered by
this Report. The Company=s disclosure controls and procedures are designed to ensure that information required to be
disclosed by the Company in its periodic SEC filings is recorded, processed and reported within the time periods
specified in the SEC=s rules and forms. Based on that evaluation, the Chief Executive Officer and Chief Financial
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Officer concluded that the Company=s disclosure controls and procedures are effective in timely alerting them to
material information relating to the Company required to be included in the Company=s periodic SEC filings. There
was no change in the Company's internal control over financial reporting that occurred during the Company's most
recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the Company=s internal
control over financial reporting.

PART II - OTHER INFORMATION

ITEM 1.  LEGAL PROCEEDINGS

Effective October 20, 2005, we entered into a settlement and release agreement with the defendants in case number
A505333, 8th Judicial District Court for the State of Nevada, Amerityre Corporation vs. Prototype Engineering, Inc.,
an Ohio corporation (APrototype@), and Frederick F. Vannan, Jr. (AVannan@).

In November 2005, Continental Automotive Licensing Corp. (�Petitioner�) filed a Petition for Cancellation #92045199
(�Petition�) in the United States Patent and Trademark Office (the �Trademark Office�) against Richard A. Steinke, our
Chairman, President and Chief Executive Officer.  Petitioner alleges that it is being, has been, and will be damaged by
the continued existence of the Amerityre® trademark and has asked the Trademark Office to cancel the registration.
 This registered trademark (Registration No. 2,401,989) was issued November 7, 2000 by the Trademark Office to Mr.
Steinke and assigned by him to us in June 2001.  We believe that the Petition is without merit and we expect to
vigorously defend our use of the trademark.
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ITEM 2.  UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Effective July 1, 2005, our Board of Directors authorized the issuance of 30,300 shares of restricted common stock to
Richard A. Steinke, the Company=s President and Chief Executive Officer as part of his employment compensation
for the period beginning July 1, 2005 and ending June 30, 2006. The value of the shares was $200,000, based on the
closing price of $6.60 per share.

On November 8, 2005, we issued 7,000 shares of our restricted common stock to CCG Investor Relations as payment
for investor relations and media relation services. The value of the shares was $31,850, based on the closing price of
$4.55 per share.

On December 28, 2005, we issued 1,852 shares of our restricted common stock to Steve M. Hanni, as partial
compensation for his services as Chairman of our audit committee. The value of the shares was $10,000, based on the
closing price of $5.40 per share.

On December 28, 2005, we issued an aggregate of 11,112 shares (1,852 shares each) of our restricted common stock
to our six (6) non-employee directors as annual compensation for their services as members of our board of directors
for the period commencing December 1, 2005 through November 30, 2006. The aggregate value of the shares was
$60,000, based on the closing price of $5.40 per share.

On January 15, 2006, 10,000 shares of our restricted common stock vested to Gary N. Benninger, our Chief Operating
Officer, pursuant to the terms of his employment agreement with the Company. The value of the shares was $53,600,
based on the closing price of the shares on October 16, 2005, the date of grant.

Effective February 1, 2006 (the �Closing Date�), we completed a private placement for $3,870,000 in offering proceeds.
The Company sold 107,500 Units of the Company�s securities at a purchase price of $36.00 per Unit. Each Unit
consists of eight (8) shares of the Company's Common Stock, a Class A Warrant (the �Class A Warrant�) for the
purchase of one share of Common Stock at an exercise price of $5.00 exercisable for a 3 year period and a Class B
Warrant (the �Class B Warrant�) for the purchase of one share of Common Stock at an exercise price of $5.50
exercisable for a 5 year period.  The Warrants may also be exercised through a cashless exercise based on the
difference between the market price on the date of exercise and the exercise price.  The exercise prices of the Class A
Warrants and Class B Warrants are subject to adjustment in certain events, including, without limitation, upon the
Company�s consolidation, merger or sale of all or substantially all of its assets, a reclassification of the Company�s
Common Stock, or any stock splits or combinations with respect to the Common Stock.

Purchasers of the Units have been granted registration rights in connection with the private placement.  The Company
shall use its best efforts to file a registration statement with the Commission within 45 days after the Closing Date and
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cause the registration statement to be declared effective by the SEC within 120 days after the Closing Date (if there
are no comments from the SEC) or 180 days (if comments are received from the SEC) (the "Effective Date") in order
to register the shares of Common Stock underlying the Units sold in the offering (the �Registrable Securities�) for resale
and distribution by the investors (the "Registration Statement").  The Company will register approximately 1,075,000
shares of Common Stock which represents the total number of shares of Common Stock plus the shares of Common
Stock issuable upon exercise of the Class A and Class B Warrants.  The Registrable Securities shall be reserved and
set aside exclusively for the benefit of each investor.

The Class A and Class B Warrants are subject to redemption by the Company.  The Company has the right to redeem
either the Class A or Class B Warrants beginning ninety (90) days from the Effective Date of the Registration
Statement, if at any time following the Effective Date, the average closing bid price for the Common Stock in the
over-the-counter market is at least $5.50 per share (with respect to the Class A Warrants) or $6.05 per share (with
respect to the Class B Warrants),  for the 20 consecutive trading day period ending not more than 15 days prior to
notice of redemption of the Class A and Class B Warrants. The Company�s right to redeem the Class A and Class B
Warrants requires the Company to give the holders written notice of redemption of not less than 30 days, and is
subject to the right of the holders of the Class A and Class B Warrants to exercise the same in accordance with the
terms hereof during the redemption period.  The redemption price for each Class A and Class B Warrant is $0.10 per
share.
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All of our securities issued in the foregoing transactions were issued in reliance on the exemption from registration
and prospectus delivery requirements of the Act set forth in Section 3(b) and/or Section 4(2) of the Securities Act and
the regulations promulgated thereunder. With respect to the sale of the Units described above, the Company claims an
exemption from the registration requirements of the Securities Act of 1933, as amended (the �Act�), pursuant to Section
4(2) of the Securities Act and/or Regulation D promulgated thereunder since, among other things, (1) the transaction
did not involve a public offering, (2) the investors were accredited investors and/or qualified institutional buyers, (3)
the investors had access to information about the Company and their investment, (4) the investors took the securities
for investment and not resale, (5) the Company took appropriate measures to restrict the transfer of the securities, and
(6) no commissions were paid in connection with the placement and/or sale of the securities.

ITEM 3.  DEFAULTS UPON SENIOR SECURITIES

None.

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

Our annual meeting of the shareholders (the AAnnual Meeting@) was held in the Sunset Room at the Sunset Station
Hotel and Casino, 1301 West Sunset Road, Henderson, Nevada 89014, on Thursday, December 1, 2005, at 10:00 am,
Pacific Time.  At the meeting we:

1.

Elected seven directors to serve until the expiration of their respective terms and until their respective successors are
elected and qualified;

2.

Ratified the selection of HJ & Associates, LLC as our independent auditor for our fiscal year ending June 30, 2006;
and

3.

Ratified the 2005 Stock Option and Award Plan.

Voting results on the above matters were as follows:

Edgar Filing: AMERITYRE CORP - Form 10-Q

35



1. Directors For Against Withheld
Richard A. Steinke 16,806,208 70,700 315,825
Henry D. Moyle 16,778,588 100,030 315,815
Louis M. Haynie 16,756,654 99,030 315,815
Wesley G. Sprunk 16,779,034 36,530 315,825
Norman H. Tregenza 17,114,858  2,150 23,575
Steve M. Hanni 16,760,654 75,084 315,825
Kenneth C. Johnsen 16,901,431  74,204 52,005

2. Ratify HJ & Associates, LLC 17,049,090 71,756 30,717

3. Ratify 2005 Stock Option and Award Plan 15,984,842 851,641 315,080

A total of 17,151,563 shares were represented at the meeting in person or by proxy, or approximately 86% of the total
20,005,516 shares eligible to vote.
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ITEM 5.  OTHER INFORMATION

None.

ITEM 6.  EXHIBITS

Exhibit 31.01 - CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUANT TO SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002.

Exhibit 31.02 - CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUANT TO SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002.

Exhibit 32.01 - CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002.

Exhibit 32.02 - CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002.

SIGNATURES

In accordance with the requirements of the Exchange Act, the registrant caused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

Dated: February 9, 2006
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AMERITYRE CORPORATION

/S/RICHARD A. STEINKE

Richard A. Steinke

President and Chief Executive Officer

/S/ANDERS A. SUAREZ

Anders A. Suarez

Chief Financial Officer and

Principal Accounting Officer
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