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Special Note Regarding Forward-Looking Statements

Certain information set forth herein contains forward-looking statements

within the meaning of federal securities laws Forward-looking statements

include statements concerning our plans oblectives goals strategies
future

events future revenues or performance capital expenditures financing needs

plans or intentions relating to potential acquisitions and other information that

is not historical information When used in this report the words estimates

expects anticipates forecasts plans intends believes and variations

of such words or similar expressions are intended tc
identify forward-looking

statements We may make additional forward-looking statements from time to

time All forward-looking statements whether written or oral and whether made

by us or on our behalf also are expressly qualified by this special note

Any expectations based on these forward-looking statements are sublect to

risks and uncertainties and other important factors including
those discussed

in the section entitled Item 1A Risk Factors in the Companys Annual

Report or Form 10-K filed with Securities and Exchange Commission for

the fiscal year ended December 31 2009 These and many other factors

could affect Alpha Pro Tech Ltds future operating results and financial

condition and could cause actual results to differ
materially

from expectations

based on forward-looking statements made in this document or elsewhere

by Alpha Pro Tech Ltd or on its behalf

Critical Accounting Policies

The Financial Accounting Standards Board lFASBl recognized the complexity

of its standard-setting process and embarked on revised
process in 2004

that culminated in the release or July
2009 of the FASB Accounting

Standards Codification lthe FASB ASCl which is also sometimes referred

to as the Codification or the ASC The Codification does not change how

the Company accounts for its transactions or the nature of related disclosures

made To the Company this means instead of following the rules in Statement

of Financial Accounting Standard No l23lRl lSFAS No l23lRll Share-

Based Payment we will follow the guidance in ASC 718 Stock Compensation

References to generally accepted accounting principles lGAAPl issued by the

FASB within Managements Discussion and Analysis of Financial Condition and

Results of Operations and in the Notes to Consolidated Financial Statements

included elsewhere in this
report are to the Codification The FASB finalized

the Codification effective for periods ending on or after September 15 2009

Prior FASB standards like SEAS No l23lRl Share-Based Payment are rio

longer being issued by the FASB

The preparation of our financial statements in conformity with accounting

principles generally accepted in the United States of America lUnited Statesl

requires us to make estimates and assumptions that affect the reported amounts

of assets and liabilities the disclosure of contingent assets and liabilities at the

dates of the financial statements and the reported amounts of net sales and

expenses during the reported periods We base estimates or past experience

and on various other assumptions that are believed to be reasonable

under the circumstances The application of these accounting policies on

consistent basis enables us to provide timely and reliable financial information

Our critical accounting polices include the following

Inventories Inventories include freight-in materials labor and overhead costs

and are stated at the lower of cost computed on standard cost basis

which approximates average costl or market Provision is made for slow-

moving obsolete or unusable inventory We assess our inventory for estimated

obsolescence or unmarketable inventory and write down the difference

between the cost of inventory and the estimated market value based upon

assumptions about future sales and supply on-hand if necessary If actual

market conditions are less favorable than those projected by management

additional inventory write-downs may be required

Revenue Recognition For sales transactions we comply with the
provisions

of

the Securities and Exchange Commission lSECl Staff Accounting Bulletin No

104 Revenue Recognition which states that revenue should be recognized

when the following revenue recognition criteria are met 111 persuasive evidence

of an arrangement exists 121 title transfers and the customer assumes the risk

of loss 131 the
selling price is fixed or determinable and 141 collection of the

resulting receivable is reasonably assured These criteria are satisfied upon

shipment of product and revenues are recognized accordingly

Sales Returns Rebates and Allowances Sales are reduced for any anticipated

sales returns rebates and allowances based on historical experience Since

our return policy is only 90 days and our products are not generally susceptible

to external factors such as technological obsolescence or significant changes

in demand we are able to make reasonable estimate for returns We offer

end-user product specific
and sales volume rebates to select distributors Our

rebates are based on actual sales and accrued monthly

Stock Based Compensation Alpha Pro Tech Ltd Alpha Pro Tech or the

Companyl adopted FASB ASC 718 Stock Compensation jASC 718 and

formerly referred to as SFAS No l23lRll effective January 2006 using

the modified prospective application method ASC 718 requires companies

to record compensation expense for the value of all outstanding and unvested

share-based payments including employee stock options and similar awards

The fair values of stock option grants are determined using the Black-Scholes

Merton option pricing
model and are based on the following assumptions

expected stock
price volatility

based on historical and managements

expectations of future
volatility

risk-free interest rates from published sources

years to maturity
based on historical data and no dividend yield as

management currently
does not intend to pay dividends in the near future

The Black-Scholes-Mertori option valuation model was developed for use in

estimating the fair value of traded options that have no vesting restrictions and

that are fully
transferable In addition the option valuation model requires the

input
of

highly subjective assumptions including expected stock price volatility

Our stock options have characteristics significantly different from those of

traded options and changes in the subjective input assumptions can materially

affect their fair value

Alpha Pro Tech 209 Anrruii Reirrt 13



Managements Discussion and Analysis of Financial Condition and Results of Operations CONTINUED

OVERVIEW

Alpha Pro Tech is in the business of
protecting people products and

environments We accomplish this by developing manufacturing and

marketing line of high-value disposable protective apparel and infection

control products for the cleanroom industrial pharmaceutical medical and

dental markets We also manufacture line of
building supply construction

weatherization products Our products are sold both under the Alpha Pro

Tech brand name as well as under
private

label

Our products are grouped into three business segments the Disposable

Protective Apparel segment consisting
of disposable protective apparel the

Building Supply segment formerly known as the Engineered Products segment

consisting
of construction weatherization products such as housewrap and

synthetic
roof urtderlayment and the Infection Control segment consisting

of

face masks eye shields and medical bed pads as well as line of pet beds

Previously
the line of medical bed pads and pet beds were reported as

separate segment under the name of Extended Care Because management

is now looking at the Extended Care segment in conjunction with the Infection

Control segment and since the
majority

of the former Extended Care

segment revenue is now generated from the medical bed pads as of the first

quarter of 2009 these products have been consolidated into the Infection

Control segment All financial information has been updated to reflect the

updated segmentation

Our target markets include pharmaceutical manufacturing bio-pbarmaceutical

manufacturing and medical device manufacturing lab animal research high

technology electronics manufacturing which includes the semi-conductor

market medical and dental distributors pet distributors and construction

building supply and roofing distributors

Our products are used primarily in cleanrooms industrial
safety manufacturing

environments health care facilities such as hospitals laboratories and dental

offices as well as building and re-roofing sites Our products are distributed

principally in the United States through network
consisting

of purchasing

groups national distributors local distributors independent sales
representatives

and our own sales and marketing force

RESULTS OF OPERATIONS

The following table sets forth certain operational data as percentage of sales

for the periods indicated

OO9 2008 2007

Netsales 1000% 100.0% 100.0%

Gross profit 48.4% 43 3% 46.4%

Selling general and administrative expenses 246% 35 3% 35.4%

Income from operations 22.6% 3% 9.6%

Income before
provision

for income taxes 23.2% 0% 0.5%

Net income 15.1% 4.4% 6.8%

Fiscal 2009 Compared to Fiscal 2008

Sales Consolidated sales far the twelve months ended December 31 2009

increased to $5969000 from $35786000 for the twelve months ended

December 31 2008 representing an increase of $23911000 or 66.8%

This increase consisted of increased sales of Infection Control products of

$14343000 increased
Building Supply sales of $070000 and increased

sales of Disposable Protective Apparel products of $2498000 All segment

sales were annual records

Sales for the Disposable Protective Apparel segment for the twelve months

ended December 31 2009 increased by $2498000 or 12.4% to an

annual record of $22701000 compared to $20203000 for the same

period of 2008 The segment increase was related
primarily to increased sales

to our largest distributor as well as increased sales to broad base of our

distribution network Sales in the fourth quarter of 2009 although high for

the year were nevertheless adversely affected by supply chain issue in which

goods from Asia were delayed due to the high demand for products relating

to the global H1N1 Influenza pandemic

Building Supply segment sales far the twelve months ended December31 2009

increased by $070000 or 861% to an annual record of $15286000 as

compared to $8216000 for the some period of 2008 The segment increase

of 86.1% was primarily
due to 103.6% increase in sales of REX SynFelt

synthetic roof urderlayment and 41.0% increase in sales of REX Wrap

housewrap The sales mix of the
Building Supply segment for the year ended

December 31 2009 was 72% for
synthetic

roof underlaymert and 28% for

bousewrap This compared to 64% for
synthetic

roof underlaymert and 36%

for housewrap in 2008

Our REX SynFelt synthetic
roof underlayment is perceived as superior

product in the
industry

and as the market evolves from felt paper to
synthetic

roof underlayment we believe that we are in very good position
to increase

market share Additionally we believe that our high-quality
multi-color

printed

housewrap gives us distinct competitive advantage in the marketplace and

that our market share is growing even during this weak
building

market and

economic downturn

Our Building Supply segment distribution channel
strategy

continues to

strengthen each quarter and should continue to broaden our ability
to take

advantage of market opportunities We are currently working on opportunities

with
existing

and new distributors and we are optimistic
about the future of

this segment

Infection Control segment sales for the twelve months ended December

31 2009 increased by $14343000 or 194.7% to an annual record of

$21710000 compared to $36000 for the same period of 2008 Mask

sales were up by 283.3% or $1282000 to $1354000 shield sales

were up by 86.8% or $176000 to $3803000 and medical bed pad

and pet beds were down 31.2% or $251000 to $553000 compared to

the twelve months ended December 31 2008

1989-2009
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The overall increase in mask sales for 2009 was primarily attributable to

the
surge

in N-95
respirator

mask sales which began in the second quarter

of 2009 due to concerns relating
to the H1N1 Influenza pandemic Our

N-95
respirator

mask sales started to slow down in the latter
part

of the fourth

quarter and are expected to return to pre-H1N1 levels in 2010 unless concerns

relating to the global H1N1 Influenza pandemic resume Shield sales were

up primarily
due to $1.7 million non-recurring shield order received in the

fourth quarter of 2008 and due to the H1N1 Influenza pandemic

Gross Profit Gross profit increased by $13394000 or 86.5% to

$28874000 for the twelve months ended December 31 2009 from

$15480000 for the same period in 2008 The gross profit margin was

48.4% for the twelve months ended December 31 2009 compared to 43.3%

for the twelve months ended December 31 2008

Gross
profit margin for the twelve months ended December 31 2009 was

positively
affected by the change in product mix in which Infection Control

sales which have higher margins increased as percentage of total sales

Selling General and Administrative Expenses Selling general and

administrative expenses
increased by $2062000 or 16.3% to $14701000

for the twelve months ended December 31 2009 from $12639000 for the

twelve months ended December 31 2008 As percentage of net sales

selling general and administrative expenses
decreased to 24.6% for the twelve

months ended December 31 2009 from 35.3% for the same period in 2008

The increase of $2062000 in expenses was primarily
due to $225000

severance agreement for our previous Senior Vice President of Marketing

which was expensed during the first quarter 0f 2009 increased employee

compensation of $345000 increased executive bonus of $1260000 and

increased commissions of $409000 partially offset by decreased travel

expenses
of $153000

The chief executive officer and president are each entitled to bonus equal to

5% of the
pre-tax profits

of the Company excluding bonus expense Bonuses of

$1540000 were accrued for the twelve months ended December 31 2009

as compared to $280000 in the same period of 2008

Depreciation and Amortization Depreciation and amortization expense

increased by $79000 or 13.5% to $665000 for the twelve months ended

December 31 2009 from $586000 for the same period in 2008 The

increase was primarily
attributable to increased depreciation far the Building

Supply segment

Income from Operations Income from operations increased by $11253000

or 499.0% to $13508000 far the twelve months ended December 31

2009 as compared to income from operations of $2255000 for the twelve

months ended December 31 2008 The increase in income from operations

was due to an increase in gross profit of $13394000 an increase in selling

general and administrative expenses of $2062000 and an increase in

depreciation and amortization of $79000

Equity in Income of Unconsolidated Affiliates For the year ended December

31 2009 we recorded equity in income of ijnconsolidated affiliates of

$333000 as compared to $185000 for the same period of 2008

Net Interest For the twelve months ended December 31 2009 net interest

income was $1000 compared to net interest income of $75000 far the

twelve months ended December 31 2008 Interest income decreased to

$25000 for the year ended December 31 2009 as compared to $76000

for the same period of 2008 due to lower interest rates Interest
expense

increased to $8000 for the year ended December 31 2009 compared to

$1000 for the some period of 2008

Income before Provision for Income Taxes Income before
provision

for income

taxes for the twelve months ended December 31 2009 was $13858000

compared to $2515000 for the twelve months ended December 31 2008

representing an increase of $11343000 or 451.0% The increase in income

before
provision

for income taxes was due
primalily to an increase in income

from operations of $11253000 and an increase of $148000 in equity in

income of unconsolidated affiliates partially
offset by decrease in net interest

income of $58000

Provision for Income Taxes The
provision

for income taxes far the twelve months

ended December 31 2009 was $48J000 compared to $951000 far the

same period of 2008 The effective tax rate was 34.8% for the twelve months

ended December 31 2009 as compared to 378% for the some period in

2008 The difference in the effective rate was primarily
due to decrease in

state taxes and other taxes as percentage of income before
provision

for

income taxes Management expects the effective tax rate to be in the 36%

range going forward

Net Income Net income for the twelve months ended December 31 2009

was $9041000 compared to net income of $1564000 for the twelve

months ended December 31 2008 an increase of $47000 or 478.1%

The net income increase was primarily
due to an increase in income before

provision
for income taxes of $11343000 partially

offset by an increase

in income taxes of $3866000 Net income as percentage 0f sales for

the twelve months ended December 31 2009 and 2008 was 15.1% and

4.4% respectively Basic income per
share for the year ended December 31

2009 and 2008 was $0.40 and $0.06 respectively Diluted income per

share for the year ended December 31 2009 and 2008 was $0.39 and

$0.06 respectively

Alpha Pro Tech 2009 Annual
Report
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Managements Discussion and Analysis of Financial Condition and Results of Operations CONTINUED

Fiscal 2008 Compared to Fiscal 2007

Soles Consolidated sales for the twelve months ended December 31 2008

increased to $35786000 from $35453000 for the twelve months ended

December 31 200 representing an increase of $333000 or 09% This

increase consisted of increased sales of Engineered Products segment of

$2989000 partiaiy offset by decreased sales of Disposable Protective

Apparel products of $2380000 and decreased sales from our Infection

Control segment of $276000

Sales for the Disposable Protective Apparel segment for the twelve months

ended December 31 2008 decreased by $2380000 or 10.5% to

$20203000 compared to $22583000 for the same period of 2007 The

decrease was primarily related to decreased sales to our largest distributor

as well as lower sales to other deanroom and industrial distributors partially

offset by increased sales to maor national distributor with which we received

preferred vendor status during the first quarter of 2008 Although our shipments

to our largest distributor were weak in 2008 their shipments of our products to

their end users were much stronger than our sales to them

Building Supply segment Iformerly
known as Engineered Productsl sales for

the twelve months ended December 31 2008 increased by $2989000 or

572% to $8216000 as compared to $522000 for the same period of

2007 The segment increase of 572% was primarily
due to 119.9% increase

in sales of REX
SynFelt synthetic

roof underlayment and 9.8% increase in

sales of REX Wrap housewrap The sales mix of the Engineered Products sales

for the
year

ended December 31 2008 was 64%
synthetic

roof underlayment

and 36% bousewrap This compared to 47%
synthetic

roof underlayment and

53% housewrap in 2007

Our Building Supply segment distribution channel
strategy

is continuing to

gain momentum Our REX
synthetic

roof underlayment is being positively

received as superior product in the
industry

and we believe that is

cost effective and better alternative to felt

paper
Our ICC-ES approval for

our REX Wrap bousewrap significantly expands our market opportunities

as many construction supply companies builders and architects
require

this certification to sell the product Additionally our high-quality
multi

color printed housewrap gives us distinct competitive advantage in

the marketplace

Infection Control segment sales for the twelve months ended December 31

2008 decreased by $276000 or 3.6% to $36000 compared to

$643000 for the same period of 2007 Shield sales were up 4.8% mask

sales were down 1.0% and medical bed pads and pet beds were down

28.9% when compared to last
year

Shield sales improved in 2008 due to the

fact that we received $1.7 million shield order in the fourth quarter of 2008

from the same customer from which we received the non-recurring order from in

the first quarter of 2007 This order shipped out over period of three quarters

and commenced shipping in the fourth quarter of 2008 As of December 31

2008 we had shipped $580000 of the order the balance of $1161000

shipped in 2009 Mask sales decreased by 0% in 2008
primarily

due

decrease in N-95
respirator

mask sales partially offset by an increase in

dental and industrial mask sales Medical bed pad and pet beds sales were

down 28.9% or $32000 the decrease was primarily
the result of lower pet

bed sales

Gross Profit Gross profit decreased by 0.6% to $15480000 for the twelve

months ended December 31 2008 from $16442000 for the same period

in 2007 The gross profit margin was 43.3% for the twelve months ended

December 31 2008 compared to 46.4% for the twelve months ended

December 31 2007

Gross profit margin for 2008 was affected by the change in product mix

in which Engineered Products sales which bad lower margins increased to

23.0% for 2008 as compared to 14.7% for the previous year Additionally

cost of goods for the Disposable Protective Apparel segment increased in

China and the United States due to increased labor and material costs in

China the strengthening Chinese currency and higher crude oil prices which

has also impacted our gross profit margin

Selling General and Administrative Expenses Selling general and

administrative expenses increased by $98000 or 0.8% to $12639000

for the twelve months ended December 31 2008 from $12541000 for the

twelve months ended December 31 2007 As percentage of net sales

selling general and administrative expenses
decreased

slightly to 35.3% for the

twelve months ended December 31 2008 from 35.4 %for the same period in

2007 The increase was primarily
due to increased employee compensation of

$423000 increased professional fees of $4000 increased outside service

expenses of $89000 increased insurance expense
of $125000 primarily

related to the Building Supply segment increased public company
related

expenses of $121000 of which $74000 was related to Sarbanes Oxley

404 internal control compliance increased option expense
of $66000 and

increased loss on foreign exchange of $91000 partially
offset by decreased

marketing expenses of $18000 decreased travel
expenses

of $192000

decreased executive bonus of $133000 and severance agreement of

$320000 for our previous Senior VP of Manufacturing in
April

2007 and

decreased research and development costs of $42000

The chief executive officer and president are each entitled to bonus equal to

5% of the
pre-tax profits of the Company Bonuses of $280000 were accrued

for the twelve months ended December 31 2008 as compared to $413000

in the same period of 2007

Depreciation and Amortization Depreciation and amortization expense

increased by $92000 or 18.6% to $586000 for the twelve months

ended December 31 2008 from $494000 for the same period in 2007

The increase was primarily
attributable to increased depreciation for

Engineered Products

1989-200-2
YE4R5_ FF ..



Income from Operations Income from operations decreased by $1152000

or 33.8% to $2255000 for the twelve months ended December 31 2008

as compared to income from operations of $340000 far the twelve months

ended December 31 2007 The decrease in income from operations was

due to decrease in gross profit of $962000 an increase in sefing general

and administrative expenses of $98000 and an increase in depreciation and

amortization of $92000

Equity in Income of Unconsolidated Affiliates For the year ended December

31 2008 we recorded equity in income of unconsolidated affiliates of

$185000 as compared to $214000 for the some period of 2007

Net Interest For the twelve months ended December 31 2008 net interest

income was $75000 compared to net interest income of $94000 for the

twelve months ended December 31 2007 Interest income decreased to

$76000 for the
year

ended December 31 2008 as compared to $102000

for the some period of 200 due to lower interest rates Interest expense

decreased to $1000 for the year ended December 31 2008 compared to

$8000 for the same period of 2007

Income before Provision for Income Taxes Income before provision for income

taxes for the twelve months ended December 31 2008 was $2515000

compared to $3715000 for the twelve months ended December 31 200

representing decrease of $1200000 or 32.3% The decrease in income

before
provision

for income taxes was due primarily to decrease in income

from operations of $1152000 decrease of $29000 in equity in income

of unconsolidated affiliates Harmony and decrease in net interest income

of $19000

Provision for Income Taxes The
provision

for income taxes for the twelve months

ended December 31 2008 was $951000 compared to $1298000 for

the same period of 2007 The effective tax rate was 378% for the twelve

months ended December 31 2008 as compared to 35.0% for the same

period in 2007 The difference in the effective rate was primarily due to an

increase in state taxes and other taxes

Net Income Net income for the twelve months ended December 31 2008

was $1564000 compared to net income of $24l000 for the twelve

months ended December 31 200 decrease of $853000 or 35.3%

The net income decrease was primarily
due to decrease in income before

provision
for income taxes of $1200000 partially

offset by decrease in

income taxes of $34000 Net income as percentage of sales for the

twelve months ended December 31 2008 and 2007 was 4.4% and 6.8%

respectively Basic income per
share for the year ended December 31

2008 and 2007 was $0.06 and $0.10 respectively Diluted income per

share far the year ended December 31 2008 and 2007 was $0.06 and

$0.09 respectively

LIQUIDITY AND CAPITAL RESOURCES

As of December 31 2009 we had cash and cash equivalents of $9753000

and working capital of $28994000 representing an increase in working

capital of 337% or $301 000 since December 31 2008 As of December

31 2009 our current ratio was 61 compared to 131 as of December 31

2008 Cash and cash equivalents increased by 113.0% or $5175000 to

$9753000 as of December 31 2009 compared to $4578000 as of

December 31 2008 The increase in cash and cash equivalents was due

to cash provided by operating activities of $543000 cash provided by

the exercise of stock options of $194000 and cash provided by the income

tax benefit from stock options exercised of $70000 offset by cash paid for

the repurchase of common stack of $2109000 and cash used in investing

activities of $523000 for the aggregate purchase of property and equipment

and intangible assets

We have $3500000 credit
facility

with Wells Fargo Bank consisting
of

line of credit with interest at prime plus
0.5% As of December 31 2009

the prime interest rate was 3.25% This credit line was renewed in May 2009

and expires in May 2011 Our borrowing capacity on the line of credit was

$3500000 as of December 31 2009 The available line of credit is based

on formula 0f eligible accounts receivable and inventories As of December

31 2009 we did not have any borrowings under this credit facility

Net cash provided by operating activities was $543000 for the twelve

months ended December 31 2009 compared to $3846000 net cash

provided by operating activities for the year ended December 31 2008 The

net cash provided by operating activities of $543000 for the year ended

December 31 2009 was due to net income of $9041000 adusted by the

following an increase in amortization of shorebased compensation expense

0f $209000 an increase in depreciation and amortization of $665000

an increase in equity in income of unconsolidated affiliates of $333000

net change in deferred income taxes of $140000 an increase in accounts

receivable of $3502000 an increase in
inventory

of $103000 on

increase in prepaid expenses and other current assets of $1452000 and on

increase in accounts payable and accrued liabilities of $3812000

Accounts receivable increased by $3502000 or 68.8% to $8593000

as of December 31 2009 from $5091000 as of December 31 2008 The

increase in accounts receivable was primarily
related to the increase in sales

The number of days of sales outstanding as of December 31 2009 was 53

days campared to 51 days as 0f December 31 2008

Inventory increased by $1 03000 or 8.6% to $13094000 as 0f December

31 2009 from $1205000 as of December 31 2008 The increase was

primarily due to an increase in inventory for the Infection Control segment of

$2551000 or 165.7% to $4090000 as of December 31 2009 due to

significant increase in sales In addition inventory for the Disposable Protective

Apparel segment increased by $890000 or 14% to $5468000 This

was partially offset by decrease in
inventory

for the Building Supply segment

of approximately $2404000 or 40.5% to $3 536000 as of December

31 2009
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Managements Discussion and Analysis of Financial Condition and Results of Operations CONTINUED

Prepaid expenses and other current assets increased by $1452000 or

108.4% to $2792000 as of December 31 2009 from $1340000 as

of December 31 2008 The increase was primarily
due to an increase in

prepaid deposits on inventory from Asia

Accounts payable and accrued liabilities as of December 31 2009

increased by $3812000 or 202.4% to $5695000 from $1883000

as of December 31 2008 The change was primarily
due to an increase

in trade payables of $2343000 and an increase in accrued liabilities

of $1469000 Accrued liabilities for the year ended December 31

2009 increased as follows commission and bonus accrual increased by

$1633000 and accrued rebates and other increased by $75000 partially

offset by decreases in accrued
payroll expenses of $149000 and accrued

professional fees of $90000 Trade payables have increased to meet the

inventory stocking demands of our increased sales

Net cash used in
investing

activities was $523000 for the year ended

December 31 2009 compared to net cash used in
investing

activities of

$120000 for the same period of 2008 Our
investing

activities for the year

ended December 31 2009 consisted
primarily

of expenditures for property

and equipment of $53000 and the purchase of intangible assets of $11000

compared to $1156000 and $51000 respectively for the same period of

2008 The expenditures for property and equipment in 2009 were primarily

for the Building Supply and Infection Control segments The expenditures

for property and equipment in 2008 were primarily
for the

Building Supply

segment We expect to purchase approximately $1500000 to $2000000

of equipment in 2010

Net cash used in financing activities was $1845000 for the year ended

December 31 2009 compared to net cash used in financing activities of

$2125000 for the same period of 2008 Our financing activities for both

periods were primarily
due to the repurchase of common stock

As of December 31 2009 we had $862000 available for additional stock

purchases under our repurchase program During the
year ended December

31 2009 we repurchased 1554900 shares of common stock at cost

of $2109000 As of December 31 2009 we had repurchased total of

6193800 shares of common stock at cost of $658000 through our

repurchase program We retire all stock repurchases upon repurchase Future

repurchases are expected to be funded from cash on hand and cash flows

from operations

As shown below at December 31 2009 our contractual cash obligations

totaled approximately $5000000 all of which consisted of real estate leases

We believe that cash generated from operations our current cash balance

and the funds available under our credit facility will be sufficient to satisfy

our projected working capital and planned capital expenditures for the

foreseeable future

New Accounting Standards

In the third quarter of 2009 the Company adopted the FASB ASC /ASC XXX

Yy-zz-PPj where XXX is the Topic yy is the Subtopic ZZ is the Section and

PP is the Paragraph In the case of SEC content an precedes the Section

numberl The ASC is the single official source of authoritative nongovernmental

generally accepted accounting principles lGAAP/ other than guidance

issued by the SEC The adoption of the ASC did not have any impact on the

consolidated financial statements included herein

FASB ASC 820 Fair Value Measurements and Disclosures /ASC 820 and

formerly referred to as SFAS No 157/ establishes framework for measuring

fair value in GAA clarifies the definition of fair value within that framework

and expands disclosures about the use of fair value measurements ASC 820

is effective for fiscal years beginning after November 15 2007 ASC 820-1 0-

65 Transition and Open Effective Date Information deferred the effective date

of ASC 820 for non-financial assets arid liabilities that are not on recurring

basis recognized or disc/osed at fair value in the consolidated financial

statements to fiscal years and interim periods beginning after November 15

2008 The application of ASC 820 for non-financial assets arid liabilities did

not have significant impact on the consolidated earnings or the consolidated

financial
position of the Company for the periods presented

FASB ASC 805 Business Combinations /ASC 805 and formerly referred

to as SFAS No 141/R/l requires the
acquisition

method to be applied to all

transactions and other events in which an entity obtains control over one or

more other businesses requires
the acquirer to recognize the fair value of all

assets and liabilities acquired even if less than one hundred percent ownership

is acquired and establishes the
acquisition date fair value as measurement

date for all assets and liabilities assumed The guidance within ASC 805 is

effective prospectively for
any acquisitions made after fiscal years beginning

after December 15 2008 The application of ASC 805 did not have

significant impact on consolidated earnings nor the consolidated financial

position
for the periods presented

CONTRACTUAL OBLIGATIONS

Payments Due by Period Less Than Year 1-3 Years 4-5 Years More Than Years Total

Operating Lease
Obligations $1 30000 $2062000 $950000 $1858000 $5000000

Total Contractual Cash
Obligations $1 30000 $2062000 $950000 $1858000 $5000000
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FASB ASC 810 Consolidation lASC 810 ASC 810-10-65 Transition and

Open Effective Date Information ASC 810-10-65 and formerly referred to as

SEAS No 160 establishes accounting and
reporting

standards for the non-

controlling
interest in subsidiary and for the deconsolidation of subsidiary

It
clarifies that non-controlling interest in subsidiary is an ownership interest

in the consolidated financial statements ASC 810-10-65 is effective for

fiscal years beginning after December 15 2008 The application of ASC

810-10-65 did not have significant impact on consolidated earnings or the

consolidated financial
position

of the Company as the Company does not

consolidate its
partially

owned affiliate

FASB ASC 825 Financial Instruments ASC 825 ASC 825-10-65 Transition

and Open Effective Dote Information ASC 825-10-65 and formerly referred

to as FSP FAS No 107-1 and APB Opinion No.28-i requires
disclosures

about fair value of financial instruments for interim reporting periods as well as

in annual financial statements This guidance also
requires

those disclosures in

summarized financial information at interim reporting periods ASC 825-10-

65 is effective prospectively for interim reporting periods ending after June

15 2009 The application of ASC 825-10-65 expanded the Companys

disclosures regarding the use of fair value in interim periods

FASB ASC 855 Subsequent Events ASC 855 and formerly referred

to as SEAS No 165 modified the subsequent event guidance The three

modifications to the subsequent events guidance are To name the two

types
of subsequent events either as recognized or non-recognized subsequent

events To modify the definition of subsequent events to refer to events or

transactions that occur after the balance sheet date but before the financial

statements are issued or available to be issued and To
require

entities to

disclose the date through which an entity
has evaluated subsequent events

and the basis for that date i.e whether that date represents the date the

financial statements were issued or were available to be issued This guidance

is effective for interim or annual financial periods ending afterJune 15 2009

and should be applied prospectively

FASB ASC 810 Consolidation ASC 810 and formerly referred to as SEAS

No 167 eliminates required quantitative approach to determine whether

variable interest gives an entity controlling financial interest in variable

interest entity in favor of
qualitatively

focused analysis This guidance is

effective for the Company beginning in the first quarter of fiscal year 2010

The Company is currently evaluating the impact that the adoption of ASC 810

will have on its consolidated financial statements

FASB ASC 105 Generally Accepted Accounting Principles ASC 105

and formerly referred to as SEAS No 168 establishes the FASB Accounting

Standards Codification as the source of authoritative accounting principles

recognized by the FASB to be applied by nongovernmental entities in the

preparation of financial statements in conformity with GAAP Rules and

interpretive
releases of the SEC under authority

of federal securities laws are

also sources of authoritative GAAP for SEC registrants
ASC 105 is effective

for financial statements issued for interim and annual periods ending after

September 15 2009

In August 2009 the FASB issued Accounting Standards Update No 2009-

05 ASU No 2009-05 Fair Value Measurements and Disclosures Topic

820 Measuring Liabilities at Fair Value This update provides amendments to

reduce
potential ambiguity in financial reporting

when measuring the fair value

of liabilities Among other provisions this update provides clarification that in

circumstances in which quoted price
in an active market for the identical

liability
is not available reporting entity is required to measure fair value using

one or more of the valuation techniques described in ASU No 2009-05 ASU

No 2009-05 is effective for the Companys annual consolidated financial

statements for the year ended December 31 2009 The application of ASU

No 2009-05 did not have significant impact on the consolidated earnings

nor the consolidated financial position
for the periods presented

In October 2009 the FASB issued Accounting Standards Update No

2009-i Revenue Recognition Topic 605 Multiple-Deliverable Revenue

Arrangements Consensus of the FASB Emerging Issues Task Force This

update provides application guidance on whether
multiple

deliverables exist

how the deliverables should be separated and bow the consideration should

be allocated to one or more units of accounting This update establishes

selling price hierarchy for determining the selling price
of deliverable The

selling price used for each deliverable will be based on vendor-specific

obective evidence if available third-party evidence if vendor-specific

obective evidence is rot available or estimated selling price
if neither vendor-

specific or third-party
evidence is available The Company will be required

to apply.this guidance prospectively for revenue arrangements entered into

or materially modified after January 2011 however earlier application is

permitted The Company has not determined the impact that this update may

have on its consolidated financial statements

In February 2010 the FASB issued Accounting Standards Update No 2010-

09 ASU No 2010-09 Subsequent Events Topic 855 Amendments to

Certain Recognition and Disclosure Requirements effective February 24 2010

The amendments in ASU No 201 0-09 remove the requirement loran SEC filer

to disclose date through which subsequent events have been evaluated in

both issued and revised financial statements

We periodically review new accounting standards that are issued Although

some of these accounting standards may be applicable to us we have not

identified any
other new standards that we believe merit further discussion

and we expect that none would have significant impact on our consolidated

financial statements
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QUANTITATIVE AND QUALITATIVE DISCLOSURES

ABOUT MARKET RISK

We subcontract the manufacture of products in China and to lesser extent in

Mexico and have
joint

venture in India In addition our principal
executive

office with 21 employees is located in Canada We do not believe that we

have material
foreign currency exposure due to the fact that our purchase

agreements with companies in China India and Mexico are settled in United

States of America jU.S.l dollars In addition of sales transactions are in U.S

dollars In Canada our foreign currency exposure is not material due to the

fact that we do nat conduct manufacturing operations in Canada but is limited

to
payroll expenses in the Canadian branch office

We do not expect any significant effect on our consolidated results of

operations from inflation or interest or currency rate fluctuations We do not

hedge our interest rate or foreign exchange risks

CHANGES IN AND DISAGREEMENTS WITH

ACCOUNTANTS ON ACCOUNTING AND

FINANCIAL DISCLOSURE

On July 21 2009 the Company dismissed its independent registered public

accounting firm PricewaterhouseCoapers lPwCl and engaged Mayer

Hoffman McCann P.C jMHMl to serve as the Companys independent

registered public accounting firm The dismissal of PwC and the appointment

of MHM were approved by the Companys Audit Committee MHM reviewed

the Companys quarterly financial statements beginning with the fiscal quarter

ended June 30 2009 and audited the Companys financial statements for the

fiscal year ended December 31 2009

The reports of PwC on the Companys consolidated financial statements as of

and far the fiscal years ended December 31 2007 and 2008 did nat contain

an adverse opinion or disclaimer of opinion nor were they qualified or

modified as to uncertainty audit
scope or accounting principle

During the fiscal
years ended December 31 2007 and 2008 and through

July 21 2009 there were no disagreements with PwC on any matter of

accounting principles or practices financial statement disclosure or auditing

scope or procedure which disagreements if not resolved to the satisfaction of

PwC would have caused PwC to make reference thereto in its reports on the

Companys consolidated financial statements for such years Furthermore no

repartable events las defined in Item 3O4lallllvl of Regulation S-Kj occurred

during the fiscal years ended December 31 2007 or 2008 and through

July 21 2009

The Company provided PwC with copy of the foregoing disclosures and

requested that PwC furnish it with letter addressed to the Securities and

Exchange Commission lSECl stating
whether or not PwC agreed with the

statements made by the Company with respect to PwC set forth above and

if rot stating
the respects in which PwC did not agree copy of PwCs letter

was attached as Exhibit 16 to the Current Report on Form 8-K filed by the

Company on July 24 2009

During the Companys fiscal
years

ended December 31 2007 and 2008 and

through July 21 2009 neither the Company nor anyone on the Companys

behalf consulted MHM regarding il
the application of accounting principles

to specified transaction either completed or proposed or the type of audit

opinion that might be rendered on the Companys consolidated financial

statements or HI any other matter that was either the subject of disagreement

las defined in Item 3o4lalllllivl of Regulation 5-KI or reportable event las

defined in Item 3O4laljllvj of Regulation S-Kl

CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures Under the supervision

and with the
participation

of our management including our Chief Executive

Officer
principal executive officerl and Chief Financial Officer

lprincipal

financial officerl we evaluated the effectiveness of the design and operation

of our disclosure controls and procedures las such term is defined in Rule

13a-l5lel and Rule 15d-5lel under the Exchange Act as of December 31

2009 pursuant to the evaluation of these controls and procedures required

by Rule 13a-15 of the Exchange Act Disclosure controls and procedures are

the controls and other procedures that we have designed to ensure that we

record process summarize and
report in timely manner the information that

we must disclose in
reports

that we file with or submit to the SEC under the

Exchange Act

In designing and evaluating our disclosure controls and procedures we

recognize that any controls and procedures no matter bow well designed and

operated can provide only reasonable assurance of achieving the desired

control objectives and that we are required to apply our judgment in evaluating

the cost-benefit relationship of possible controls and procedures

Based on the evaluation our principal executive and financial officers

concluded that our disclosure controls and procedures were effective as of the

end of the period covered by this report

1989-2009
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Consolidated Baance Sheets

DECEMBER 31 2009 2008

ASSETS

Current assets

Cash and cash
equivalents

9753000 4578000

Accounts receivable net of allowance for doubtful accounts of $65000 and
8593 000 091 000

$71000 at December 31 2009 and 2008 respectively

Inventories net 13094000 12057000

Prepaid expenses and other current assets 2792000 1340000

Deferred income taxes 457000 510000

Totol current assets 34689000 23576000

Propertr and equipment net 3843000 3942000

Goodwill net 55000 55000

Intangible assets net 184000 202000

Equftz investments in and advances to unconsolidated affiliates 17O000 1393000

Total assets 40472000 29168000

LIABILITIES AND SHAREHOLDERS EQUITY

Current liabilities

Accounts payable 2963000 620000

Accrued liabilities 2732000 1263000

Total current liabilities 5695000 1883000

Deferred income taxes 906000 819000

Total liabilities 6601000 2702000

Commitments and
contingencies

Nate 11

Shareholders equity

Common stock $01
par

value 50000000 shares authorized 22419285 and 23850855
224 000 239 000

issued and outstanding at December31 2009 and 2008 respectively

Additional paid-in capital
23164000 24785000

Accumulated surplus/deficit
10483000 1442000

Total shareholders equity
33871000 26466000

Total liabilities and shareholders equity
40472000 29168000

The accompanying notes are an integral part of these consolidated financial statements
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Consodated Income Statements

YEAR ENDED DECEMBER 31 2009

Other income

Equuy in income of unconsohdated off hates

Interest net

Income before
provision

for income taxes

Provin on for income toxes

Net income

19892009
YEARS OF PROTECT NO PEOP pnow IS NC ENV RONMENT

The accompanying notes are ar integra part of these consol dated nancal statements

2008 2007

Net sales 5Q2697000 35786000 35 453 000

Cost of goods sold excluding deprec ation and arrortoation shown below 30n8230O 20306000 19 01 1000

Gross profit 28874OOO 15480000 16442 000

Expenses

Sel ing general and adminstrative 14G1OQQ 2639000 12 541 000

Depreciation and amortization 500O 586 000 494 000

Income from operations t3SQ8O0G 2255 000 407000

333000 185000 214000

7000 75 000 94 000

38O0 2515000 3715000

000 951 000 1298000

1564000 2417000

.1

Basc income per share .Q4 006 10

tRTt
Di uted income

per
share O39 0.06 09

ur

Bas weighted average shares outstanding t$O809 24773497 25319656
oS 4rriCf

Diluted weghted average shares outstand ng fl44$4 24773497 25615730

22



Consolidated Statements of Shareholders Equity

Additional

Paid-in Capital

$25774000

1414000

901000

225000

158000

$26670000

2108000

223000

$24785000

193000

2093000

70000

209000

2417000

22000

1564000

$1442000

Shares

24509580

1646375

572300

Common Stock

$245000

17000

6000

Balance at December 31 2006

Options exercised

Common stock repurchased retired

ncome tax benefit from stock options
exercised

Share based compensation expense

Net income

Balance at December 31 2007

Common stock repxrcbased retired

Share based compensation expense

Net income

Balance at December31 2008

Options exercised

Common stock repurchased retired

Income tax benefit from stock
options

exercised

Share based compensation expense

Net income

Balance at December 31 2009

25583655

1732800

$256000

17000

Accumulated

_______________ _______________
Surplus/Deficitl

Total

$2539000 $23480000

1431000

907000

225000

158000

2417000

$26804000

2125000

223000

1564000

$26466000

194000

2109000

70000

209000

9041000 9041000

$224000 $23164000 $10483000 $33871000

23850855

123330

1554900

$239000

1000

16000

22419285

The accompanying notes are an integral part of these consolidated financial statements
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Consolidated Statements of Cash Flows

YEAR ENDED DECEMBER 31 2009

CASH FLOWS FROM OPERATING ACTIVITIES

9041000

209000

5000

333000

140000

3502000

1037000

1452000

3812000

2008 2007

Net income

Adlustments to reconcile net income tc net cash provided by operating
activities

Share-based compensation expenses

Depreciation
and amortization

Equity in income of unconsolidated affiliates

Deferred income taxes

Changes in assets and liabilities

Accounts receivable net

Inventories net

Prepaid expenses and other current assets

Accounts payable and accrued liabilities

1564000 2417000

223000

586000

185000

19000

669000

2150000

248000

52000

158000

494000

214000

30000

1735000

1398000

393000

744000

Net cash provided by operating
act vities 7543000 846 000 085 000

CASH FLOWS FROM INVESTING ACTIVITIES

Repayments of advances to unconsolidated aH ateu 25000

Purchase of
property

and equipment 537000 156000 555000

Purcha of
intang

ble assets 1000 510001 52000

Net cash used in inveuting activit en 523000 Ii 207 000 607000

CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from exercise of stock options 194000 1431 000

Paymentu for the repurchase of common stock 2109000 21 25000 9070001

Income tax bene
it om stock

opt ons exercised 70000 225 000

Net cash ovided by used financing activiteu 1845000 125 000 749 000

Increa in cash and cash equivalents 5175000 514000 2227000

Cash and cash equivalents beg nning
of pero 4578000 064 000 837 000

Ca and cash
equivalents

end
perio 9753000 578 000 064 000

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Cash
paid

for interest 2000 1000 000

Cash paid for income taxes 4614000 053000 036000

1989-2009
YEARS or pRonrcnNG moat PRODUCTS COD ENViRONMESS
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Notes to Consolidated Financial Statements

THE COMPANY

Alpha Pro Tech Ltd Alpha Pro Tech or the Companyl is in the business of
protecting people products and environments The Compony accompHsbes this by

developing manufacturing and marketing line of disposable protective apparel for the cleanroom industrial and pharmaceutical markets line 0f building supply

products for the new home and re-roofing
markets and line of infection control products for the medical and dental markets

The Disposable Protective Apparel segment consists of complete line of shoecovers bouffant caps coveralls gowns frocks and lab coats

The line of Building Supply products formerly known as the Engineered Products segmentl consists of construction weatherization prodLcts such as housewrap and

synthetic roof underlayment

The Infection Control line of products includes line 0f face masks eye shields and medical bed pads as well as line of pet beds Previously the line of medical

bed pads and pet beds were reported as separate segment under the name Extended Care Because management is now looking at the Extended Care segment

in conlunction with the Infection Control segment and since the maority of the Extended Care segment revenue is now generated from the medical bed pads it

is now appropriate for these segments to be consolidated in the Infection Control segment All numbers have been updated to reflect the updated segmentation

The Companys products are sold both under the Alpha Pro Tech brand name as well as under
private

label and ore predominantly sold in the United States

of America US.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles
of Consolidation

The consolidated financial statements 0f the Company include the accounts of the Company and its wholly-owned subsidiary Alpha Pro Tech Inc APT as

well as APTs wholly-owned subsidiary Alpha Pro Tech Engineered Products Inc All
significant intercompany accounts and transactions have been eliminated

Events that occurred after December 31 2009 through the date on which these consolidated financial statements have been filed with he Securities and Exchange

Commission lSECl were considered in the preparation of these consolidated financial statements

Inventories

Inventories include
freight-in materials labor and overhead costs and are stated at the lower of cost lcomputed on standard cost basis which approximates

average costl or market Provision is made for slow-moving obsolete or unusable inventory The Company assesses inventory for estimated obsolescence or

unmarketable
inventory

and writes down the difference between the cost of inventory
and the estimated market value based

upon assumptions about future sales

and supply on-hand

Property and Equipment

Property and equipment is stated at cost less accumulated depreciation and amortization and is depreciated or amortized using
the

straight-line
method over the

shorter of the respective useful lives of the assets or the related lease terms as follows

Buildings
25 years

Machinery and equipment
5-15 years

Office furniture and equipment
2-7 years

Leasehold improvements
4-5 years

Expenditures for renewals and betterments are capitalized whereas costs of maintenance and
repairs

are charged to operations in the period incurred

Goodwill and Intangible Assets

The Company adopted the Financial Accounting Standards Board FASB Accounting Standards Codification FASB ASC ASC or Codification 350

/ntangib/es
Goodwill and Othe ASC 350 and formerly referred to as SFAS No 142 effectiveJanuary 2002 ASC 350

primarily
addresses the accounting

for goodwill and intangible assets subsequent to their acquisition As prescribed by ASC 350 goodwill is not amortized but rather is tested annually for impairment

Note ASC 350 also prescribes that
intangible

assets with finite lives be amortized over their useful lives Note The Companys patents and trademarks are

recorded at cost and are amortized using
the

straight-line
method over their estimated useful lives of 5-17

years

Impairment of Long-Lived Assets

The Company reviews long-lived assets for impairment whenever events or changes in business circumstances indicate that the carrying amounts of the assets may

not be fully
recoverable An impairment

loss is recognized when the estimated undiscounted future net cash flows expected to result from the use of an asset and

its eventual disposition are less than its carrying amount The Company believes that the future net cash flows to be received from its long-lived assets exceed the

assets carrying values and accordingly the Company has not recognized any impairment losses during the years ended December 31 2009 2008 and 2007
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Notes to Consolidated Financial Statements CONTINUED

Revenue Recognition

For sales transactions the Company complies with the
provisions

of Staff Accounting Bulletin SAB No 104 Revenue Recognition which states that revenue

should be recognized when the following revenue recognition criteria are met persuasive evidence of an arrangement exists title transfers and the customer

assumes the risk of loss the selling price
is fixed or determinable and collection of the

resulting
receivable is reasonably assured These criteria are satisfied

upon shipment of product and revenues are recognized accordingly

Sales are reduced for any anticipated sales returns rebates and allowances based on historical data

Shipping and Handling Costs

The costs of shipping product to distributors are classified in cost of goods sold

Stock Based Compensation

The Company maintains stock option plan under which the Company may grant incentive stock options and non-qualified stock options to employees and non-

employee directors Stock options have been granted with exercise
prices

at or above the fair market value of the underlying shares of common stock on the date

of grant Options vest and expire according to terms established at the grant date

The Company adopted FASB ASC 718 Stock Compensation ASC 718 and formerly referred to as SFAS No 123R effective January 2006 using
the

modified prospective application method ASC 718 requires companies to record compensation expense for the value 0f all outstanding and unvested share-based

payments including employee stock options and similar awards

For the
years ended December 31 2009 2008 and 2007 there were 550000 and 435000 stock options granted respectively under the option plan

The Company recognized $209000 $223OCO and $158000 in share-based compensation expense in its consolidated financial statements for the years

ended December 31 2009 2008 and 200 respectively related to previously issued options The Company recognized tax benefit related to share-based

compensation awards of $70000 $0 and $225000 for the years ended December 31 2009 2008 and 200 respectively

Income Taxes

The Company accounts for income taxes in accordance with FASB ASC 740 /ncome Taxes ASC 740 and formerly referred to as SFAS No 109 ASC 740

requires an asset and liability approach for accounting for income taxes valuation allowance is recorded to reduce the carrying amounts of deferred tax assets

unless it is more likely than not such assets will be realized

The Company adopted FASB ASC 740-10-25-16 Income Taxes ASC 740-10-25-16 and formerly referred to as FIN No 48 related to accounting for uncertain

tax positions on January 2007 As result the Company recognized no additional
liability or reduction in deferred tax asset for uncertain tax benefits The

Company has evaluated the tax contingencies in accordance with ASC 740-10-25-16 At December 31 2009 and 2008 the Company did not have any

uncertain tax positions

The Company and its subsidiaries file income tax returns in the U.S federal jurisdiction and in various states and
foreign lurisdictions

The Company is no longer

subject to U.S federal state and local income tax examination by tax authorities for years before 2006 The Company is not currently
under examination in any

of its jurisdictions in which it operates

Net Income Per Share

The following table provides reconciliation of both net income and the number of shares used in the computations of basic earnings per shore EPS which

utilizes the weighted average number of shares outstanding without regard to potential shares and diluted EPS which includes all such dilutive shares for the years

ended December 31 2009 2008 and 200 respectively

FOR THE YEAR ENDED DECEMBER 31 2009

Net income Numeratorl 1G41 OO
Shares Denominatorl

Basic weighted average shares outstanding

Add Dilutive effect of stock options 43746$

Diluted weighted average shoes out
tanding 344$44

Net income per share

Basic

.ej-c6co
Diluted

1989-2009
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2008 2007

1564000 2417000

24773497 25319656

296074

24773497 25615730

0.06 010

006 009
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Translation of Foreign Currencies

Transactions in foreign currencies during the
reporting periods are translated into U.S dollars at the exchange rate prevailing at the transaction date Monetary

assets and liabilities in foreign currencies at each period end are translated at the exchange rate in effect at that date Transaction gains or losses on foreign

currencies are reflected in selling general and administrative expenses for the periods presented and were not material for the years ended December 31 2009

2008 and 2007

The Company does not have material
foreign currency exposure due to the fact that all purchase agreements with companies in Asia and Mexico are in U.S

dollars In addition all sales transactions ore in U.S dollars The Companys only foreign currency exposure is with its Canadian branch office The
foreign currency

exposure
is not material due to the fact that the Company does not manufacture in Canada but it

primarily
relates to payroll expenses in its administrative branch

office in Canada

Cash Equivalents

The Company considers all highly liquid instruments with remaining maturity
date of three months or less at the date 0f purchase to be cash equivalents

Research and Development

Research and development costs are expensed as incurred and are included in selling general and administrative expenses
Such costs were not material for the

years ended December 31 2009 2008 and 2007

Advertising

The Company expenses advertising costs as incurred These costs are included in selling general and administrative expenses Such costs were not material for the

years ended December 31 2009 2008 and 2007

Use of Estimates

The preparation
0f consolidated financial statements in conformity with accounting principles generally accepted in the United States of America requires

management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the

date of the financial statements and the reported amounts of revenues and
expenses during the

reporting period Actual results could differ from these estimates

Fair Value of Financial Instruments

FASB ASC 820 Fair Value Measurements and Disclosures lASC 820 and formerly referred to as SEAS No 1571 establishes framework for measuring fair

value in generally accepted accounting principles lGAAPl clarifies the definition of fair value within that framework and expands disclosures about the use affair

value measurements ASC 820 is effective for fiscal years beginning after November 15 2007 ASC 820-10-65 Transition and Open Effective Date Information

deferred the effective date of ASC 820 for non-financial assets and liabilities that are not or recurring
basis recognized or disclosed at fair value in the financial

statements to fiscal years and interim periods beginning after November 15 2008 The application of ASC 820 for non-financial assets and liabilities did not

have
significant impact on the consolidated earnings or the consolidated financial position for the periods presented

Or
quarterly basis the Company measures at fair value certain financial assets and liabilities including

cash equivalents ASC 820 specifies hierarchy of

valuation techniques based on whether the
inputs to those valuation techniques are observable or unobservable Observable inputs reflect market data obtained

from independent sources while unobservable
inputs

reflect the Companys own assumptions The following fair value hierarchy pioritizes
the

inputs
into three

broad levels

This hierarchy requires
the Company to minimize the use of unobservable inputs and to use observable market data if available when determining fair value

The fair value of the Companys financial assets and liabilities at December 31 2009 and 2008 was determined using the following levels of inputs

Level 1Quoted
prices

for identical instruments in active markets

Level 2Quoted
prices

for similar instruments in active markets quoted prices for identical or similar instruments in markets that are not active and model-

derived valuations in which all significant inputs
and significant value drivers are observable in active markets and

Level 3Valuatiors derived from valuation techniques in which one or more significant inputs or significant value drivers are unobservable

FAIR VALUE MEASUREMENTS AS OF DECEMBER 31 TOTAL LEVEL LEVEL LEVEL

Assets

Cash equivalents money market fund 2009 1972000 1972000

Cash equivalents money market fund 2008 3852000 3852000

The fair value for the
money

market fund classified as Level was obtained from quoted market price

The fair value 0f accounts receivable and accounts payable approximate their respective book values at December 31 2009 and 2008

Alpha Pro Tecn 2009 Annual Report
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Notes to Consolidated Financial Statements CONTINUED

New Accounting Standards

In the third quarter of 2009 the Company adopted the FASB ASC The ASC is the single official source of authoritative nongovernmental GAA other than

guidance issued by the SEC The adoption of the ASC did not have any impact on the consolidated financial statements included herein For further discussion

of the Codification see the Critical Accounting Policies in Managements Discussion and Analysis of Financial Condition and Results of Operations elsewhere in

this report

FASB ASC 820 Fair Va/ue Measurements and Disclosures lASC 820 and formerly referred to as SEAS No 1571 establishes framework for measuring fair

value in GAA clarifies the definition of fair value within that framework and expands disclosures about the use of fair value measurements ASC 820 is effective

for fiscal years beginning after November 15 2007 ASC 820-10-65 Transition and Open Effective Date Information deferred the effective date of ASC 820 for

non-financial assets and liabilities that are not on recurring basis recognized or disclosed at fair value in the consolidated nancial statements to fiscal
years and

interim periods beginning after November 15 2008 The application of ASC 820 for non-financial assets and liabilities did not have
significant impact on the

consolidated earnings or the consolidated financial position of the Company for the periods presented

FASB ASC 805 Business Combinations lASC 805 and formerly referred to as SEAS No 141 IRlI requires the
acquisition

method to be applied to all transactions

and other events in which an entity
obtains control over one or more other businesses requires the acquirer to recognize the fair value of all assets and liabilities

acquired even if less than one hundred percent ownership is acquired and establishes the acquisition date fair value as measurement date for all assets

and liabilities assumed The guidance within ASC 805 is effective prospectively for any acquisitions made after fiscal years beginning after December 15

2008 The application of ASC 805 did not have
significant impact on consolidated earnings or the consolidated fincncia

position
of the Company for the

periods presented

FASB ASC 810 Consolidation /ASC 810 ASC 810-10-65 Transition and Open Effective Date Information lASC 810-10-65 and formerly referred to as SEAS

No 160 establishes accounting and
reporting

standards for the
non-controlling interest in subsidiary and for the deconsolidation of subsidiary It clarifies that

non-controlling
interest in subsidiary is an ownership interest in the consolidated financial statements ASC 810-10-65 is effective for fiscal years beginning after

December 15 2008 The application of ASC 810-10-65 did not have significant impact on consolidated earnings nor the consolidated financial
position as the

Company does not consolidate its
partially

owned affiliate

FASB ASC 825 Financial Instruments lASC 825 ASC 825-10-65 Transition and Open Effective Date Information lASC 825-10-65 and formerly referred to

as FSP FAS No 107-1 and APB Opinion No 28-1 requires
disclosures about fair value of financial instruments for interim reporting periods as well as in annual

financial statements This guidance also
requires

those disclosures in summarized financial information at interim reporting periods ASC 825-10-65 is effective

prospectively for interim
reporting periods ending after June 15 2009 The application of ASC 825-10-65 expanded the Companys disclosures regarding the

use 0f fair value in interim periods

FASB ASC 855 Subsequent Events lASC 855 and formerly referred to as SEAS No 1651 modified the subsequent event guidance The three modifications to

the subsequent events guidance are 11 To name the two types of subsequent events either as recognized or non-recognized subsequent events 21 To modify the

definition of subsequent events to refer to events or transactions that occur after the balance sheet date but before the financial statements are issued or available

to be issued and
31 To require entities to disclose the date through which an entity

has evaluated subsequent events and the basis for that date i.e whether that

date represents the date the financial statements were issued or were available to be issued This guidance is effective far interim or annual financial periods ending

afterJune 15 2009 and should be applied prospectively

FASB ASC 810 Consolidation ASC 810 and formerly referred to as SEAS No 167 eliminates required quantitative approach to determine whether

variable interest gives an entity controlling financial interest in variable interest
entity

in favor of
qualitatively focused analysis This guidance is effective for

the Company beginning in the first quarter of fiscal year 2010 The Company is
currently evaluating the impact that the adoption of ASC 810 will have on its

consolidated financial statements

FASB ASC 105 Generally Accepted Accounting Principles lASC 105 and formerly referred to as SEAS No 1681 establishes the FASB Accounting Standards

Codification as the source of authoritative accounting principles recognized by the FASB to be applied by nongovernmental entities in the preparation of financial

statements in conformity with GAAP Rules and interpretive releases of the SEC under
authority

of federal securities laws are also sources of authoritative GAAP for

SEC
registrants

ASC 105 is effective for financial statements issued for interim and annual periods ending after September 15 2009

In August 2009 the FASB issued Accounting Standards Update No 2009-05 lASU No 2009-05 Fair Value Measurements and Disc/osures Topic 820
Measuring Liabilities at Fair Value This update provides amendments to reduce potential ambiguity in financial

reporting
when measuring the fair value of liabilities

Among other provisions this update provides clarification that in circumstances in which quoted price
in an active market for the identical liability is not available

reporting entity
is required to measure fair value

using one or more of the valuation techniques described in ASU No 2009-05 ASU No 2009-05 is effective for

the Companys annual consolidated financial statements for the
year ended December 31 2009 The application of ASC No 2009-05 did not have significant

impact on the consolidated earnings nor the consolidated financial
position for the periods presented

In October 2009 the FASB issued Accounting Standards Update No 2009-13 Revenue Recognition Topic 605 Multip/e-De/iverab/e Revenue Arran9ements

Consensus of the FASB Emerging Issues Task Force This update provides application guidance on whether
multiple

deliverables exist how the deliverables should

be separated and how the consideration should be allocated to one or more units of accounting This update establishes
selling price hierarchy for determining
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the
selling price

of deliverable The selling price
used for each deliverable will be based on vendor-specific objective evidence if available third-party

evidence

if vendor-specific objective evidence is not available or estimated selling price
if neither vendor-specific or third-party

evidence is available The Company will be

required to apply this guidance prospectively for revenue arrangements entered into or materially modified after January 2011 however earlier application is

permitted The Company has not determined the impact that this update may
have on its consolidated financial statements

In February 2010 the FASB issued Accounting Standards Update No 2010-09 lASU No 2010-091 Subsequent Events Topic 855 Amendments to Certain

Recognition and Disc/osure Requirements effective February 24 2010 The amendments in ASU No 201 0-09 remove the requirement for an SEC filer to disclose

date through which subsequent events have been evaluated in both issued and revised financial statements

INVENTORIES

Inventories consist of the following

DECEMBER 31

Raw materials

Work in
process

Finished goods

Less reserve for slow-moving obsolete or unusable
inventory

2009

9831000

586000

104 000

13521000

427 000

13094000

2008

7760000

797000

3915000

12472000

4150001

12057000

PROPERTY AND EQUIPMENT

Property and equipment consist of the following

DECEMBER 31

Buildings

Machinery and equipment

Office furniture and equipment

Leasehold improvements

Less accumulated depreciation

2008

355000

7520000

770000

311000

8956000

150140001

3942000

Depreciation of property and equipment was $636000 $55000 and $470000 for the years
ended December 31 2009 2008 and 200 respectively

GOODWILL AND INTANGIBLE ASSETS

The Company adopted FASB ASC 350 /ntangib/es
Goodwil/ and Othe lASC 350 and formerly referred to as SFAS No 1421 effective January 2002

In accordance with the requirements of ASC 350 goodwill is not amortized but is subject to an annual impairment test while
intangible

assets with finite lives

are to be amortized aver their useful lives Management evaluates goodwill impairment on an annual basis and no impairment charge was identified during the

years presented

Intangible assets consisting
of patents and trademarks are amortized over their useful lives

Intangible
assets consist of the following

2008

Weighted Average

Amortization Period Gross Carrying Accumulated Net Carrying

Years Amount Amortization Amount

Patents and Trademarks
8.6 $450000 $2480001 $202000

Amortization of intangible assets was $29000 $29000 and $24000 for the years ended December 31 2009 2008 and 200 respectively
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Notes to Consolidated Financial Statements CONTINUED

Estimated future amortization expense related to intangible assets subject to amortization is as follows

YEAR ENDING DECEMBER 31

2010 28000

2011 27000

2012 27000

2013 21000

2014 21000

Thereafter 60000

184000

INVESTMENT IN AND ADVANCES TO UNCONSOLIDATED AFFILIATES

Alpha Pro Tech Engineered Products Inc entered into joint venture with manufacturer in India for the production of
building products in 2005 Under terms of

the oint venture agreement private company Harmony Plastics Private Limited Harmony was created with ownership irrterests of 41.66% by Alpha Pro Tech

Engineered Products Inc and 58.34% by Maple Industries and Associates Alpha Pro Tech Engineered Products Inc contributed $508000 for share
capital and

Maple Industries and Associates contributed $708000

This
joint venture positions Alpha Pro Tech Engineered Products Inc to respond to current and expected increased product demand for housewrap and synthetic

roofing underlayment and provides future capacity for sales of specialty roofing component products and custom products for industrial applications requiring high

quality
extrusion coated fabrics In addition the

joint venture now supplies products for the disposable protective apparel segment

The
capital

from the initial funding along with bank loan which is guaranteed exclusively by Maple Industries and Associates and the assets of Harmony were

utilized to purchase an existing 33000 square
foot manufacturing facility in India this facility includes manufacturing equipment necessary to produce synthetic roof

underlayment In addition Harmony built 60000 square
foot

facility far the manufacturing of hausewrap and other
building products In late 2009 Harmony

financed 20000 square foot addition to their
existing 60000 square foot manufacturing facility for total of 80000 square

feet

The Company is subect to the
provisions

of FASB ASC 810 Consolidation ASC 810 and formerly referred to as FIN No 468 which defines the criteria by

which the Company determines the proper accounting for its investments in related entities Specifically ASC 810
requires

the Company to assess whether or not

related entities are variable interest entities VIEs as defined For those related entities that
qualify as VIEs ASC 810

requires
the Company to determine whether

or not the Company is the primary beneficiary of the VIE and if so to consolidate the VIE

The Company has determined that Harmony is not VIE and is therefore considered to be an unconsolidated affiliate

The Company records its investment in Harmony as Equity investments in and advances to unconsolidated affiliates on the accompanying Consolidated Balance

Sheets The Company records its equity interest in Harmonys results of operations as Equity in income of unconsolidated affiliates on the accompanying

Consolidated Income Statements

The Company reviews annually its investment in Harmony for impairment in accordance with FASB ASC 323 Investments Equity Method andJoint Ventures

ASC 323 and formerly referred to as APB No 18 ASC 323
requires recognition of loss when the decline in an investment is other-than-temporary In

determining whether the decline is other-than-temporary the Company considers the nature of the industry in which Harmony operates its historical performance

its performance in relation to its peers and the current economic environment The Company has concluded that no impairment was required

Alpha Pro Tech Engineered Products Inc
initially

invested $1450000 in the
joint venture $508000 for share capital and $942000 as long term advance

Fifty percent of the $942000 long term advance for materials is to be repaid over six year term that commenced in July 2006 and the balance is to be paid in

the seventh
year During 2009 Harmony repaid $25000 of the advance which is in addition to the $500000 paid in 2006 for total of $525000 leaving

balance of $41000 Interest of 3.5% is to be paid annually on this advance and the Company has an interest receivable of $15000 as of December 31

2009 related to the
agreement The interest payment for 2009 is due in the first quarter of 2010

For the
years

ended December 31 2009 and 2008 Alpha Pro Tech purchased $5928000 and $2571000 of inventory respectively
from Harmony For the

years
ended December 31 2009 and 2008 the Company recorded equity income in unconsolidated affiliates of $333000 and $185000 respectively As of

December 31 2009 the Companys investment in Harmony is $1701000 which comprises its original $1450000 investment and cumulative equity in income

of unconsolidated affiliates of $776000 of which the Company has received $0 in dividends less $525000 in repayments of the advance

1989-2009
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ACCRUED LIABILITIES

Accrued liabilities consist of the following

DECEMBER 31 2c0 2008

Payroll expenses 300O 280000

Bonuses payable 2.00 545000

Accrued professional fees t54000 240000

Accrued rebates and other 273000 198000

27320tO 1263000

NOTES PAYABLE

The Company maintains credit
facility

with Wells Fargo Bank that expires in May 2011 Pursuant to the terms of the credit
facility the Company has line of

credit for
up to $3500000 based on eligible accounts receivable and inventories The Companys borrowing capacity on the line of credit was $3500000

at December 31 2009 The credit
facility

bears interest at prime plus 0.5% Iprime rate was 3.25% at December 31 2009 and 2008 and is collateralized by

accounts receivable inventories trademarks patents and property and equipment Under the terms of the
facility the Company pays 0.6% unused loan fee

annually which is paid quarterly

As of December 31 2009 the Company had no outstanding balance on the line of credit and no other debt

SHAREHOLDERS EQUITY

Repurchase Program

As of December 31 2008 the Company had $971000 available for additional purchases under its share repurchase program
On

April 2009 the Board

of Directors authorized the repurchase of
up to an additional $2000000 of the Companys outstanding common stock During the

years
ended December 31

2009 and 2008 the Company repurchased and retired 1554900 and 1732800 shares of its common stock for $2109000 and $2125000 respectively

As of December 31 2009 the Company had $862000 available to repurchase under the repurchase plan

Weighted Average Exercise

Price Per Option

Option Activity

During 1993 the Company adopted stock option plans for employees and directors of the Company Under those plans 48 million options were reserved

for issuance and approximately 4.3 million options were granted Under the 1993 plans option grants
vested immediately and expired no later than the fifth

anniversary from the date of grant The exercise
price

of the options was determined based on the fair value of the stock or the date of grant These plans have

expired and in 2004 the Company received shareholder approval for the 2004 Stock Option Plan

Under the 2004 Stock Option Plan 2004 Plan 2.5 million options have been reserved for issuance and approximately 2055000 options have been granted

as of December 31 2009 Under the 2004 Plan option grants
have three year vesting period and expire no later than the fifth anniversary from the date of

grant The exercise
price

of the options is determined based an the fair value of the stock on the date of grant

The following table summarizes option activity
for the three years ended December 31 2009

Shores

Options outstanding December 31 2006 2581000 $1 21

Granted to employees and directors 435000 $1 50

Exercised 116460001 $0 87

Canceled/Expired/Forfeited 500001 $1 98

Options outstanding December 31 2007 1320000 $1 71

Granted to employees and directors 550000 $1 22

Exercised

Canceled/Expired/Forfeited

Options outstanding
December 31 2008 1870000 $1 .56

Granted to employees and directors

Exercised 123000 $1.57

Canceled/Expired/Forfeited 175000 $1 .62

Options outstanding
December 31 2009 572000 $1 .56

Options exercisable December 31 2009 1095000 $1 .67
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Notes to Consolidated Financial Statements CONTINUED

Stock options to purchase 1572000 and 1870000 shares 0f common stock were outstanding at December 31 2009 and 2008 respectively As of December

31 2009 all outstanding stock options were included in the computation of diluted earnings per share because the exercise
prices

of the stock options were less

than the average share
price

of the Companys common stock and therefore the effect was dilutive As of December 31 2008 none of the outstanding stock

options were included in the computation of diluted earnings per share when applying the
treasury

stock method because the exercise
prices

of all stock options

were greater than the overage share
price

of the Companys common stock and therefore there was no dilutive effect

The Company used the Black-Scholes-Merton option pricing model to value its options Prior to 2008 the Company used the
simplified

method as discussed in

SAB No 10 Share-Based Poymen for estimating the expected life of the options For options granted during 2008 the Company used historical data to estimate

the expected life of the options because
it

felt that enough historical data existed to do so The risk-free interest rate for periods within the contractual life of the

award is based on the U.S Treasury yield curve in effect at the time of grant The expected volatility is based on historical
volatility

of the expected life in

years

The Company uses an estimated dividend payout ratio of zero as the Company has not paid dividends is the past and does not expect to do so in the future

The fair value 0f the share-based payment awaids were estimated using the Black-Scholes-Merton option pricing
method witH the following assumptions and

weighted average fair values

Exercise
price

Risk-free interest rate

Expected volatility

Black-Scholes fair value

Expected life in
years

The fair value calculation wan based on he stock options grcniei during the period

The following is summary
of stock option activity

STOCK OPTIONS FOR THE YEAR ENDED DECEMBER 31 2008 2007

$1.22

2.95%

36.40%

$045

5.0

$1.50

414%

33.40%

$0.45

3.5

2009 2008 2007

Weighted Average Weighted Average Weighted Average

Options Exercise Price Options Exercise Price Options Exercise Price

Outstanding beginning
of

year 1870000 $1.56 1320000 $1.71 2581000 $1.21

Granted at fair value 550000 .22 435000 .50

Exercised 230001 57 11646000 0.87

Canceled/expired/forfeited 1175000 .62 1500001 .98

Outstanding end of
year 1572000 1.56 1870000 56 1320000 71

Options exercisable at year-end 1095000 $1.67 883000 $1 .73 445000 $1 .63

The following table summarizes information about stock options as of December 31 2009

OPTIONS OUTSTANDING OPTIONS EXERCISABLE

Weighted Weighted Weighted Weighted

Range of Average Average Remaining Aggregate Average Average Remaining Aggregate

Exercise Prices Options Exercise Price Contract Life Intrinsic Value Options Exercise Price Contract Life Intrinsic Value

$1 .10-si .98 1572000 $1 56 3.24 $4658000 1095000 $1.67 3.16 $3 21000
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The intrinsic value is the amount by which the market value of the underlying common stock exceeds the exercise price
of the respective stock option The aggregate

intrinsic value 0f stock options exercised during the twelve months ended December 31 2009 2008 and 2007 was $364000 $0 and $2363000

respectively The aggregate intrinsic value of stock options granted during the twelve months ended December 31 2009 2008 and 2007 was $0 $0 and

$66000 respectively

As of December 31 2009 $172000 of total unrecognized compensation cost related to stock options is expected to be recognized over weighted average

remaining period of 1.42 years Cash received from options exercised for the twelve months ended December 31 2009 was $194000 as 123000 options

were exercised

INCOME TAXES

The
provision

for income taxes consists of the following

YEAR ENDED DECEMBER 31 2009 2008 2007

Current $4591000 $970000 $1268000

Deferred 226000 1190001 30000

$4817000 $951000 $1298000

Deferred tax assets liabilities are comprised of the following

DECEMBER 31 2009 2008

DEFERRED TAX ASSETS

Alternative minimum tax credits
39000

Temporary differences

Inventory reserve 145000 141 000

Intangible assets 16000 22000

State income taxes 1000

Accrued expenses and
inventory

27S 000 308000

Gross deferred tax assets 457000 510000

DEFERRED TAX LIABILITIES

Temporary differesces

Property and equipment 860QQ0 807000

State income taxes 46000 20001

Gross deferred tax liabilities Q06000 18190001

Net deferred tax liability
449000 309000

The
provision

for income taxes differs from the amount that would be obtained by applying the United States
statutory

rate to income before income taxes as

result of the following

YEAR ENDED DECEMBER 31 2009 2008 2007

Income taxes based on U.S statutory rate of 34% $4.71 1000 $855000 $1263000

Non-deductible meals and entertainment 7000 8000 8000

Domestic manufacturers deduction 157000 25000 123000

Foreign
taxes 117000 3000

State taxes 2ó8000 88000 42000

Other 12000 42000 11000

$4817000 $951000 $1298000
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Notes to Consolidated Financial Statements CONTINUED

11 LEASE COMMITMENTS

The Company eases manufacturing facilities under non-cancelable operating leases expiring through April 30 2019

The following summarizes future minimum lease payments required under non-cancelable operating eases

YEAR ENDING DECEMBER 31 OPERATING LEASES

2010 902000

201 804000

2012 486000

2013 475000

2014 475000

Thereafter 858000

Future minimum lease payments 5000000

Total rent expense under operating leases for the years ended December 31 2009 2008 and 2007 was $765000 $726000 and $721000 respectively

12 EMPLOYEE BENEFIT PLANS

401k Plan The Company has 401k defined contribution profit sharing plan Under the plan employees may contribute up to 12% of their gross earnings

subect to certain limitations The Company contributes an additional 0.5% of gross earnings for those employees contributing
1% of their gross earnings and

contributes an additional 1% of gross earnings for those employees contributing 2% to 12% of their gross earnings The Company contributions become
fully

vested

after five years The amounts contributed to the plan by the Company were $34000 $35000 and $34000 for the years ended December 31 2009 2008

and 200/ respectively

The Company does not have
any

other
significant pension profit sharing or similar plans established for its employees however the chief executive officer and

president are each entitled to bonus equal to 5% of the
pie-tax profits

of the Company excluding bonus expense Bonuses of $1540000 $280000 and

$413000 were accrued for the
years

ended December 31 2009 2008 and 200/ respectively

ACTIVITY OF BUSINESS SEGMENTS

The Company operates through three segments

Disposable Protective Apparel consisting
of complete line of disposable protective clothing such as shoecovers including the Aqualrak and spunbond

shoecovers bouffant caps coveralls frocks lab coats and hoods for the pharmaceutical ceanroom industrial and medical markets

Building Supply formerly known as Engineered Productsl consisting
of line of construction supply weatherization products The construction supply weatherization

products consist of housewrap and
synthetic

roof underlayment Of note the Companys equity in income of unconsolidated affiliates Harmony is included in the

total segment income for
Building Supply in the table below

Infection Control
consisting

of face masks eye shields
principally

for the medical dental and industrial markets as well as medical bed pads and line of
pet

beds Previously the line of medical bed pads and pet beds were reported as separate segment under the name of Extended Care Because management is now

looking at the Extended Care segment in conunction with the Infection Control segment and since the maority of the Extended Care revenue is now generated

from the medical bed pads as of the first quarter of 2009 these products are consolidated into the Infection Control segment All numbers have been updated to

reflect the updated segmentation

The accounting policies
of the segments are the same as those described

previously under Summary of Significant Accounting Policies Note Segment data

excludes charges allocated to head office and corporate sales/marketing departments and income taxes The Company evaluates the performance of its segments

and allocates resources to them based primarily on net sales
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The following table shows net sales for each segment

YEAR ENDED DECEMBER 31 20O 2008 2007

Disposable Protective Apparel 22701000 20203000 22583000

Building Supply 15286OQO 8216000 5227000

Infect on Cost ol 21710000 367 000 7643000

Con ol dated total net ales 59ó97000 15 786 000 35453000

The following table shows the reconciliation of total segment income to total consolidated net income

YEAR ENDED DECEMBER 31 009 2008 2007

Disposable Protective Apparel ó825000 4627000 6322000

Building Supply 2269000 197000 826000

Infection Cont ol 11 108000 421 000 770 000

Total egment inco 20202000 245 000 266000

Unallocated corporate overhead expenses o344000 4730000 145510001

rovi Ia income taxes 14817000 95 000 298 0001

Consolidated net income $9041000 564000 417 000

The following table reflects net sales and long-lived asset information by geographic area

YEAR ENDED DECEMBER 2009 2008 2007

Net sales by geographic region

Unite Staten $53623000 33185000 $33235000

Internatonal 6074000 601000 2218000

Consolidated total net sales 5969000 35 786000 35 453000

Long live assets by geographic region

Un ted States 3681000 $3840000 $3360000

International 162000 102000 79 000

Con olidated total long lived sets 3843000 942000 439 000

Net sales by geographic region are based on the countries in which the customers are located For the years ended December 31 2009 2008 and 200 the

Company did not generate sales from
any single foreign country that were significant

to the Companys consolidated net sales
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Notes to Consolidated Financial Statements CONTINUED

14 SELECTED QUARTERLY FINANCIAL DATA UNAUDITED

Selected
quarterly

financial data for the years ended December 31 2009 and 2008 is presented below

YEAR ENDED DECEMBER 31 2009 1ST QUARTER 2ND QUARTER 3RD QUARTER 4TH QUARTER

Revenue 9326000 14547000 16889000 18935000

Gross prafit 4119000 6871000 8209000 9675000

Netincome 514000 2168000 2822000 3537000

Basic income
per

share1 0.02 0.10 13 0.16

Diluted income per
share 0.02 0.10 0.12 15

YEAR ENDED DECEMBER 31 2008 ST QUARTER 2ND QUARTER 3RD QUARTER 4TH QUARTER

Revenue 7524000 8913000 10217000 9132000

Gross
profit

3450000 3918000 4355000 3757000

Net lucerne 139000 385000 745000 295000

Basic and Diluted income
per

share 0.01 002 0.03 0.01

Net income basic income per
shore end diluted income

per
shore are computed independently

for eoch of rhe quarters presented Therefore the sum of the quarterly ner income and income per
shore amounts

do not necessarily equal the total for the year

CONCENTRATION OF RISK

The Company maintains its cash and cash equivalents in accounts in number of banks the balances which at times may exceed federally
insured limits

The Company sells
significant

amounts of disposable protective apparel product to large distributor VWR International on credit terms The Company has

had contractual
relationship

with this distributor since 1995 and effective January 2006 signed multiple year contract that provides optional extensions

beyond the initial term of the agreement Previously this distributor had exclusive rights to sell and distribute Alpha Pro Techs Critical Cover trade named products

and exclusive
rights

to sell and distribute Alpha Pro Tech branded products to domestic and international clean room and industrial customers Under terms of the

new contract this distributor has the exclusive right to sell and distribute Alpha Pro Techs Critical Cover trade named products but non-exclusive
rights to sell and

distribute Alpha Pro Tech branded products

Net sales to this distributor were 28.7% 38.0% and 45.1% of total sales for the
years

ended December 31 2009 2008 and 200 respectively Accounts

receivable from this distributor represented 41.0% and 42.6% of total accounts receivable at December 31 2009 and 2008 respectively The loss of this

customer would have material adverse effect on the Companys business Management believes that adequate provision
has been made for risk of loss or all

credit transactions

The Company currently buys significant amount of its disposable protective apparel products from few subcontractors lccated in Asia and to much lesser

extent subcontractor in Mexico Although there are limited number of manufacturers of the
particular product management believes that other

suppliers
could

provide similar products at comparable terms change in suppliers however could cause delay in shipment and possible loss of sales which would affect

operating results adversely

The Building Supply segment buys semi-finished housewrap and
synthetic

roof underlayment from its
loint venture Harmony located in India Although there are

limited number of manufacturers of the
particular product management believes that other

suppliers
could provide similar products at comparable terms change

in suppliers however could cause delay in shipment and possible loss of sales which would affect operating results adversely

16 SUBSEQUENT EVENTS

On February 2010 the Company announced that the Board of Directors had authorized an expansion to the Companys share repurchase program for up to

$2.0 million beyond the current share repurchase program already in place

Also the Company has reviewed and evaluated material subsequent events from the consolidated balance sheet date of December 31 2009 through

the consolidated financial statements filing date All appropriate subsequent event disclosures if any have been made in the Notes to Consolidated

Financial Statements

1989-2009
YEAR5 OF PFtOTE1ITiNG PEOPLE PRODUCTS AND ENSiEONMENS
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2009

Reports of Independent Registered Public Accounting Firms

TO BOARD OF DIRECTORS AND SHAREHOLDERS OF ALPHA PRO TECH LTD

We have audited the accompanying consolidated balance sheet 0f Alpha Pro Tech Ltd and its subsidiaries

as of December 31 2009 and the related consolidated statements of income shareholders equity and cash

flows for the year then ended These consolidated financial statements are the
responsibility

of the Companys

management Our
responsibility

is to express an opinion on these consolidated firancial statements based on

our audits

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board

United States Those standards require
that we plan and perform the audit to obtain reasonable assurance about

whether the consolidated financial statements are free of material misstatement The Company is not required to

have nor were we engaged to perform an audit of the Companys internal control over financial reporting Our

audit included consideration of internal control over financial reporting as basis for designing audit procedures

that are appropriate in the circumstances but not for the purpose of expressing an opinion on the effectiveness

of the Companys internal control over financial reporting Accordingly we express no such opinion An audit

includes examining on test basis evidence supporting the amounts and disclosures in the financial statements

An audit also includes assessing the accounting principles
used and significant estimates made by management

as well as evaluating the overall financial statement presentation We believe that our audit provides reasonable

basis for our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects

the consolidated financial position
of Alpha Pro Tech Ltd and its subsidiaries as of December 31 2009 and

the consolidated results of their operations and their cash flows for the year then ended in conformity with U.S

generally accepted accounting principles

fl1Od /1/frv

Salt Lake City Utah

March 10 2010

In our opinion the consolidated balance sheet as of December 31 2008 and the related consolidated statements

of operations shareholders equity and cash flows for each 0f two years in the period ended December 31 2008

present fairly in all material respects the financial
position

of Alpha Pro Tech Ltd and its subsidiaries at December

31 2008 and the results of their operations and their cash flows for each of the two years in the period ended

December 31 2008 in conformity with accounting principles generally accepted in the United States of America

These financial statements are the responsibility of the Companys management Our
responsibility

is to express

an opinion on these financial statements based on our audits We conducted our audits of these statements

in accordance with the standards of the Public Company Accounting Oversight Board United States Those

standards
require

that we plan and perform the audit to obtain reasonable assurance about whether the financial

statements are free of material misstatement An audit includes examining on test basis evidence supporting

the amounts and disclosures in the financial statements assessing the accounting principles
used and signrficant

estimates made by management and evaluating the overall financial statement presentation We believe that our

audits provide reasonable basis for our opinion

Salt Lake City Utah

March 10 2009 except for the effect of the change in segments in 2008 and 2007 as discussed in

Note 13 to the consolidated financial statements for which the date is March 10 2010

Alpha Pro Tech 2009 Annual Report
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Comparison of 5-Year Cumulative Total Return

The following graph compares the cumulative 5-year total return provided to shareholders on Alpha Pro Tech Ltds common stock relative to the cumulative total

returns of the NASDAQ Composite Index the NYSE Amex Composite Index and SIC Code 3842 Surgical Appliances Supplies which is the Companys

current Standard Industrial Classification The Company has
historically

used the NASDAQ Composite Index for comparison to broad equity market index

However during 2009 the Companys common stock began trading on the NYSE Amex Exchange As result the graph below includes 5-year comparison

to both the NASDAQ Composite Index and the NYSE Amex Composite Index An investment of $100 with reinvestment of all dividends is assumed to have been

made in our common stock in each index on December 31 2004 and its relative performance is tracked through December 31 2009

$100

$50

2004

Alpha Pro Tech Ltd

----k---- NASDAQ Composite Index

NYSE Amex Composite Index

.--- SIC Code 3842
Surgical Appliances Supplies

$Q invested on December 31 2004 in stock or index including

reinvestment of dividends Fiscal year ending December 31

COMPANY/INDEX MARKET 12/31/04 12/31/05 12/31/06 12/31/07 12/31/08 12/31/09

The stock price performance included in this graph is not necessarily indicative of future stock price performance

1989-2009
YEARS OF PROTEcTING PEOPLE PRODJCrS AND ENVIRONMENTS

$250

$200

$150

2005 2006 2007 2008 2009

AlpbaProTechLtd $100.00 $119.49 $143.59 $86.15 $50.77 $231.79

NASDAQComposite 100.00 101.41 114.05 124.05 73.57 106.10

NYSEAmexComposite 100.00 125.35 149.75 177.79 106.78 147.27

SIC Code 3842
Surgicol Appliances Supplies

100.00 86.24 101.20 14.91 64.53 83.86
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MARKET FOR SHARES FORM 10

The Company common shares are quoted on the NYSE Amex Exchange copy
of the Form 0-K Annual Report filed by the Company with the

under the trading symbol APT Securities and Exchange Commission far the fiscal year ended December

2009 is available upon request without charge to persons who are

SHARE PRICE INFORMATION beneficial shareholders as of the record date for the 2010 Annual Meetmg

Such written requests should be directed to

Set forth below are the ranges of daily high and low prices for the Company

common shares for the periods indicated by the NYSE Amex Exchange
Alpha Pro Tech Ltd

60 Centurian Drive Suite

Quarters Ending 2009 3/31 6/30 9/30 12/31
Markham Ontario L3R 9R2

High $104 $222 $610 $760

Low $0 75 $098 $2 00 $3 90
OFFICERS AND DIRECTORS

Shddon ffinan

Quarters Ending 2008 3/31 6/30 9/30 12/31

CEO and Director

High $1 72 $1 22 $1 59 $1 46
AlexonderW Milksr

Low $1 14 $090 $090 $080
President and Director

Danny Montgomery

As 0f April 2010 there were 253 shareholdertt of record and approximatefy Sr Manufacturing and Director

80 beneficial owners of the Company common stock

Lloyd Hoffman

CFO and Sr Finance and Administration

DIVIDEND POLICY
David Anderson

The holders of the Company common stock are entitled to receive such
Director

dividends as may
be declared by the Board of Directorc of the Company

Afforney Anderson Associates LLC

from time to time to the extent that funds me legally
available for payment

thereof The Company has never declared nor paid any dividends an any of
Robert Isaly

its outstanding shares of common stock It is the current policy
of the Board of Director

Directors to retain any earnings to provide for the development and growth
Retired Independent Businessman

of the Company Consequently the Company has no intention to pay cash
Russ Manock

dividends in the foreseeable future
Director

Chartered Accountant and Partner SnoN Manock

TRANSFER AGENT AND REGISTRAR
Dr John Ritota

Shaieholders should refer
specific questions conceining their stock certificates Director

in writing directly
to the Transfer Agent and Registrar at

Dentist Ritota Ritota

American Stock Transfer Trust Company

59 Maiden Lane ANNUAL MEETING

New York NY 10038
The Annual Meeting of Shareholders will be held

INDEPENDENT REGISTERED
Monday June 2OlOat93Oon

PUBLIC ACCOUNTING FIRM
Paris Hotel

3655 Vegas Boulevard South

Mayer Hoffman McCann Las Vegas NV 89109

175 South West Temple Suite 650 877-603 4386

Salt Lake City UT 84101

LEGAL COUNSEL

Maynard Cooper Cole

1901 Sixth Avenue North

2400 Regions/Harbert Plaza

Birmingham AL 35203

design www zgraphics corn




