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Check if there is no disclosure of delinquent filers in response to |Item 405 of
Regul ation S-B is not contained in this form and no disclosure will be
contained, to the best of the Registrant's know edge, in definitive proxy or
informati on statenents incorporated by reference in Part 111 of this Form 10- KSB
or any anendment to this Form 10-KSB. [ ]

I ndi cate by check mark whether the registrant is a shell conpany (as defined in
Rul e 12b-2 of the Exchange Act) Yes [ ] No [X]

The Issuer's revenues for the year ending Decenber 31, 2005 were $542, 699.

As of March 20, 2006 the nunmber of shares outstanding of the Issuer's comon
stock was 199, 483, 262.

As of March 20, 2006 the aggregate nunber of shares held by non-affiliates was
approxi mately 71,870, 637.

As of March 20, 2006 the aggregate market value of the Issuer's comon stock
hel d by non-affiliates was $56, 059, 096. 86, based on the average bid and asked
price of $0.78 per share as of March 20, 2006.

Docunent s i ncorporated by reference None

1
<PAGE>
FORM 10- KSB
FOR THE FI SCAL YEAR ENDED DECEMBER 31, 2005
| NDEX
Page
PART |
| TEM 1. DESCRI PTI ON OF BUSI NESS 5
| TEM 2. DESCRI PTI ON OF PROPERTY 9

http://www.sec.gov/Archives/edgar/data/1324759/000114420406012488/v039017_10ksb.txt (2 of 67) [10/31/2007 1:55:40 PM]



http://www.sec.gov/Archives/edgar/data/1324759/000114420406012488/v039017_10ksb.txt

| TEM 3. LEGAL PROCEEDI NGS 9
| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TYHOLDERS. 9
PART |1 10
| TEM 5. MARKET FOR REG STRANT' S COVWMON EQUI TY, RELATED
STOCKHOLDER MATTERS AND SMALL BUSI NESS | SSUER
PURCHASES OF EQUI TY SECURI TI ES. 10
| TEM 6. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OR PLAN
OF OPERATI ON 12
| TEM 7. FI NANCI AL STATEMENTS AND SUPPLEMENTARY DATA 17
| TEM 8. CHANGES | N AND DI SAGREEMENTS W TH ACCOUNTANTS
ON ACCOUNTI NG AND FI NANCI AL DI SCLOSURE 17
| TEM 8A. CONTROLS AND PROCEDURES 17
| TEM 8B. OTHER | NFORVATI ON 17
PART 11 18
| TEM 9. DI RECTORS, EXECUTI VE OFFI CERS, PROMOTERS AND
CONTROL PERSONS; COWVPLI ANCE W TH SECTI ON 16( a)
OF THE EXCHANGE ACT. 18
| TEM 10. EXECUTI VE COVPENSATI ON 18
| TEM 11. SECURI TY OAMNERSHI P OF CERTAI N BENEFI Cl AL
OMERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTERS 20
| TEM 12. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS 20
| TEM 13. EXH BI TS 22
| TEM 14. PRI NCl PAL ACCOUNTANT FEES AND SERVI CES 23
2
<PAGE>
STATEMENT REGARDI NG FORWARD- LOOKI NG STATEMENTS
In this annual report, references to "Cereplast”, "CERP'. "the Conpany,"” "we,"
"us," and "our" refer to Cereplast, Inc. Except for the historical information

cont ai ned herein, sone of the statenents in this Report contain forward-I|ooking
statenents that involve risks and uncertainties. These statenents are found in

the sections entitled "Business,” "Mnagenent's D scussion and Anal ysis or
of Operation,"” and "Risk Factors." They include statenents concerning:

busi ness strategy; expectations of market and customer response; liquidity and
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capital expenditures; future sources of revenues; expansion of our proposed

product line; and trends in industry activity generally. |In sone cases, you can
identify forward-1looking statenents by words such as "may,"” "will,"” "should,"
"expect," "plan,™ "could,"™ "anticipate," "intend," "believe," "estimte,"
"predict," "potential," "goal," or "continue" or simlar termnology. These
statenents are only predi ctions and involve known and unknown risks,
uncertainties and other factors, including, but not limted to, the risks
outlined under "Risk Factors,” that may cause our or our industry's actual
results, levels of activity, performance or achievenents to be materially
different from any future results, l evels of activity, per f or mance or

achi evenents expressed or inplied by such forward-|looking statenents. For
exanpl e, assunptions that could cause actual results to vary materially from
future results include, but are not limted to our ability to successfully
devel op and market our products to custonmers; our ability to generate custoner
demand for our products in our target markets; the developnent of our target
mar kets and market opportunities; our ability to manufacture suitable products
at conpetitive cost; market pricing for our products and for conpeting products;
the extent of increasing conpetition; technological developnments in our target
mar kets and the devel opnent of alternate, conpeting technologies in them and
sales of shares by existing shareholders. Although we believe that the
expectations reflected in the forward |ooking statenents are reasonable, we

cannot guar ant ee future results, | evel s of activity, perfornmance or
achi evenents. Unless we are required to do so under US federal securities |aws
or other appl i cabl e laws, we do not intend to wupdate or revise any

forward-| ooki ng statenents

<PAGE>
PART |
| TEM 1. DESCRI PTI ON OF BUSI NESS
GENERAL
Hi story

W were incorporated on Septenber 29, 2001 in the State of Nevada under
the nane of Biocorp North America Inc. On March 18, 2005, we filed an anendnent
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to our certificate of incorporation to change our nane to Cerepl ast, Inc.

Overvi ew

W were initially engaged in the sale of finished products, such as
utensils and drinking straws, that were manufactured by third parties using our
resins. However, we elected to shift our focus to the devel opnent, manufacture
and sal e of bio-based resins and in August 2005, we comenced the limted sale
of resins. Prior to August 2005, primarily all of our revenue was generated
t hrough the sale of finished products.

Each of our finished products have been approved by the Bi odegradable
Products Institute (BPI), which is a certification programfounded by Frederic
Scheer, our CEO and President, who currently serves as Chairman Eneritus and a
board nmenber of BPI. In 2005 sone of our resins were approved by the BPI and we
are applying to have other approved. In order to have our products and resins
approved by BPI, we are required to pay an evaluation fee as well as an annual
licensing fee for the use of the BPI logo. The significance of obtaining the
logo is to illustrate to consuners that the product wll bi odegr ade,
di sintegrate and conpost. The State of California requires the affixation of the
BPI logo in order to market a product as conpostable and |local agencies and
cities are requiring the logo for products to be used in conmposting prograns.

As we increase our resin based business we have been slowy w nding down
our finished products business. W expect to cease the sale of finished products
and to be solely producing resins by the mddle of 2007.

W are engaged in the developnent, manufacture and sale of bio-based
resins which are used as substitutes for conventional, petroleum based plastics
in a variety of applications, including the manufacture of food service itens
such as utensils, plates, cups and straws. Qur bio-based resins are nade from
renewabl e resources such as corn, wheat and potato starch, which are
bi o- degradabl e, bio-based and conpostable. Qur resins incorporate several
natural ingredients including starch derived fromcorn starch, wheat starch or
potato starch, poly lactic acid and ot her bi odegradabl e conponents to insure the
physi cal properties of the end product.

We manuf acture each of our resins at our facility to create various grades
of our resins. W then sell our resins to plastic manufacturers. Each of our
resins are thernoplastic and can be processed on conventional equipnent for
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various applications including injection nolding, thernoformng, blow nolding
and extrusions. As a result, plastic manufacturers do not need to change their
equi pnent in order to acconmopdate our resins. W believe our resins provide
plastic manufacturers wth an environnentally safe and economcally viable
alternative to conventional, petroleumbased plastics. Qur web site address is
www. cer epl ast. com

Fi ni shed Products

We currently sell finished products including various types of dinnerware
such as bows, plates and utensils that are manufactured by third parties using
our resins. During the first quarter of 2005, we commenced the nmarketing of
NAT-UR (R) straws and hi gher heat resistant wutensils. Frominception to August
2005, all of our revenues were generated through the sales of finished products.
W are currently wundergoing a switch in our business plan fromthe sale of
finished products to the nmanufacture and sale of resins. As we increase our
resin based business we have been slowly w nding down our finished products
busi ness. W expect to cease the sale of finished products and to be solely
produci ng resins by the m ddl e of 2007.

<PAGE>
Resi ns

Traditional foodservice disposables, waps, and paperboard are currently
manufactured froma variety of nmaterials, including paper and plastic. W
bel i eve that none of these materials fully addresses three of the principal
chal l enges facing the foodservice industry; nanely performance, price, and
environnental inpact. W believe plastics that are manufactured with our resins
address the conbi nati on of these chal | enges better than traditional
alternatives.

To date, our resins have been used to produce |imted commercial
quantities of foodservice ware including utensils, plates, cups and straws
i ntended for use by all segnments of the foodservice di sposabl e packagi ng narket,
i ncludi ng qui ck-service restaurants, food and facilities nanagenent conpani es,
the U S. government, universities/colleges, and retail operations. These
products were manufactured using our resins which mnimze the harnful inpact on
the environnent w thout sacrificing conpetitive price or perfornmance.
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Qur resins are primarily mnade from abundantly available and |ow cost
natural raw materials such as starch fromannually renewabl e crops such as corn
wheat and potatoes. W believe that foodservice disposables nade of our resins
will offer certain significant environmental benefits, will have conparable or
superior performance characteristics, such as greater strength and rigidity, and
can be comercially produced and sold at prices that are conpetitive wth
conpar abl e conventi onal paper and plastic foodservice disposables.

Qur resins can be used in the follow ng conventional processes:

o] I njection nolding to manufacture utensils, plates and cups.
o] Thernof orm ng to manufacture cups and hard pl ates.

o} Blow filmto manufacture filmfor conpostabl e bags.

o] Bl ow nol ding to manufacture bottles and other containers

o] Extrusion for paper |am nation or for straws.

| ndustry Overvi ew

The end market for our resins enconpass the entire plastic industry.
However, we have elected to focus on the food service packaging i ndustry, which
we believe is nore environnentally sensitive and in need of environnentally
friendly packagi ng.

Qur objective is to establish our resins as the preferred resin supplier
for plastics manufacturers producing disposable packaging nmaterial for the
foodservice industry throughout the world based on conparable perfornmance,
envi ronnental superiority and conpetitive pricing. Qur approach for achieving
this objective has been to:

o] manuf acture our resins at our facility and to |I|icense our
resin pr oduci ng t echnol ogy to strategically sel ected
manuf acturing or operating partners to manufacture, market,
di stribute and sell our resins;

o] denonstrate custoner acceptance and demand for our resins
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t hrough key market | eaders and environnental groups; and

0 denonstrate the manufacturability and inproved econom cs with
initial strategic partners.

W have commenced manufacturing of our resins and intend to |icense our
pat ented technol ogy to other manufacturers on a world wi de basis. Qur goal is to
establish our resins as the preferred choice of large plastic manufacturers
supplying the food service industry. Waste collection bags and foodservi ce ware
made fromour resins are currently sold through retail outlets such as WIld
Cats, Wl e Food Market and Wal greens primarily in areas where bio-degradable
wast e bags are mandated for the handling of conpostable organic wastes or where
food waste conposting has been introduced.

<PAGE>

In addition to the United States, we believe the market opportunity for
pl astics nade with our bio-degradable resins is particularly strong in Europe
and parts of Asia due to heightened environnental concerns and governnent
regul ations. In Europe, environnental |egislation, such as the so-called "G een
Dot" |aws have created an opportunity for environmentally preferable products.
Meanwhi l e, new regulations in many Asian countries have mandated a reduction in
pol ystyrene production stinmulating an increased demand for foodservice packagi ng
manuf actured from acceptable alternative materials. Furthernore, we believe
i nprovenents in the Asian and European conposting and recycling infrastructure
are expected to facilitate the use of environnentally preferable products.

Mar ket i ng

In order to achieve our objective of establishing our resins as the
preferred resin for plastic manufacturers producing di sposabl e packaging in the
foodservice industry, we intend to engage in the follow ng marketing strategies:

o] devel op resins for use in products which deliver conparable or
greater performance, are conpetitively priced and offer
envi ronnental advantages as conpared to traditional packagi ng
alternatives

o] denonstrate custonmer demand as well as product performnce and
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posi tioni ng
0 educate the market and build awareness for the Nat-UR(R) brand

o] prove manufacturability and econom cs of foodservice packaging
produced utilizing our resins

o] license our resin technology to strategic manuf act uri ng
partners to manufacture, market, distribute and sell plastics
manuf actured with our resin technol ogy.

Manuf act uri ng

W manufacture our bio-based resins in our facility at 3421-3433 West E
Segundo Boul evard, Hawthorne, California 90250. Qur facility consists of an
approxi mately 25,000 square foot manufacturing area, equi pped with machine tools
and other industrial equipnent, plus storage for materials. This facility is
adequate for our present manufacturing needs.

Qur manufacturing process for creating resins consists of blending the
conponent ingredients of a proprietary conposite material in an industrial
m xer, then processing such ingredients through heat and extrusion with a custom
designed extruder installed at our facility. The resins are subject to drying
and packaged at the facility. W use Poly Lactic Acid (PLA) purchased from
Nat urewbrks , LLC. (fornerly Cargill Dow LLC) ("NatureWrks") and readily
avai l able natural raw materials, such as potato or corn starch, as well as
natural organic conpound and blend. Al the ingredients are processed in very
specific percentages according to proprietary fornul ations.

Since our resins engineered fromreadily available, [|owcost natural raw
materials such as poly lactic acid and starch, we believe our products can be
manuf actured cost-effectively at conmercial production |evels. W have entered
into an agreenent with NatureWrks for the provision of poly lactic acid resins.
In the event that we are unable to obtain poly lactic acid resins from
Nat ureWwbr ks our operations my be negatively inpacted. Al other nmaterials,
i ncluding starches are readily available. There are no exclusive suppliers for
our other raw materials including the starches, which are available from
numer ous suppliers

Over the past several years, we have devoted resources to devel op finished
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products and to denonstrate the commercial viability of our resins. To date, we
have produced Ilimted anobunts of resins on production |ines but we have
denonstrated that our proprietary resins can be processed on conventional
equi pnent .

<PAGE>
Intell ectual Property

We regard our copyrights, service marks, trademarks, trade dress, trade
secrets and simlar intellectual property as critical to our success. In
addition, we have filed for patent and trademark protection for our proprietary
technol ogy. We were granted registration of our trademark, Nat-U(R) in the
United States. W have filed for patent protection of our technology in the
United States and in Europe. Qur patent applications are pending and the patent
appl i cation nunbers are 10/788,542 and 10//789,549 in the United States. In |ate
2005 and early 2006, we filed two additional patents applications wth the US
Patent O fice under nunber: 11/293,517 on Decenber 1, 2005 and 11/365,579 filed
on February 28, 2006. W can give no assurance that any such patent wll be
granted for our resin technol ogy.

W rely on trademark and copyright |aw, trade secret protection and
confidentiality or |license agreenents with our enployees, custonmers, partners
and others to protect our proprietary rights.

Conpetition

Conpetition anmong resin providers for food and beverage cont ai ner
manuf acturers in the foodservice industry and in the finished product industry
is intense. Historically, we have been engaged in the sale of finished
bi odegradabl e products but we are presently in the process of w nding down the
sal e of finished products and shifting our core focus to the sale of resins to
food and beverage contai ner manufacturers. For our finished products, we conpete
on the basis of price and we have a |large mnarket presence. Based on our
research, we believe that the finished products that we offer are of equal to or
superior quality at less cost. Qur primary conpetitors in the finished product
mar ket incl ude Pol argruppen, Bi ogroupUSA and Wei ©Mon I ndustries.

In the resin industry, we conpete with BASF, Cargill-Dow, DuPont, Eastnman
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Chem cal - Novanont and Dow Chemcal. Virtually all of these conpetitors have
greater financial and marketing resources at their disposal than our conpany,
and many have established supply, production and distribution relationships and
channel s. Conpani es producing conpetitive products may reduce their prices or
engage in advertising or nmarketing canpai gns designed to protect their
respective market shares and i npede market acceptance of our resin. In addition,
we al so conpete with conpanies that provide petroleum based raw materials to
plastic manufacturers. As we have only recently switched our focus to the sale
of resins, our market presence is [imted. W intend to conpete with our |arger,
better financed conpetitors by highlighting our resins' higher tenperature
resi stance and easy process ability for certain applications.

Several paper and plastic di sposabl e packagi ng manuf acturers and
converters and others have nade efforts to increase the recycling of these
products. Increased recycling of paper and plastic products could | essen their
har nful environnental inpact, one nmajor basis upon which we intend to conpete. A
nunber of conpani es have introduced, or are attenpting to devel op, bi odegradabl e
starch-based materials, plastics, or other materials that may be positioned as
potential environnmentally superior packaging alternatives. It is expected that
many exi sting packagi ng manufacturers may actively seek to develop conpetitive
alternatives to products and processes utilizing their own resins or resins
devel oped by our conpetitors.

Gover nment Regul ation

The manufacture, sale and use of our resins are subject to regulation by
the U S. Food and Drug Admnistration (the "FDA"). The FDA's regulations are
concerned with substances wused in food packaging materials. Thus, food and
beverage containers are in conpliance wth FDA regulations if the conponents
used in the food and beverage contai ners:

o] are approved by the FDA as indirect food additives for their
i ntended uses and conply with the applicable FDA indirect food
additive regul ations; or

o] are generally recognized as safe for their intended uses and
are of suitable purity for those intended uses.

We believe that our resins are in conpliance with all requirenments of the
FDA and do not require FDA approval prior to the sale of our products. W cannot

http://www.sec.gov/Archives/edgar/data/1324759/000114420406012488/v039017_10ksb.txt (11 of 67) [10/31/2007 1:55:40 PM]



http://www.sec.gov/Archives/edgar/data/1324759/000114420406012488/v039017_10ksb.txt
be certain, however, that the FDA will agree with these concl usions.

<PAGE>
Research and Devel opnent

W are currently researching new applications in various industries

i ncl udi ng agricul ture, medi cal and el ectronics. Qur research i ncl udes
resear chi ng new net hods of inproving processing on conventional equipnment and
devel opi ng new nmaterial with higher heat resistance. |In the nedical field, we

are researching the possibility of inproving the strength of material and
control the speed of biodegradation. For applications in the agriculture
i ndustry, we are studying the use of biodegradable resin to substitute certain
part of equipnent currently nmade of conventional petroleum based plastics. W
are also studying tear resistance and overall strength of materials produced
with our resins.

Enpl oyees

We have twelve full tinme enployees and one part tine enployee. None of
our enpl oyees are represented by a | abor organization.

| TEM 2. DESCRI PTI ON OF PROPERTY

We currently maintain our executive offices and research and devel opnent
facilities at 3421-3433 West El Segundo Boul evard, Hawthorne, California 90250,
and our telephone nunber is (310) 676-5000. This facility consists of about
25,000 square foot manufacturing facility and approxi mately 2,000 square feet of
of fice space. Qur lease for these facilities requires that we pay $11, 700 per
month in rent. This facility is in good working condition and we expect this
facility to satisfy our needs for the next 12 nonths. |In February 2006 we added
space consisting of 3,000 square feet adjacent to our building for an additional
nmonthly rent of $2,250 expiring in January 2010.

| TEM 3. LEGAL PROCEEDI NGS

Fromtinme to tine, we may become involved in various |awsuits and |egal
proceedi ngs, which arise in the ordinary course of business. However, litigation
is subject to inherent uncertainties, and an adverse result in these or other

http://www.sec.gov/Archives/edgar/data/1324759/000114420406012488/v039017_10ksb.txt (12 of 67) [10/31/2007 1:55:40 PM]



http://www.sec.gov/Archives/edgar/data/1324759/000114420406012488/v039017_10ksb.txt
matters may arise fromtine to tinme that may harm our business. W are currently
not aware of any such |l egal proceedings or clains that we believe wll have,
individually or in the aggregate, a material adverse affect on our business,
financial condition or operating results.

| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TYHOLDERS

None

8
<PAGE>
PART 11|

| TEM 5. MARKET FOR REG STRANT' S COVMON EQUI TY, RELATED STOCKHOLDER MATTERS AND
SMALL BUSI NESS | SSUER PURCHASES OF EQUI TY SECURI TI ES

Mar ket | nformati on

Qur common stock has been quoted on the OTC Bulletin Board wunder the synbol
"CERP.OB." The following table shows the reported high and |Iow closing bid
quot ati ons per share for our conmmon stock based on information provided by the
OTC Bulletin Board. Particularly since our conmon stock is traded infrequently,
such over-the-counter narket quotations reflect inter-dealer prices, wthout
mar kup, markdown or commissions and may not necessarily represent actual
transactions or a liquid trading narket.

Year Ended Decenber 31, 2006 Hi gh Low
First Quarter ended March 31, 2006* $0. 78 $0. 30
Year Ended Decenber 31, 2005 Hi gh Low
Fourth Quarter ended Decenber 31, 2005** $0. 93 $0. 30

* Through March 20, 2006
** Commenci ng Novenber 4, 2006
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Hol der s

As of March 20, 2006, there were 165 hol ders of record of our conmmpn

st ock.
Di vi dend Policy
Hi storically,

and we do not
expect to retain our future

expect to pay any such dividends in the foreseeable

earnings for use in the

we have not paid any dividends to the hol ders of our conmmon stock
future as we
operati on and expansi on of

our busi ness.
We have appointed US Stock Transfer Corporation, 1745 Gardena Avenue, d endale
CA 91204-2991, as transfer agent for our shares of common st ock.
Equity Conpensation Plan I nformtion
As of Decenber 31, 2005:
<TABLE>
<CAPTI ON>
Pl an Cat egory Number of shares to be
Wei ght ed- aver age exerci se Nunber of shares remaining
I ssued upon exerci se of price
of out st andi ng avai |l abl e for future
out st andi ng opti ons and opti ons
and warrants I ssuance under equity
warrants
conpensati on pl ans
<S>
<C <C <C
Approved by security hol ders -
0- - - - 0-
Not approved by security hol ders -
0- - - 25, 000, 000
Tot al -
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0- -- 25, 000, 000

</ TABLE>

<PAGE>
2004 STOCK OPTI ON PLAN
GENERAL

The 2004 Stock Option Plan was adopted by the Board of Directors. The
Board of Directors has initially reserved 25,000,000 shares of Common Stock for
i ssuance under the 2004 Stock Plan. Under the Plan, options may be granted which
are intended to qualify as Incentive Stock Options ("1SGs") under Section 422 of
the Internal Revenue Code of 1986 (the "Code") or which are not ("Non-1SGs")
intended to qualify as Incentive Stock Options thereunder.

The 2004 Stock Option Plan and the right of participants to nmake purchases
thereunder are intended to qualify as an "enployee stock purchase plan" under
Section 423 of the Internal Revenue Code of 1986, as anended (the "Code"). The
2004 Stock Option Plan is not a qualified deferred conpensation plan under
Section 401(a) of the Internal Revenue Code and is not subject to the provisions
of the Enployee Retirenent Inconme Security Act of 1974 ("ERI SA").

PURPOSE

The primary purpose of the 2004 Stock Option Plan is to attract and retain
the best available personnel for the Conpany in order to pronbte the success of
the Conpany's business and to facilitate the ownership of the Conpany's stock by
enpl oyees.

ADM NI STRATI ON

The 2004 Stock Option Plan is admnistered by the Conpany's Board of
Directors, as the Board of Directors nmay be conposed fromtinme to tinme. Al
guestions of interpretation of the 2004 Stock Option Plan are determ ned by the
Board, and its decisions are final and binding upon all participants. Any
determnation by a majority of the nenbers of the Board of D rectors at any
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nmeeting, or by witten consent in lieu of a neeting, shall be deened to have
been made by the whol e Board of Directors.

Not wi t hst andi ng the foregoing, the Board of Directors may at any tinme, or
fromtime to time, appoint a conmttee (the "Commttee") of at |east two nenbers
of the Board of Directors, and delegate to the Conmttee the authority of the
Board of Directors to adm nister the Plan. Upon such appoi ntment and del egati on,
the Committee shall have all the powers, privileges and duties of the Board of
Directors, and shall be substituted for the Board of Directors, in the
adm ni stration of the Plan, subject to certain |imtations.

Menbers of the Board of Directors who are eligible enployees are permtted
to participate in the 2004 Stock Option Plan, provided that any such eligible
menber may not vote on any matter affecting the adm nistration of the 2004 Stock
Option Plan or the grant of any option pursuant to it, or serve on a committee
appoi nted to adm nister the 2004 Stock Option Plan. In the event that any nenber
of the Board of Directors is at any tinme not a "disinterested person", as
defined in Rule 16b-3(c)(3)(i) pronulgated pursuant to the Securities Exchange
Act of 1934, the Plan shall not be adm nistered by the Board of Directors, and
may only by admnistered by a Commttee, all the nenbers of which are
di sinterested persons, as so defi ned.

ELIG BILITY

Under the 2004 Stock Option Plan, options nmay be granted to key enpl oyees,
officers, directors or consultants of the Conpany, as provided in the 2004 Stock
Option Pl an.

TERVE OF OPTI ONS

The term of each Option granted wunder the Plan shall be contained in a
stock option agreenent between the Optionee and the Conpany and such terns shal
be determ ned by the Board of Directors consistent wth the provisions of the
Pl an, including the follow ng:

10
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(a) PURCHASE PRI CE. The purchase price of the Common Shares subject to each |ISO
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shall not be less than the fair market value (as set forth in the 2004 Stock
Option Plan), or in the case of the grant of an 1SO to a Principal Stockhol der,
not less that 110% of fair market val ue of such Commobn Shares at the tinme such
Option is granted. The purchase price of the Common Shares subject to each
Non-1SO shall be determ ned at the tine such OQption is granted, but in no case
| ess than 85% of the fair nmarket value of such Commobn Shares at the tinme such
Option is granted.

(b) VESTING The dates on which each Option (or portion thereof) shall be
exerci sabl e and the conditions precedent to such exercise, if any, shall be
fixed by the Board of Directors, inits discretion, at the tinme such Qption is
gr ant ed.

(c) EXPIRATION. The expiration of each Option shall be fixed by the Board of
Directors, inits discretion, at the tinme such Option is granted; however,

unl ess otherwi se determ ned by the Board of Directors at the tinme such Option is
granted, an Option shall be exercisable for ten(10) years after the date on
which it was granted (the "Grant Date"). Each Option shall be subject to earlier
term nation as expressly provided in the 2004 Stock Option Plan or as determ ned
by the Board of Directors, in its discretion, at the tinme such Option is

gr ant ed.

(d) TRANSFERABILITY. No Option shall be transferable, except by will or the | aws
of descent and distribution, and any Option may be exercised during the lifetine
of the Optionee only by him No Option granted under the Plan shall be subject
to execution, attachnent or other process.

(e) OPTI ON ADJUSTMENTS. The aggregate nunber and class of shares as to which
Options may be granted under the Plan, the nunber and class shares covered by
each outstanding Option and the exercise price per share thereof (but not the
total price), and all such Options, shall each be proportionately adjusted for
any increase decrease in the nunber of issued Cormon Shares resulting from
split-up spin-off or consolidation of shares or any |ike Capital adjustnent or
t he paynment of any stock dividend.

Except as otherw se provided in the 2004 Stock Option Plan, any Option granted
her eunder shall terminate in the event of a nerger, consolidation, acquisition
of property or stock, separation, reorgani zation or |iquidation of the Conpany.
However, the Optionee shall have the right imediately prior to any such
transaction to exercise his Option in whole or in part notw thstandi ng any
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ot herw se applicable vesting requirenents.

(f) TERM NATI ON, MODI FI CATI ON AND AMENDMENT. The 2004 Stock Option Plan (but not
Options previously granted under the Plan) shall termnate ten (10) years from
the earlier of the date of its adoption by the Board of Directors or the date on
which the Plan is approved by the affirmative vote of the holders of a majority
of the outstandi ng shares of capital stock of the Conpany entitled to vote

t hereon, and no Option shall be granted after term nation of the Plan. Subject
to certain restrictions, the Plan may at any tinme be terminated and fromtine to
tinme be nodified or anended by the affirmative vote of the holders of a ngjority
of the outstanding shares of the capital stock of the Conpany present, or
represented, and entitled to vote at a nmeeting duly held in accordance with the
applicable aws of the State of Nevada.

| TEM 6. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OR PLAN OF OPERATI ON
CAUTI ONARY STATEMENTS

This Form 10-KSB may contain "forward-|ooking statenents,” as that termis
used in federal securities |aws, about Cereplast, 1Inc.'s financial condition,
results of operations and busi ness. These statenents include, anong others:

o] statenents concerning the potential benefits that we may
experience from its busi ness activities and certain
transactions it contenplates or has conpl eted; and

o] statenents of our expectations, beliefs, future plans and
strategies, anticipated developnments and other matters that
are not historical facts. These statenments nay be nade
expressly in this Form 10-KSB. You can find mnany of these
statenents by |ooking for words such as "believes," "expects,"
"anticipates,"” "estimates," "opines," or simlar expressions
used in this Form 10- KSB. These forward-|ooking statenents are
subj ect to nunerous assunptions, risks and uncertainties that
may cause our actual results to be materially different from
any future results expressed or inplied by us in those
statenents. The nost inportant facts that could prevent our
conpany from achieving its stated goals include, but are not
limted to, the foll ow ng:
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o] volatility or decline of our stock price;
o] potential fluctuation in quarterly results;
o] our failure to earn revenues or profits;
o] I nadequat e capital to continue or expand its business,
inability to raise addi ti onal capital or financing to

i mpl enent its business plans;

o] failure to commercialize our technol ogy or to nmake sal es;
o] changes in demand for our products and services;
o] rapid and significant changes in markets;
0 litigation wth or legal clains and allegations by outside
parti es;
0 i nsufficient revenues to cover operating costs.
There is no assurance that we will be profitable. W may not be able to

successfully devel op, nanage or narket our products and services, attract or
retain qualified executives and technol ogy personnel or obtain custoners for our
products or services. Qur products and services nmay becone obsol ete, governnent
regul ation may hi nder our business, additional dilution in outstanding stock
ownership may be incurred due to the issuance of nore shares, warrants and stock
options, or the exercise of outstanding warrants and stock options, and other
ri sks inherent in our businesses.

Because the statenents are subject to risks and wuncertainties, actual
results may differ materially from those expressed or inplied by the
forward-1ooking statenents. W caution you not to place undue reliance on the
statenents, which speak only as of the date of this Form 10-KSB. The cautionary
statements contained or referred to in this section should be considered in
connection with any subsequent witten or oral forward-|1ooking statenents that
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our conpany or persons acting on our behalf may issue. W do not undertake any
obligation to review or confirm analysts' expectations or estimates or to
rel ease publicly any revisions to any forward-looking statenents to reflect
events or circunstances after the date of this Form 10-KSB, or to reflect the
occurrence of unanticipated events.

CURRENT OVERVI EW

W were organi zed in Septenber 2001. We were initially engaged in the
sale of finished products, such as utensils and drinking straws, that were
manufactured by third parties wusing our resins that serve as a substitute to
fossil fuel based plastics. However, we elected to shift our focus to the
devel opnment, nmanufacture and sale of bio-based resins and in August 2005, we
commenced the limted sale of resins. Prior to August 2005, primarily all of our
revenue was generated through the sale of finished products.

Each of our finished products and plastics nmade with our resins are
bi odegradabl e, biobased and conpostable. The ideal situation, although not
required to attain the environnental inpact of our products, is for our products
to be used in a conposting program where the products are discarded on sites
that allow a direct return to nature.

Al t hough the market for our products is worldw de, we have focused
sales efforts wthin the United States wth a concentration in the western
United States. Qur revenues have been generated fromthe sales of bags (50%,
utensils and straws (30% and cups, plates and other itens (20%. As we increase
our resin based business, we have been slowy w nding down our finished products
business. W expect to cease the sale of finished products and to be solely
generati ng revenues based on producing resins by the mddle of 2007.

12
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W intend to market our resins to distinguish themfromour |arger,
nor e established conpani es by highlighting the higher tenperature resistance and
easy process ability for certain applications.

W were successful in creating this newresin that can be applied to
conventional converting equipnment, at a price conpetitive wth traditional
plastic. W started to test-market commercialization of our biodegradable
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proprietary materials through the manufacturing of disposable food service ware.
Qur "plastic" can be used in all major converting processes such as injection
nmol di ng, thernoform ng, blow nolding, extrusions, etc. W spent several years on
testing not only the physical properties of resins, but also their process
ability on conventional equipnent. Managenent believes that it is a key el enent
for the resin to be useabl e on conventional equi pnent, and believes that it wll
be easier for traditional converters to substitute petroleum based resins with
our resins.

Qur proprietary substrate is made fromannually renewable resources
such as corn and potato starch. All of our resins are biobased, biodegradable
and conpostable, and finished products mnade of our resin are conmercially
produced and sold at prices that are conpetitive with conventional plastic.

Products made of our resins have been tested for their conpostability
wth specific reference to US standards set by the Anerican Society for Testing
and Materials ("ASTM') such as ASTM 6400 D99 or ASTM 6868. Several of our
resins, including our resins for injection nolding, thernoform ng, extrusion
coating and bl ow nol di ng, have passed successfully such standards requirenents
al l owi ng our conpany to introduce on the market products, which were the first
of their class. For instance, in 2004, we announced that our utensils sold under
the brand nane NAT-UR(R) were granted the first Bi odegradable Products Institute
Logo. The ASTM standards are significant in so far as they identify plastic
products that will conpost satisfactorily in a wide array of nmunicipal or
comerci al conposting facilities. Further, the ASTM standards all ow consuners to
educate thenselves on the appropriate wuses and recovery avenues for the
conpost abl e plastic products..

In addition, we had several resins tested for their biobased content.
This is an inportant aspect of the resins, especially now that several State and
Federal initiatives are pushing energy independence and use of alternative
energy and products. All tests on our products our performed by Advanced
Material s Testing Laboratory.

Al t hough we developed the resins focusing on the properties and
envi ronnental aspects of the products, in recent nonths the drastic increase in
petrol eum based plastics is creating a nomentum for bio-based products.

Qur conpany so far has concentrated on applications in the food service
industry due to an existing and growing denmand for "conpostable" products.
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However, we are also exploring the possibility of extending the use of our
resins to other fields, such as agriculture, where we are currently working on a
research project with potentially |arge applications in agriculture. The nedi cal
field is also of interest to our conpany, and several conversations have been
entertained with professionals fromthe nedical field for specific applications.

W started to inplenment a shift into our business nodel to nmanufacture
resin directly instead of using our resin to make and sell finished products.
During the second quarter of 2005, we proceeded with the installation of a |arge
extrusion facility in our plant facility, which we increased by adding an
additional 8,000 square feet of space. |In doing so, we started to decrease our
focus on the sale of finished products towards setting up a resin rmanufacturing
facility.

Managenent anticipates that the shift to resin nmanufacturing wll take
several nonths with added equi pnent investnent and nanagenent anticipates that
the conplete shift to resin manufacturing may |last for another 18 nonths. The
fist shipment of resin occurred in August 2005. During this period we continued
to sell finished products directly and through distributorship arrangenents. W
purchased additional raw material, conpared to the previous year. Such raw
material was necessary for the manufacturing of resin. The raw material is
accounted for in inventory. Sone of the raw material was al so used in research
and devel opnent activity.

Hi storically, Yanosan, New Belgium Brewery, City of Portland, Area
Distributors and Pollack Paper have each accounted for nore than 10% of our
revenues each or our prior periods.

13
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CRI TI CAL ACCOUNTI NG PQLI CI ES

Qur discussion and analysis of our financial condition and results of
operations are based upon our financial statenents, which have been prepared in
accordance with accounting principles generally accepted in the United States of
Anerica. The preparation of these financial statenents requires us to make
estimates and judgnents that affect the reported amounts of assets, liabilities,
revenues and expenses, and related disclosure of contingent assets and
liabilities. W nonitor our estimates on an on-goi ng basis for changes in facts
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and circunstances, and material changes in these estimates could occur in the
future. Changes in estimtes are recorded in the period in which they becone
known. W base our estimates on historical experience and ot her assunptions that
we believe to be reasonable under the circunstances. Actual results may differ
fromour estimates if past experience or other assunptions do not turn out to be
substantially accurate.

W have identified the policies below as critical to our business
operations and the understanding of our results of operations.

Revenue Recognition. Qur revenue recognition polices are in conpliance
with Staff accounting bulletin (SAB) 104. Sales revenue is recognized at the
date of shipnment to customers when a formal arrangenent exists, the price is
fixed or determ nable, the delivery is conpleted, no other significant
obligations by us exist and collectibility is reasonably assured. Paynents
received before all of the relevant <criteria for revenue recognition are
satisfied are recorded as unearned revenue.

RESULTS OF OPERATI ONS FOR THE YEAR ENDED DECEMBER 31, 2005 COVPARED TO THE THREE
AND YEAR ENDED DECEMBER 31, 2004.

Revenues decreased by $73,809, or 11.97% to $542,699 for the year
ended Decenber 31, 2005 conpared to the year ended Decenber 31, 2004. The
decrease in revenue was a result of setting up new equipnment and training
t echni ci ans.

Cost of Sal es

Cost of sal es Cost of sales decreased by $81, 784 or 14.16% to $495, 654
for the year ended Decenber 31, 2005 conpared to the year ended Decenber 31,
2004. As a percentage of sales, cost of sales was 91.33%for the year ended
Decenber 31, 2005 conpared to 93.66%for the year ended Decenber 31, 2004,
indicating a 2.33% decrease. Managenent attributes the decrease in cost of sales
to a decrease of products being sold. The slight decrease in cost of sales as a
percentage of total sales in 2005 also reflects increased efficiency.

G oss Profit

Gross profit increased $7,975, or 20.41% to $47,045 for the year
ended Decenber 31, 2005 conpared to the year ended Decenber 31, 2004. The gross
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profit margin also increased 136.75%to 8.67%for the year ended Decenber 31,
2005 conpared to 6.34%for the year ended Decenber 31, 2004, primarily due to
t he product m x sol d.

CGeneral and Adm nistrative Expenses

General and adnministrative ("GRA") expenses expenses increased by
$766,387, or 314.51% to $1,010,061 for the year ended Decenber 31, 2005
conpared to the year ended Decenber 31, 2004. This increase in G&A expenses was
aresult of an increase in staff salaries of $165,976, and professional and
consul ting fees of $307, 407.

Research and Devel opnent

Research and devel opnent ("R&D') costs increased by $47,161, or 77.43%
to $108,069 for the year ended Decenber 31, 2005 conpared to the year ended
Decenber 31, 2004. This increase in R&D costs was a result of Cereplast
manufacturing its own resin in-house.

14
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Net Loss

Net | oss increased by $832,208, or 290.27% to $1,118,906 for the year
ended Decenber 31, 2005 conpared to the year ended Decenber 31, 2004. This
increase in net loss was a result of increased G&A expenses and R&D costs for
our growh. Currently operating costs exceed revenue because sal es are not yet
significant. W cannot assure when or if revenue will exceed operating costs.

Liquidity and Capital Resources

We had net cash of $506, 487 at Decenber 31, 2005 as conpared to $4, 705
at Decenber 31, 2004.

W had working capital (i.e. the difference between current assets and
current liabilities) of $484,062 at Decenber 31, 2005, as conpared to a worKking
capital deficit of $95,749 at Decenber 31, 2004. The increase in working capital
was due to funds provided by investors in our stock, and an increase in
purchasing inventory for the growh of our conpany during the year ended
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Decenber 31, 2005.

On February 13, 2006, we entered into an Periodic Equity Investnent
Agreenment with Cunorah. Pursuant to the Periodic Equity Investnent Agreenment, we
may, at our discretion, periodically sell to Cunporah shares of commobn stock for
a total purchase price of up to $10,000,000. For each share of comon stock
pur chased under the Periodic Equity Investnment Agreenment, Cunorah will pay us
90% of the Ilowest <closing bid price of the conmmon stock during the five
consecutive trading days immediately followi ng the notice date. For exanple,
assum ng that 90% of the | owest closing bid price of our common stock during the
five consecutive trading days imediately following a notice date is $.52, if we
request an advance in the anount of $250,000, Cunpbrah wll be entitled to
534, 188 shares of our conmon stock, which is calculated by dividing $250, 000 by
$. 468.

Cunorah is restricted fromowi ng in excess of 4.9% of our outstanding
common stock. In the event that Cunpbrah is unable to sell shares of common stock
that it acquires wunder the Periodic Equity Investnent Agreenent and its
ownership equals 4.9% of the our outstanding, then we will not be able to draw
down noney under the Standby Distribution Agreenent. Cunorah also received
5,000, 000 shares of our commopn stock upon execution of the Periodic Equity
| nvest nent Agreenent. W are registering in this offering 20,000,000 shares of
common stock to be issued under the Periodic Equity |Investnment Agreenent.

During the year ended Decenber 31, 2005, we used $1,171,998 of cash for
operating activities, as conmpared to $103,491 during the year ended Decenber 31,
2004. The increase in the use of cash for operating activities was a result of
hiring staff, legal fees incurred to go public, and research and devel opnent
costs incurred to produce the resin in-house.

Cash used in investing activities to purchase equi pnent during the year
ended Decenber 31, 2005 was $113,627 conpared to $2,170 during the year ended
Decenber 31, 2004.

Cash provided by financing activities relating to the issuance of
shares of comon stock during the year ended Decenber 31, 2005 was $1, 583, 423,
as conpared to $0 during the year ended Decenber 31, 2004. |In addition, we
received $200,000 and $50,000 in funds for the operation of our conpany, at an
interest rate of 9% due and payable in Decenber 2005 and June 2006
respectively. The note payable for $200, 000 due in Decenber 2005 was converted
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into common stock

W will continue to market our products through sales |eads, referrals,
and marketing to increase its custoner base, and will raise further capital
t hrough the issuance of commobn st ock.

15
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| TEM 7. FI NANCI AL STATEMENTS AND SUPPLEMENTARY DATA

The information required by Item 7 appears at Page F-1, which appears
after the signature page to this report.

| TEM 8. CHANGES I N AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG AND
FI NANCI AL DI SCLOSURE

On or about Decenber 22, 2005, we engaged HJ Associates & Consultants,
LLP, Certified Public Accountants ("New Accountant") to audit and revi ew our
financial statenents for the fiscal year endi ng Decenber 31, 2005. The New
Account ant has been engaged for general audit and review services and not
because of any particular transaction or accounting principle, or because of any
di sagreenent with our former accountant, Rose, Snyder & Jacobs, a corporation of
certified public accountants (the "Forner Accountant™).

The Former Accountant was dismssed effective Decenber 22, 2005. The
Former Accountant's reports on our financial statements during its past two
fiscal years did not contain an adverse opinion or disclainmer of opinion, nor
was it nodified as to uncertainty, audit scope or accounting principles, except
for the qualification reflected in its going concern disclosure regarding our
conpany contained in its audit report for the fiscal year ended Decenber 31,
2004, included with the Conmpany's Form SB-2 registration statenent filed with
the Securities and Exchange Commi ssion on July 5, 2005. The decision to change
accountants was reconmended and approved by our Board of Directors. During the
fiscal years ended Decenber 31, 2003 and Decenber 31, 2004 and through the date
hereof, we did not have any disagreenents wth the Fornmer Accountant on any
matter of accounting principles or practices, financial statenent disclosure, or
audi ting scope or procedure which, if not resolved to the Forner Accountant's
satisfaction, would have caused it to make reference to the subject natter of
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t he di sagreenment in connection with its report.

The New Accountant was engaged effective Decenber 22, 2005. The New
Account ant was engaged for general audit and review services and not because of
any particul ar transaction or accounting principle, or because of any
di sagreenent wth the Fornmer Accountant. A letter fromthe Fornmer Accountant
addressed to the Securities and Exchange Conm ssion was requested by the Conpany
and was filed as an exhibit to a Form 8-K Current Report.

| TEM 8A. CONTROLS AND PROCEDURES

As of the end of the period covered by this report, we conducted an
eval uation, under the supervision and with the participation of our chief
executive officer and principal financial officer of our disclosure controls and
procedures (as defined in Rule 13a-15(e) and Rule 15d-15(e) of the Exchange
Act). Based upon this evaluation, our chief executive officer and principal
financial officer concluded that our disclosure controls and procedures are
effective to ensure that information required to be disclosed by us in the
reports that we file or submt under the Exchange Act is recorded, processed,
summari zed and reported, wthin the tinme periods specified in the Comm ssion's
rules and forns. There was no change in our internal controls or in other
factors that could affect these controls during our last fiscal year that has
materially affected, or is reasonably likely to materially affect, our internal
control over financial reporting.

| TEM 8B. OTHER | NFORNVATI ON
None.
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PART 111

| TEM 9. DI RECTORS, EXECUTI VE OFFI CERS, PROMOTERS AND CONTROL PERSONS;
COWPLI ANCE W TH SECTI ON 16(A) OF THE EXCHANCE ACT

Qur directors and executive officers are as foll ows:

NAVE AND ADDRESS AGE PCSI TI ON
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Frederic Scheer 51 President, CEO and a Director
Rayl an Jensen 65 Director

Brian Al tounian 42 Di rector

WIlliamKelly 58 Seni or Vice President - Technol ogy
Robert L. Dobbs 38 Vi ce President -Sales

Russel | \Wegner 44 Vice President - Marketing and

Regi onal Pl anni ng

FREDERI C SCHEER, our President, CEO and a director, becane involved in the
bi odegradabl e plastics industry in 1994 when, serving as a financial consultant,
he organi zed the buyout of Novanont, SpA, then a division of Montedison, an
Italian resin manufacturer and research conpany. Subsequently, M. Scheer
secured the exclusive distribution rights in North America for Mater-Bi (TM, a
100% bi odegradable resin patented and produced by Novanont, and started
distribution of Mater-Bi in North America. This platform allowed M. Scheer to
access the energing industry at that time. M. Scheer then created the
Bi odegr adabl e Products Institute (BPlI). Prior to his engagenent in the
bi odegradable industry in 1994, M. Scheer worked at ING and Credit Suisse in
Europe. M. Scheer holds a Doctor of Laws fromthe University of Paris, a
Masters Degree in Finance and a Masters Degree in Political Sciences from
Institut d Etudes Politiques, Paris, France. M. Scheer, a US citizen is fluent
in French, Spanish, Italian and Engli sh.

RAYLAN JENSEN, director, has served since June 1994 as the President of Sunn
Classic Pictures, a wholly owned subsidiary of Sunn Classic Pictures, Inc.,
where he is engaged in the financing, business planning and product acquisition
in connection wth film distribution. From 1990 to 1996, M. Jensen served as
the President and Chief Qperating Oficer of Cofitras Entertai nnent, a video and
notion pictures comnpany.

BRIAN ALTOUNI AN, director, has served since June 2003 as the Chairman and
InterimCEO of XsunX, Inc. (OICBB: XSNX) which is devel oping a sol ar technol ogy
that allows glass wi ndows to produce electricity fromthe power of the sun. From
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January 2000 to June 2003, M. Altounian served as the Executive Vice President,
CFO and COO of Miin Course Technologies/Plyent, technology startup. M.
Altounian received a BA in Psychology fromthe University of California - Los
Angel es and an MBA from Pepperdi ne University.

W LLI AM KELLY, Senior Vice President of Technol ogy, has worked as a speciali st
in polymer product developnment for the last 26 years in which he has been
i nvolved in the devel opnent of thernoplastic materials. From 1999 to 2002, M.
Kelly served as the Technical Service and Devel opnment manager for Hycail BV and
from 1995 to 1998 as the Technical Service Manager for Chronopol Inc. M. Kelly
graduated in 1976 from SUNY-Al bany with a BS in Chem stry.

ROBERT DOBBS, Vice President - Sales, has over 12 years of experience in the
restaurant industry and casual dining in packaging developnent. Anmong his past
experience, M. Dobbs worked at Perseco in Chicago as Product nanager from 1996
to 1997 and worked at Yum Brands Restaurants, the parent conpany for Pizza Hut,
Taco Bell, KFC, Long John Silvers and A&Wfrom 1997 to 2002. From 2002 to the
present, M. Dobbs nmanaged his own package consulting and national sal es account
agency. M. Dobbs hold a BS in Packaging from M chigan State University.

17
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RUSSELL WEGNER, Vice President - Marketing and Regional Planning, has served
since 2003 as the Vice President, Mirketing and Regional Planning in our San
Franci sco office. From 1992 to present, M. Wgner has served as the President
of Work of Art Catering, 1Inc., a conmpany which he founded that is engaged in
catering and event planning. M. Wgner has a Finance Degree and MBA in
Managenent of Science, Technology, and Innovation from George Washington
Uni versity.

The above listed directors will serve until the next annual neeting of the

stockholders or until their death, resignation, retirement, renoval, or
disqualification, and wuntil their successors have been duly elected and
qgualified. Vacancies in the existing Board of Directors are filled by najority
vote of the remaining Directors. Qur officers serve at the will of the Board of

Directors. There are no agreenents or understandings for any officer or director
to resign at the request of another person and no officer or director is acting
on behalf of or wll act at the direction of any other person. There is no
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famly rel ationship between any of our executive officers or directors.

BOARD COWM TTEES

AUDI T COW TTEE

The audit conmttee of the board of directors reviews the internal
accounting procedures of our conpany and consults with and reviews the services
provi ded by our independent accountants. The audit comm ttee consists of Messrs.
Jensen and Al tounian, both of whom are considered to be independent. The audit

commttee held no neetings in 2004. M. Altounian serves as the financial expert
on the Audit Comm ttee.

COMPENSATI ON COW TTEE
The conpensation conmttee of the board of directors:

o] reviews and recomends to the board the conpensation and
benefits of our executive officers; o0 admnisters our stock
option plans and enployee st ock purchase plan; and o
est abl i shes and reviews gener al policies relating to
conpensati on and enpl oyee benefits.

The conpensation commttee consists of Messrs Scheer, Jensen and
Altounian. No interlocking relationships exist between the board of directors or
conpensation commttee and the board of directors or conpensation commttee of

any ot her conpany. During the past fiscal year the conpensation conmttee had no
neeti ngs.

Dl RECTOR COVPENSATI ON. Qur directors do not receive any cash or other
conpensation for their service as nenbers of the Board of D rectors, although

they are reinbursed for travel and |odging expenses in connection wth
attendance at Board neeti ngs.

CODE OF ETHI CS

We have adopted a Code of Ethics and Business Conduct for Oficers,

Directors and Enployees that applies to all of our officers, directors and
enpl oyees.
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| TEM 10. EXECUTI VE COVPENSATI ON

The following table sets forth all conpensation paid in respect of our

Chief Executive Oficer and those individuals who received conpensation

in

excess of $100, 000 per year (collectively, the "Naned Executive Oficers") for

our last three conpleted fiscal years.

18
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SUMVARY COMPENSATI ON TABLE
<TABLE>
<CAPTI ON>

ANNUAL COMPENSATI ON
LONG TERM COMPENSATI ON

ALL OTHER

COMPENSATI ON

NAVE AND PRI NCI PAL POSI TI ON YEAR SALARY (%) BONUS (9$)
OPTI ONS (#S) ($)
<S> <C <C
<C> <C> <C
Frederic Scheer, President 2005 $66, 250 $
0 0 $ 0
2004 $ 0 $
0 0 $ 0
</ TABLE>
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We did not pay to our Chief Executive Oficer or any executive officer any
conpensation intended to serve as incentive for performance to occur over a
peri od | onger than one year pursuant to a long-term incentive plan in the years
ended Decenber 31, 2004 and Decenber 31, 2005.

We do not have any defined benefit or actuarial plan with respect to our
Chief Executive Oficer or any executive officer wunder which benefits are
determined primarily by final conpensation and years of service.

STOCK OPTI ON GRANTS I N LAST FI SCAL YEAR
We did not grant stock options during the year ended Decenber 31, 2005.
AGGREGATE OPTI ON EXERCI SES | N LAST FI SCAL YEAR

None of the naned executive officers exercised options during the year
ended Decenber 31, 2005.

EMPLOYMENT AGREEMENTS

W presently do not have any enpl oynent agreenents. W have entered into
the foll owi ng agreenents with our executive officers:

o] W entered into a Mnorandum of Understanding with WIIliam
Kelly on Septenber 16, 2002. M. Kelly is an executive officer
of our conpany. The Menorandum of Understanding outlines a
col l aboration between M. Kelly and our conpany whereby M.
Kelly has agreed to provide our conpany wth technical
assi stance in the devel opnent of our products. The term of the
Menmorandum is for a period of ten years and provides that a
final, definitive agreement will be entered.

o] On February 11, 2003, we entered into an agency agreenent with
Wrk of Art Catering, a conpany owed by Russell \Wgner, an
executive officer and a sharehol der of our company. Pursuant

to such agreenent, M. Wegner agreed to provide sales
assi stance for our products in the San Francisco area. W are
required to pay M. Wgner a mninmum of 5%on all sales

generated through M. Wqgner.
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o] On August 22, 2003, we entered into an Agency Agreenment wth
Robert L. Dobbs, an executive officer and sharehol der of our
conpany. Pursuant to the Agency Agreenent, M. Dobbs has
agreed to represent our conpany in the food service industry
and will receive a conmssion on all sales resulting fromhis
efforts.

| TEM 11. SECURITY OWERSH P OF CERTAIN BENEFI CIAL OAMERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The following table sets forth information regarding the beneficial
ownership of our comon stock as of March 20, 2006. The information in this
tabl e provides the ownership information for:

19
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o] each person known by us to be the beneficial owner of nore
t han 5% of our Common St ock;

o] each of our directors;
o] each of our executive officers; and
o] our executive officers and directors as a group.

Beneficial ownership has been determ ned in accordance with the rules and
regul ations of the SEC and includes voting or investnent power with respect to
the shares. Unless otherw se indicated, the persons naned in the table bel ow
have sole voting and investment power wth respect to the nunber of shares
i ndi cated as beneficially owned by them Comon stock beneficially owned and
percentage ownership is based on 199, 483,262 shares outstanding on March 20,
2006, and assumi ng the exercise of any options or warrants or conversion of any
convertible securities held by such person, which are presently exercisable or
wi |l becone exercisable within 60 days after March 20, 2006.

NUMBER OF SHARES
NAVE AND ADDRESS BENEFI Cl ALLY OANED PERCENT OF CLASS
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Frederic Scheer(1)(2) 113, 585, 000
Rayl an Jensen( 1) 1, 000, 000
Brian Al tounian(1) 1, 159, 000
W liamKelly(1) 1, 000, 000
Robert L. Dobbs(1) 495, 000
Russel | Wegner (1) 6, 158, 625
Wngs Fund, Inc. (3) 4,081, 320
Jul i e- Anne O Rear 11, 250, 000
Al'l officers and directors as a 123, 397, 625

G oup (6 people)
*Less than one percent

** Address is c/o Cereplast, Inc., 3421-3433 West E
Hawt horne, California 90250

(1) O ficer and/or director of our comnpany.
(2) M. Scheer beneficially owns such shares jointly with

56. 93%

*

3. 09%

2.04%

5.64%

61. 86%

Segundo Boul evard,

his wife, Jocelyne

Scheer.

(3) Karen M Grahamis the sole owner of Wngs Fund, Inc. M. G aham has
voting and dispositive control over such shares held by Wngs Fund, Inc.

| TEM 12. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS
During 2002 and 2003, we issued an aggregate of 118,800,000 shares of

common stock to Frederic Scheer in consideration for services in organizing our

conpany.
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W entered into a Menorandum of Understanding with WIliam Kelly on
Septenber 16, 2002. M. Kelly is an executive officer of our conmpany. The
Menor andum of Understanding outlines a collaboration between M. Kelly and our
conpany whereby M. Kelly has agreed to provide our conpany wth technical
assi stance in the devel opment of our products. The Menorandum of Under st andi ng
does not specifically address the conpensation to be received by M. Kelly for
his services to our conpany. Accordingly, we pay M. Kelly for his services on a
case by case basis. As of August 1, 2005, M. Kelly has received approximtely
$71,000 in conpensation fromour conpany and has been issued 1,000,000 shares of
common stock for services. The termof the Menorandum is for a period of ten
years and provides that the Menorandum shall govern the relationship between our
conpany and M. Kelly until such tinme that a final, definitive agreenent is
ent er ed.

On February 11, 2003, we entered into an agency agreenent with Work of Art
Catering, a conpany owed by Russell Wgner, an executive officer and a
sharehol der of our conpany. Pursuant to such agreenent, M. Wgner agreed to
provide sales assistance for our products in the San Francisco area. W are
required to pay M. Wgner a mnimum of 5%on all sales generated through M.
Wegner. To date, M. Wegner has received fees in the amount of $21,142 and
6, 158, 625 shares of conmon st ock.

On August 22, 2003, we entered into an Agency Agreenent wth Robert L.
Dobbs, an executive officer and shareholder of our conpany. Pursuant to the
Agency Agreenment, M. Dobbs has agreed to represent our conpany in the food
service industry and will receive a conm ssion on all sales resulting fromhis
efforts. M. Dobbs received 495,000 shares of conmmon stock for his services.

Jocelyne Scheer, a shareholder of our conpany and the wife of Frederic
Scheer, the President, CEO and a director of our company, has extended vari ous
| oans to our conpany in the aggregate anount of approximately $340,000. These
| oans were consolidated into one loan on March 5, 2005. These |oans bear
interest at 6%and will be repaid not before June 2006. 1In the event that we
default on this loan, we are required to pay the loan plus all interest and a
penal ty of $1,000 per day.

| TEM 13. EXH BI TS
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Exhi bi t
Nunber

4.

5

10.

10.

<PAGE>

Descri ption

Articles of Incorporation. (1)

Certificate of Anendnent to the Articles of |Incorporation dated
February 26, 2003 (1)

Certificate of Amendnent to the Articles of Incorporation dated July
19, 1004 (1)

Certificate of Anendnent to the Articles of Incorporation dated
March 18, 2005 (1)

Byl aws (1)

Form of Subscription Agreenent wused in connection wth private
of fering dated April 2005 (2)

Stock Option Plan(2)

Form of Subscription Agreenent wused in connection wth private
of fering of 872,000 shares of common stock(2)

Periodic Equity Investnent Agreenent dated February 13, 2006 by and
bet ween t he Conpany and Cunorah Capital, Inc. (5)

Regi stration R ghts Agreenent dated February 13, 2006 by and between
t he Conpany and Cunorah Capital, Inc. (5)

Sal e and Purchase Agreenent entered between the Conpany and Cargill
Dow LLC(2)

Menor andum of Understanding Entered with WIlliam Kelly(2)
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10.

10.

10.

10.

10.

14.

16.

31.

32.

3

4

5

Agency Agreenent entered with Russell \Wegner(2)
Agency Agreenent entered with Robert Dobbs(2)
Lease entered with El Segundo/ Yukon Partners LLC (3)

Prom ssory Note in the anmount of $100,000 in the nane of Wngs Fund
Inc. (3)

Promi ssory Note in the anount of $50,000 in the nane of Yanosan
G oup (3)

Code of Ethics(1)

Letter from Rose, Snyder & Jacobs, a corporation of certified public
accountants, dated January 5, 2006. (4)

Certification of the Chief Executive Oficer and the Principal
Account i ng/ Fi nanci al Oficer pursuant to Section 302 of the
Sar banes- Oxl ey Act of 2002.

Certification of the Chief Executive Oficer and the Principal
Accounting/ Financial O ficer pursuant to 18 U S.C. Section 1350, As
Adopt ed Pursuant to Section 906 of the Sarbanes-Oxl ey Act of 2002.

(3)

(4)

(5)

I ncorporated by reference to the Form SB-2 Registration Statenent filed
with the Securities and Exchange Commi ssion dated July 5, 2005

I ncorporated by reference to the Form SB-2 Registration Statenent filed
with the Securities and Exchange Conm ssion dated August 26, 2005

I ncorporated by reference to the Form SB-2 Registration Statenent filed
with the Securities and Exchange Commi ssi on dated Septenber 21, 2005

Incorporated by reference to the Form 8-K/ A Current Report filed with the
Securities and Exchange Conmm ssion dated January 6, 2006

I ncorporated by reference to the Form SB-2 Registration Statenent filed
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wth the Securities and Exchange Conm ssion dated February 14, 2006

| TEM 14. PRI NCl PAL ACCOUNTANT FEES AND SERVI CES

Audit Fees. The aggregate fees billed by our auditors, for professional

services rendered for the audit of our annual financial statements for the years

ended Decenber 31, 2005 and 2004, and for the reviews of the financial
statenents included in our Quarterly Reports on Form 10-QSB during that fisca
year were $54,830 and $39, 060, respectively.

Audit Rel ated Fees. We incurred fees to auditors of $41,830 and
$20, 000, respectively, for audit related fees during the fiscal years ended
Decenber 31, 2005 and 2004.

Tax Fees. W incurred fees to auditors of $500 and $500,

respectively, for tax conpliance, tax advice and tax conpliance services during

the fiscal years ended Decenber 31, 2005 and 2004.

The Audit Conmttee has considered whether the provision of non-audit
services is conpatible with maintaining the principal accountant's independence.
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SI GNATURES

In accordance with Section 13 or 15(d) of the Exchange Act, the
regi strant caused this report to be signed on its behalf by the undersigned on
March 29, 2006, thereunto duly authorized.

CEREPLAST, | NC.

By: [/s/ Frederic Scheer

Frederic Scheer
Chi ef Executive Oficer, Principal
Fi nanci al / Accounting O ficer and D rector
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I n accordance with the Exchange Act, this report has been signed bel ow by the
foll owi ng persons on behalf of the registrant and in the capacities and on the
dat es i ndi cat ed.

By: /s/Frederic Scheer

Frederic Scheer,

President, Chief Executive Oficer,
Princi pal Fi nancial/Accounting O ficer
and Director

By: /s/Raylan Jensen

Rayl en Jensen, Director

By: /s/Brian Altounian

Bri an Al touni an, Director

23
<PAGE>
CEREPLAST, | NC.
FI NANCI AL STATEMENTS
DECEMBER 31, 2005 AND 2004
24
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Report of | ndependent Regi stered Public Accounting Firm

To the Board of Directors
Cerepl ast, Inc.
Hawt hor ne, CA

We have audited the bal ance sheet of Cereplast, Inc. as of Decenber 31, 2005,
and the rel ated statenent of operations, stockholders' equity, and cash flows
for the year ended Decenber 31, 2005. These financial statenents are the
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responsibility of the Conpany's managenent. Qur responsibility is to express an
opi nion on these financial statenents based on our audit.

We conducted our audit in accordance wth the standards of the Public Conmpany
Accounting Oversight Board (United States). Those standards require that we plan
and performthe audit to obtain reasonabl e assurance about whether the financi al
statenents are free of material misstatement. An audit includes exam ning, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit al so includes assessing the accounting principles used and
significant estimates nade by nmanagenent, as well as evaluating the overal
financial statenent presentation. W Dbelieve that our audit provided a
reasonabl e basis for our opinion.

In our opinion, the financial statenents referred to above present fairly, in
all material respects, the financial position of Cereplast, Inc. as of Decenber
31, 2005, and the results of its operations and its cash flows for the year
ended Decenber 31, 2005, in conformty with U S. generally accepted accounting
principl es.

HJ Associ ates & Consultants, LLP
Salt Lake City, UT
March 18, 2006

25
<PAGE>

Report of | ndependent Regi stered Public Accounting Firm

To the Board of Directors and Sharehol ders
Cerepl ast, Inc.

We have audited the acconpanyi ng statenent of operations, shareholders' deficit
and cash flows of Cereplast, 1Inc. (the "Conpany") for the year ended Decenber
31, 2004. These financial statenments are the responsibility of the Conpany's
managenent. Qur responsibility is to express an opinion on these financial
statenments based on our audit.
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We conducted our audit in accordance wth the standards of the Public Conpany
Accounting Oversight Board (United States). Those standards require that we plan
and performthe audit to obtain reasonabl e assurance about whether the financial
statements are free of material msstatenment. An audit includes exam ning, on a
test basis, evidence supporting the anmounts and disclosures in the financial
statenents. An audit also includes assessing the accounting principles used and
significant estimates nade by managenent, as well as evaluating the overal
financial statenent presentation. W believe that our audit provides a
reasonabl e basis for our opinion.

In our opinion, the financial statenents referred to above present fairly, in
all material respects, the results of operations and cash flows of Cereplast,
Inc. for the year ended Decenber 31, 2004, in conformty wth accounting
principles generally accepted in the United States of America.

The acconpanying financial statenents have been prepared assum ng that the
Conpany will continue as a going concern. The Conmpany has sustained operating
| osses since its inception and has negative working capital and a sharehol ders

deficit during the year ended Decenber 31, 2004. These conditions raise
substantial doubt about the Conpany's ability to continue as a going concern.
The financial statenents do not include any adjustnments that mght result from
the outcome of this uncertainty.

Rose, Snyder & Jacobs
A Corporation of Public Accountants

Encino, California
June 21, 2005
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CEREPLAST, | NC.
CONDENSED BALANCE SHEETS
DECEMBER 31, 2005

Current Assets
Cash $ 506, 487
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Account s Recei vabl e, Net
I nventory
Enpl oyee Advances
Prepai d Expenses

Total Current Assets

Property and Equi prment
Property and Equi prment
Accumnul at ed Depreciation and Anorti zation

Net Property and Equi prment

O her Assets
I nt angi bl es, Net
Deposits

Total Ot her Assets

Total Assets

LI ABI LI TIES AND SHAREHOLDERS' EQUI TY

Current Liabilities

Account s Payabl e

O her Payabl e

Accrued Expenses

Credit Lines

Not e Payabl e, Custoner

Shar ehol der' s Loan

Capital Leases, Current Portion

Loan Payabl e, Current Portion

Total Current Liabilities

Long-Term Liabilities
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$

46, 963
290, 105

1, 300
172, 686

456, 537
(83, 098)

229, 402

6, 819
107, 640
67,629
50, 000
126, 125
41, 128

9, 736
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Captial Leases
Loan Payabl e

Total Long-TermLiabilities

Total Liabilities

Shar ehol ders' Equity

Preferred Stock, $0.001 par val ue;
5, 000, 0000 aut horized preferred shares
Common St ock, $0.001 par val ue;
495, 000, 000 aut hori zed shares;
183, 913, 262 shares issued and out standi ng
Subscri ption receivabl e

Addi tional Paid in Capital

Accunul ated Deficit S-Corporation

Accunul ated Deficit

Tot al Sharehol ders' Equity

Total Liabilities and Sharehol ders
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125, 283
25,426

789, 188

183, 914
(105, 000)
2,108, 611
(442, 425)
(1,118, 906)

$ 1,415, 382

Ended

December 31

2004
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REVENUES $ 542, 699
COST OF SALES 495, 654
GRCSS PROFI T 47, 045
OPERATI NG EXPENSES
Adm ni strative Expenses 1, 010, 061
Research and Devel opnent 108, 069
1,118, 130
LOSS FROM OPERATI ONS BEFORE OTHER EXPENSES (1,071, 085)
OTHER EXPENSES
I nt erest (47, 821)
NET LGSS $ (1,118,906)
BASI C AND DI LUTED LOSS PER SHARE $ (0.01)
VEI GHTED- AVERAGE COVMON SHARES OUTSTANDI NG 154, 259, 837
28
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CEREPLAST, | NC.
STATEMENT OF SHAREHOLDERS' DEFICIT
DECEMBER 31, 2005 AND 2004
<TABLE>
<CAPTI ON>
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616, 508

577,438

60, 908

(265, 512)

(21, 186)
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Conmon

st ock Preferred stock

Shar es
Anmount Shar es Anmount
<S>
<C <C <C <C
Bal ance, Decenber 31,
2003 123,172, 500
$ 123, 173 -- $ --
| ssuance of preferred stock in February 2004 for cash
(75,000 preferred shares issued at $1.00 per
shar e) -- -- 75, 000 75

| ssuance of common stock in March 2004 for services
(6,406,125 common shares issued at fair

val ue) 6, 406, 125

6, 406 - - - -

| ssuance of common stock in Decenber 2004 for services
(247,500 common shares issued at fair

val ue) 247,500

248 - - - -

Net Loss for the Year Ended Decenber 31,
2004 -

Bal ance, Decenber 31,
2004 129, 826, 125 $
129, 827 75, 000 $ 75

| ssuance of comon stock in March 2005 for cash
(2,000,031 comon shares issued at $0.02 per
share ) 2,000, 031 2,000 -- - -
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| ssuance of common stock in March 2005 for cash

(660, 000 conmmon shares issued at $0.03 per

share ) 660, 000 660
Converted preferred shares to common

shares 2,475, 000

2,475 (75, 000) (75)

| ssuance of common stock in April 2005 for cash

(25, 000, 000 comon shares issued at $0.02 per

shar e) 25, 000, 000 25, 000 - -
| ssuance of common stock in April 2005 for services
(660, 000 conmon shares issued at $0.02 per

shar e) 660, 000 660
| ssuance of common stock in April 2005 for services
(678,106 common shares issued at fair

val ue) 678, 106

678 - - - -

| ssuance of common stock in April 2005 for cash

(415, 000 conmon shares issued at $0.10 per

shar e) 415, 000 415
| ssuance of common stock in May 2005 for cash

(212, 000 conmon shares issued at $0.10 per

shar e) 212, 000 212
| ssuance of common stock in June 2005 for cash
(215,000 comon shares issued at $0.10 per

shar e) 215, 000 215
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| ssuance of common stock in July 2005 for cash
(30,000 common shares issued at $0.10 per
shar e) 30, 000
30 -- --

| ssuance of common stock in COctober 2005 for cash
(3,010, 000 conmon stock issued at $0.05 per

shar e) 3, 010, 000 3,010
147, 490 150, 500

| ssuance of common stock in Novenber 2005 for cash
(7,85,000 coomon stock issued at $0.10 per

shar e) 7, 850, 000 7, 850
777,150 785, 000

| ssuance of common stock in Decenber 2005 for services
(673,000 conmon stock issued at fair

val ue) 673, 000

673 66, 627 67, 300

| ssurance of common stock in December 2005 for services
(159, 000 conmon stock issued at fair

val ue) 159, 000

159 15, 741 15, 900

| ssuance of common stock in Decenber 2005 for debt
(8,000, 000 conmon stock issued for conversion of
debt) 8, 000, 000 8, 000 192, 000 200, 000

| ssuance of common stock in Decenber 2005 for director services
(1, 000, 0000 common stock issued for

servi ces) 1, 000, 000

1, 000 24, 000 25, 000

Conmobn st ock
subscri bed
1, 050, 000 1, 050 103, 950 - -

Net Loss for the Year Ended Decenber 31,
2005 - -
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Bal ance, Decenber 31,

2005 183, 913, 262
$ 183, 914 - - $ - -
</ TABLE>
<TABLE>
<CAPTI ON>
Addi ti onal
Pai d-
in Accumnul at ed
Capi t al
Deficit Tot al
<S>
<C <C <C
Bal ance, Decenber 31, 2003
$ 1, 827 $ (155, 727) $ (30, 727)
| ssuance of preferred stock in February 2004 for cash
(75,000 preferred shares issued at $1.00 per
share) 74,925 - 75, 000
| ssuance of commopn stock in March 2004 for services
(6,406,125 conmon shares issued at fair
val ue) 58, 296 - - 64, 702
| ssuance of commbn stock i n Decenber 2004 for services
(247,500 conmon shares issued at fair
val ue) 2,252 -- 2,500
Net Loss for the Year Ended Decenber 31,
2004 -- (286, 698) (286, 698)
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Bal ance, Decenber 31, 2004
$ 137, 300 $ (442, 425) $ (175, 223)

| ssuance of commbn stock in March 2005 for cash
(2,000, 031 conmon shares issued at $0.02 per
share ) 37,975 -- 39, 975

| ssuance of common stock in March 2005 for cash
(660, 000 conmon shares issued at $0.03 per
share ) 20, 588 -- 21, 248

Converted preferred shares to conmon
shar es (2, 400) -- --

| ssuance of conmon stock in April 2005 for cash
(25,000,000 conmon shares issued at $0.02 per
shar e) 475, 000 -- 500, 000

| ssuance of common stock in April 2005 for services
(660, 000 common shares issued at $0.02 per
share) 12, 540 - - 13, 200

| ssuance of common stock in April 2005 for services
(678,106 common shares issued at fair
val ue) 14, 322 -- 15, 000

| ssuance of common stock in April 2005 for cash
(415, 000 conmon shares issued at $0.10 per
share) 41, 085 -- 41, 500

| ssuance of common stock in May 2005 for cash
(212,000 common shares issued at $0.10 per
share) 20, 988 -- 21, 200

| ssuance of common stock in June 2005 for cash

(215,000 common shares issued at $0.10 per
share) 21, 285 -- 21, 500
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| ssuance of common stock in July 2005 for cash
(30,000 common shares issued at $0.10 per
shar e) 2,970 -- 3, 000

| ssuance of common stock in October 2005 for cash
(3,010, 000 conmon stock issued at $0.05 per
shar e) 147, 490 150, 500

| ssuance of common stock in Novenber 2005 for cash
(7,85,000 compn stock issued at $0.10 per
share) 777, 150 785, 000

| ssuance of common stock in Decenber 2005 for services
(673,000 common stock issued at fair
val ue) 66, 627 67, 300

| ssurance of common stock in Decenber 2005 for services
(159, 000 conmmon stock issued at fair
val ue) 15, 741 15, 900

| ssuance of common stock in Decenber 2005 for debt
(8,000, 000 conmon stock issued for conversion of
debt) 192, 000 200, 000

| ssuance of commbn stock i n Decenber 2005 for director services
(1, 000, 0000 common stock issued for
servi ces) 24, 000 25, 000

Common st ock
subscri bed
103, 950 - -

Net Loss for the Year Ended Decenber 31,
2005 - - (1,118, 906) (1,118, 906)

Bal ance, Decenber 31, 2005
$ 2,108, 611 $ (1,118, 906) $ 626, 194
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</ TABLE>
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<TABLE>
<CAPTI ON>

<S>

CEREPLAST,
STATEMENT OF CASH FLOWG
DECEMBER 31, 2005 AND 2004

CASH FLOWNS FROM OPERATI NG ACTI VI Tl ES:

Net
Adj

| oss

ustnent to reconcile net loss to net cash

used in operating activities
Depreciation and anortization
Common stock issued for services

(I'ncrease) Decrease in:
Account s Recei vabl e

| nventory

Enpl oyee advances
Deposits

Prepai d Expenses

| ncrease (Decrease) in:
Account s Payabl e

O her Payabl es

Accrued Expenses

NET CASH USED | N OPERATI NG ACTI VI Tl ES

NET CASH USED | N | NVESTI NG ACTI VI Tl ES:
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I NC.

Year End

Decenber 31, Decenber 31
2005 2004

<C <C
$(1, 118, 906) $ (286, 698)
48, 731 24, 347
136, 400 67, 202
(11, 381) (15, 492)
(95, 932) 21, 613
(1, 300) --
(20, 753) (1, 684)
(172, 686) - -
8, 960 89, 822
6, 819 - -
48, 050 (2,601)
(1,171, 998) (103, 491)
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Purchase of property and equi pnent, and intangi bl es

Advances
Paynment s
Advances
Paynment s
Paynment s

CASH FLOANS FROM FI NANCI NG ACTI VI Tl ES:

from shar ehol ders

on advances from sharehol ders
on Credit Lines

on Capital Leases

on Term Loan Payabl e

Funds received from Term Loan Payabl e
Proceeds from Notes Payabl e

Proceeds fromissuance of preferred stock
Proceeds fromissuance of comon stock

NET CASH PROVI DED BY FI NANCI NG ACTI VI TI ES

NET | NCREASE ( DECREASE) | N CASH
CASH, BEQ NNI NG OF PERI GD
CASH, END OF PERI CD
SUPPLEMENTAL DI SCLOSURE OF CASH FLOW | NFORNMATI ON
I nterest paid
Taxes paid

</ TABLE>

(113, 627)

37, 860
(69, 904)
35, 417
(40, 787)
(9,102)

250, 000

1, 583, 923

(2, 170)

38, 749
(133, 313)
22, 087
(4, 211)
(5, 736)
50, 000

75, 000

SUPPLEMENTAL SCHEDULE OF NON- CASH TRANSACTIONS During the year ended Decenber
31, 2005, the Conpany issued 3,170,106 shares valued at $136,400 fair value for
services; the Conpany purchased $183,700 of nolds and equi prent under capital

| eases;
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In addition the Conpany issued 8,000,000 shares in
prom ssory note val ued at $200,000. During the year ended Decenber 31, 2004,
Conpany i ssued 6, 653, 625 shares val ued at $67,202 for services;
Conpany pur chased $27, 709 of nol ds and equi pnent under capital

conversi on

of a

t he

In addition the
| eases.
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CEREPLAST, | NC.
NOTES TO THE FI NANCI AL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004

ORGANI ZATI ON AND LI NE OF BUSI NESS
Organi zati on

Cerepl ast, Inc. (the "Conpany”) was incorporated in the state of Nevada on
Septenber 29, 2001. The Conpany, based in Hawthorne California, began
comrerci al operations January 1, 2002 to provide products and services for
bi odegradabl e packagi ng and organi c waste systens in the food service and
beverage industries. 1In 2005, the Conpany started to re-direct its
operations toward resin manufacturing and expanded its operations in
renting an industrial facility with a warehouse space. In addition, the
conpany enjoyed the use a warehouse space in Mexico.

Li ne of Busi ness

The Conpany has devel oped a breakt hrough technol ogy to produce proprietary
bi o- based resins, which are wused as substitutes for conventional
petrol eum based plastics in a variety of applications, including the
manuf acture of food service itens such as utensils, plates, cups, and
straws as well as agricultural applications. The conmpany was validating
its technology in selling finished products but since m d-2005 the Conpany
started its transition to becone only a resin manufacturer.

SUMVARY OF SI GNI FI CANT ACCOUNTI NG PCLI CI ES

This sunmary of significant accounting policies of Cereplast is presented
to assist in understanding the Conpany's financial statenents. The
financial statenents and notes are representations of the Conpany's
managenent, which is responsible for their integrity and objectivity.
These accounting policies conformto accounting principles generally
accepted inthe United States of Anmerica and have been consistently
applied in the preparation of the financial statenents.
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Revenue Recognition

The Conpany recognizes revenue when services are perforned, and at the
time of shipnent of products, provided that evidence of an arrangenent
exists, title and risk of |oss have passed to the custoner, fees are fixed
or determi nable, and collection of the related receivable is reasonably
assur ed.

Use of Esti mates

The preparation of financial statenents in conformty wth generally
accepted accounting principles requires managenent to nmake estinmates and
assunptions that affect the anobunts reported in the acconpanying financi al
statenents. Significant estimates made in preparing these financial
statenents include the estimate of useful lives of property and equi pnent,
the deferred tax valuation allowance, and the fair val ue of stock options.
Actual results could differ fromthose estinates.

Cash and Cash Equi val ent

The Conpany considers all highly liquid investnents wth an original
maturity of three nonths or |less to be cash equival ents.

Account s Recei vabl e

The Conpany nmmintains an allowance for doubtful accounts for estimted
| osses that may arise if any of its custoners are unable to nake required
paynents. Managenent perforns a review of the receivables past due from
the custonmers on a nonthly basis and reserves against uncollectible itens
for each custoner after all reasonable neans of collection have been
exhausted, and the potential for recovery is considered renote. The
al l onance for doubtful accounts was $3,002 as of Decenber 31, 2005.
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NOTES TO THE FI NANCI AL STATEMENTS
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2. SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES ( Conti nued)
| nventories

Inventories are stated at the | ower of cost (first-in,

first-out basis) or

and

mar ket , and consi sts of finished goods, raw materials,
wor k-in-process. As of Decenber 31, 2005, the inventories are as foll ows:
Fi ni shed Goods $162, 799
Raw Materi al s 97, 626
Wor k-1 n- Process 29, 680
$290, 105

Property and Equi pnent

Property and equi pnment are stated at cost,
the straight-line nmethod over the estimted useful
The estimated wuseful lives of the assets are between 5-7 years.
and mai nt enance expenditures are charged to expense as incurred.
and Equi pnent consi st of:

Mol ds

Dryers

Equi pnent

Furniture & Fixtures
Conput er Equi pnent

Less Accurul at ed Depreci ati on

Net Property and Equi prent
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and depreciation is conputed on
lives of the assets.

Repairs
Property

$126, 000
11, 800
290, 468
5, 456
22,813

83, 098
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Fair Val ue of Financial |Instrunents

SFAS No. 107, "Disclosures About Fair Value of Financial Instrunments”,
requires disclosure of the fair value information, whether or not
recogni zed in the bal ance sheet, where it is practicable to estinmate that
value. The anounts reported for cash, accounts receivable, accounts
payabl e, accrued interest and ot her expenses, approximte their fair val ue
because of their short maturities.

Adverti sing

The Conpany expenses advertising costs as incurred. Advertising costs for
the year ended Decenber 31, 2005 and 2004 were $6,440 and $6, 937,
respectively.

Research and Devel opnent Costs

Research and devel opnment costs are charged to expense as incurred. These
cost consist primarily to produce resin and testing of product. The costs
for the years ended Decenber 31, 2005 and 2004 were $108,069 and $60, 908
respectively.

| ncone Taxes

As of January 2005 the status of the corporation changed from a Subchapter
S Corporation to a C Corporation. The Conpany uses the liability nethod of
accounting for inconme taxes. Deferred tax assets and liabilities are
recogni zed for the future tax consequences attributable to financial
statenents carrying anounts of existing assets and liabilities and their
respective tax bases and operating loss and tax credit carryforwards. The
measurenent of deferred tax assets and liabilities is based on provisions
of applicable tax law. The neasurenment of deferred tax assets is reduced,
i f necessary, by a valuation allowance based on the anmobunt of tax benefits
that, based on avail able evidence, is not expected to be realized.
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FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004
2. SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES ( Conti nued)
Common Shar es

Al'l comon shares amounts give effect to a thirty-three for one stock
split that occurred in the first quarter of 2005.

Loss per Share Cal cul ations

The Conpany adopted Statenment of Financial Standards ("SFAS') No. 128 for
the cal cul ation of "Loss per Share". SFAS No. 128 dictates the cal cul ation
of basic earnings per share and diluted earnings per share. Basic earnings
per share is conputed by dividing inconme avail able to conmmon sharehol ders
by the weighted-average nunber of comon shares available. D luted
earni ngs per share is conputed simlar to basic earnings per share except
that the denominator is increased to include the nunber of additional
conmon shares that would have been outstanding if the potential comon
shares had been issued and if the additional comon shares were dilutive.
The Conpany's diluted 1|oss per share is the sane as the basic |oss per
share for the year ended Decenber 31, 2005 and 2004 as the inclusion of
any potential shares would have had an anti-dilutive effect due to the
Conmpany generating a | oss.

Recently |ssued Accounting Pronouncenents

In Novenber 2004, the FASB issued SFAS No. 151 "lInventory Costs, an
amendnent of ARB No. 43, Chapter 4. The anmendnents nade by Statenent 151
clarify that abnormal anmounts of idle facility expense, freight, handling
costs, and wasted material s (spoi | age) should be recognized as
current-period charges and require the allocation of fixed production
overheads to inventory based on the normal capacity of the production
facilities. The guidance is effective for inventory costs incurred during
fiscal years beginning after June 15, 2005. Earlier application is
permitted for inventory costs incurred during fiscal years beginning after
Novenber 23, 2004. The Conpany has eval uated the inpact of the adoption of
SFAS 151, and does not believe the inpact wll be significant to the
Conpany's overall results of operations or financial position.
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In Decenber 2004, the FASB issued Statenent of Financial Accounting
Standards No. 123R, Share-based Paynent. SFAS 123R revises SFAS 123 and
supersedes APB 25. SFAS 123R wll be effective for the year ending
Decenber 31, 2006, and applies to transactions in which an entity
exchanges its equity instrunments for goods or services and also applies to
liabilities an entity may incur for goods or services that are to follow a
fair value of those equity instruments. Under SFAS 123R  we will be
required to follow a fair value approach using an option-pricing nodel,
such as the Bl ack-Scholes option valuation nodel, at the date of a stock
option grant. The deferred conpensation calculated under the fair val ue
nmet hod woul d then be anortized over the respective vesting period of the
stock option. The adoption of SFAS 123R is not expected to have a nateri al
i npact on our results of operations.

I n Decenber 2004, the Financial Accounting Standards Board i ssued two FASB
Staff Positions - FSP FAS 109-1, Application of FASB Statenent 109
"Accounting for Inconme Taxes" to the Tax Deduction on Qualified Production
Activities Provided by the American Jobs Creation Act of 2004, and FSP FAS
109-2 Accounting and Disclosure Guidance for the Foreign Earnings
Repatriation Provision wthin the American Jobs Creation Act of 2004.
Nei ther of these affected the Conpany as it does not participate in the
rel ated activities.

In March 2005, the SEC released Staff Accounting Bulletin No. 107,
"Shar e- Based Paynent" ("SAB 107"), which provides interpretive guidance
related to the interaction between SFAS 123(R) and certain SEC rules and
regulations. It also provides the SEC staff's views regardi ng val uati on of
share-based paynent arrangenents. In April 2005, the SEC anended the
conpliance dates for SFAS 123(R), to allow conpanies to inplenent the
standard at the beginning of their next fiscal year, instead of the next
reporting period beginning after June 15, 2005. Managenent is currently
eval uating the inpact SAB 107 will have on our financial statenents.
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Recently |ssued Accounting Pronouncenents (continued)

In March 2005, the FASB issued FASB Interpretation No. 47, "Accounting for
Condi tional Asset Retirenent Obligations" ("FIN 47"). FIN 47 provides
guidance relating to the identification of and financial reporting for
| egal obligations to perform an asset retiremnent activity. The
Interpretation requires recognition of a liability for the fair value of a
conditional asset retirement obligation when incurred if the liability's
fair value can be reasonably estimated. FIN 47 al so defi nes when an entity
woul d have sufficient information to reasonably estinmate the fair val ue of
an asset retirenent obligation. The provision is effective no |later than
the end of fiscal years ending after Decenber 15, 2005. The Conpany wi ||
adopt FIN 47 beginning the first quarter of fiscal year 2006 and does not
believe the adoption will have a material inpact on its financial position
or results of operations or cash fl ows.

In May 2005, the FASB issued FASB Statenment No. 154, "Accounting Changes
and Error Corrections.” This new standard replaces APB Opinion No. 20,
"Accounting Changes, and FASB Statenent No. 3, Reporting Accounting
Changes in InterimFinancial Statenents,” and represents another step in
the FASB s goal to converge its standards wth those issued by the |ASB.
Anmong ot her changes, Statenment 154 requires that a voluntary change in
accounting principle be applied retrospectively wth all prior period
financial statenents presented on the new accounting principle, unless it
is inpracticable to do so. Statenent 154 al so provides that (1) a change
in method of depreciating or anortizing a long-lived non-financial asset
be accounted for as a change in estimte (prospectively) that was effected
by a change in accounting principle, and (2) correction of errors in
previously issued financial statenents should be terned a "restatenent.™
The new standard is effective for accounting changes and correction of
errors made in fiscal years beginning after Decenber 15, 2005. Early
adoption of this standard is permtted for accounting changes and
correction of errors made in fiscal years beginning after June 1, 2005 .
The Conpany has evaluated the inpact of the adoption of Statenent 154 and
does not believe the inpact will be significant to the Conpany's overal
results of operations or financial position.

3. CAPI TAL STOCK
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During the years ended Decenber 31, 2005 and 2004 the Conpany issued
28,532,031 shares of common stock for cash of $648,423; 1,338,106 shares
were issued for services with a fair value of 28,200; 2,475,000 shares of
conmon stock issued for conversion of 75,000 preferred shares; Through a
private placenent, which was nmade in reliance upon an exenption from
regi stration under rule 506 of Regul ation D pronul gated under Section 4(2)
of the Securities Act of 1933, 10,820,000 restricted shares of conmon
stock were issued for cash of $935,500; 1In addition 1,832,000 restricted
shares of common stock were issued for services wth a fair value of
$108, 200; 8,000,000 restricted shares of common stock were issued for
conversion of debt for $200,000; 1,050,000 restricted subscribed shares
for cash of $105,000; 75,000 shares of preferred stock for cash of
$75,000; and 201,625 shares of commobn stock for services valued at
$67,202; At Decenber 31, 2005, 2,085,000 shares of common stock were
transferred fromthe stockhol der to various Transferees, and certificates
were reissued with restrictive transfer |legend to the Transferees pursuant
to Section 4(1) of the Act ; subsequent to the year ended Decenber 31,
2004, the Conpany increased its authorized shares to 500,000,000, and
effected a thirty-three for one stock split.

REVOLVI NG LI NES OF CREDI T

The Conpany has a revolving line of credit of $25,000. The borrow ngs under
the credit Iine as of Decenber 31, 2005 was $24,125. The credit line
expires on Novenber 7, 2006. The rate of interest is tied to the prine
i ndex. As of Decenber 31, 2005 and 2004, interest expense was $2, 733 and
$2, 153 respectively.

The Company has another revolving line of «credit of $20,000. The
borrowi ngs under this credit Iine as of Decenber 31, 2005was $20,095. The
interest rate is prime plus 8.75% wth an annual fee of $150 and a credit
protection fee of $0.35 per $100 average daily bal ance. As of Decenber 31,
2005 and 2004, interest expense was $2,907 and $0 respectively.
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4. REVOLVI NG LI NES OF CREDI T (Conti nued)

Al so, the Conpany had a cash reserve line of credit for $1,000 tied to a
credit card with an interest rate of 16.80% The bal ance as of Decenber
31, 2005 and 2004 were $0 and $882.

The Conpany has another revolving credit line in the anbunt of $25, 000.
The borrowi ngs under this credit line as of Decenber 31, 2005 was $23, 409.
The rate of interest is prine plus 5.75% The nonthly paynents vary based
on the anmount outstanding on the line of credit. As of Decenber 31, 2005
and 2004, interest expense was $2,451 and $0 respectively.

5. RENTAL LEASE

In January 2005, the Conpany entered into a sublease and | ease agreenent
for office, industrial and warehouse space. The sublease commenced in
February 2005 with monthly rents of $3,200, and expires in July 2006. Upon
expiration of the sublease, the Conpany will |ease the sane space, which
wi Il commence in August 2006 with nmonthly rents of $4,550, and expires in
January 2010.

In May 2005, the Conpany entered into a | ease agreenent for office and
war ehouse space. The |lease comenced June 1, 2005 with nonthly rents of
$5, 920, and expires in January 2010.

6. LOAN PAYABLE

During the year ended Decenber 31, 2004, the Conpany obtained a term/| oan
payabl e in the amount of $50,000, which bears interest at the rate of
6. 75% per annum and matures in 2009. The nonthly paynents are $984 with
principal and interest. The future paynents on the |oan payable is as
fol |l ows:

Years endi ng

Decenmber 31
2006 9, 736
2007 10, 413
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2008 11, 139
2009 3, 874
35, 162
Less Current Portion of Loan Payabl e 9, 736
Long Term Portion of Loan Payabl e $ 25,426
35
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7. DEFERRED TAX BENEFI T

At Decenber 31, 2005, the Conpany has available federal and state
cumul ative net operating | oss carryforwards of approxinmately $1,118, 906,
whi ch expires at dates that have not been determ ned.

The difference between the Conpany's effective inconme tax rate and the
statutory federal rate for the years ended Decenber 31, 2005 and 2004
relates primarily to losses incurred for which no tax benefit was
recogni zed, due to the uncertainty of realization. The val uation all owance
was $163, 000 and $0 at Decenber 31, 2005 and 2004, respectively. Due to
the change in ownership provisions of the Tax Reform Act of 1986, net
operating |loss carryforwards for Federal incone tax reporting purposes are

subject to significant annual I|imtations. Should a change in ownership
occur, net operating loss carryforwards nay be limted as to use in future
years.

A reconciliation of income tax expense that would result from applying the
U S Federal and State rate of 40%to pre-tax incone from continuing
operations for the years ended Decenber 31, 2005 and 2004, with federal
i ncone tax expense presented in the financial statenments is as follows.
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I ncone tax benefit conputed at U.S. Federal

statutory rate (34% $(380, 428) $ - -
State incone taxes, net of benefit federal taxes (67, 134)
Meal s & Entertai nnent 2,929 --
Accrued Conpensation 7,000 --
Less Val uati on All owance 437, 633 --
I ncone tax expense $ -- $ --

The deferred income tax benefit at Decenber 31, 2005 and 2004 reflects the
i npact of tenporary differences between the anmounts of assets and
liabilities recorded for financial reporting purposes and such anobunts as
neasured in accordance wth tax laws. The itens, which conprise a
signi ficant portion of deferred tax assets and liabilities are
approxi mately as foll ows:

2005 2004
Deferred tax assets:

NOL Carryover $ 437,633 $ - -
Deferred tax liabilities: -- -
Less val uation all owance (437, 633) --
Deferred i ncone tax asset $ -- $ --

The change in the valuation allowance during the year ended Decenber 31,
2005 is $438, 000.

36
<PAGE>
CEREPLAST, | NC.
NOTES TO THE FI NANCI AL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004
8. CAPTI AL LEASE OBLI GATI ONS
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<S>
Capital lease at 20% interest, with
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| ease obligations are as foll ows:

nmont hl'y principal and interest

$674 due Decenber 2008, secured by nold equi pnent.
The purchase option at the end of the |ease

is $1.00.

Capital lease at 32% interest, with
paynments of $47 due February 2008,
purchase option at the end of the

is $1.00.

$ 18,394

nmont hl'y principal and interest
secured by a conputer. The
| ease

863

Capital lease at 32% interest, with nonthly principal and interest

$18 due February 2008, secured by conputer equi pnent.
The purchase option at the end of the | ease
is $1.00. 325

Capital lease at 15%interest, with nonthly principal and interest

$513 due January 2010, secured by nold equi prment.
The purchase option at the end of the | ease
is $1.00 18, 756

Capital lease at 22% interest, with nonthly principal and interest

$820 due January 2007, secured by nold equi prent.
The purchase option at the end of the | ease
is $1.00 16, 767

Capital lease at 12% interest, with nonthly principal and interest

$214 due January 2007, secured by equi prment.
The purchase option at the end of the | ease
is $1.00 4,567

Capital |lease at 22% interest, with nonthly principal and interest

$214 due January 2007, secured by equi pnent.
The purchase option at the end of the | ease
is $1.00 3,162
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Capital lease at 13%interest, with nonthly principal and interest paynents of

$1, 128 due January 2009, secured by equi prment.
The purchase option at the end of the |ease
is $1.00 36, 269

Capital lease at 29% interest, with nonthly principal and interest paynents of

$1, 369 due January 2010, secured by equi pnment.
The purchase option at the end of the |ease
is $1.00 40, 860

Capital lease at 21% interest, with nonthly principal and interest paynents of

$1, 028 due January 2008, secured by equi prment.
The purchase option at the end of the | ease
is $1.00 26, 448

Less
current
portion

</ TABLE>
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8. CAPTI AL LEASE OBLI GATI ONS ( Cont i nued)
Future paynents on capital |ease obligations are as foll ows:

Year s endi ng
Decenber 31,

2006 72, 345
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10.

2007 71,520

2008 57,588

2009 27,098

2010 8,728

Total Paynents 237,279

Less Interest portion 70, 868
Present value of future paynents $ 166, 411

Leased assets under capital obligations, conprised of warehouse equi pnent,
and conputer equipnent is as follows at Decenber 31, 2005:

Assets under capitalized | eases $ 211, 409
Accunul at ed anorti zati on 28, 680
$ 182,729

The assets have been recorded under property and equi pnent, and are being
anortized over the estimated lives of the assets |eased. Anortization of
assets |leased is included in depreciation and anortizati on expense.

RELATED PARTY

At Decenber 31, 2005 and 2004, the loans in the amount of $126,125 and
$158, 170, respectively, are from the shareholders, and bear interest
payable at the rate of 6% per year. The principal is due in June 2006.

During the nine nonths ended Septenber 30, 2005, one of the Conpany's
custonmers | oaned $50,000 to the Conpany at the rate of 9% per year. The
principal and interest is due and payable in June 2006.

SUBSEQUENT EVENTS
On or about January 4, 2006, the mpjority shareholder transferred

2,130,000 shares of commobn stock to various Transferees and reissued
certificates with restrictive transfer |egend to the Transferees pursuant
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to Section 4(1) of the Act.
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On or about January 15, 2006, the Conmpany comrenced a private placenent of
up to eight mllion (8,000,000) shares of its comobn stock (the "Shares")

at a price of twelve and half cents ($0.125) per Share. The

private

pl acenent, which was nade in reliance upon an exenption fromregistration
under Rule 506 of Regulation D promulgated under Section 4(2) of the
Securities Act of 1933, as anended, was termnated by the Conpany on
February 15, 2006. The Conpany raised approximtely $1,346,275 in gross

proceeds fromthis offering.

In February 2006, the Conpany entered into a new |ease agreenent
additional industrial and warehouse space, wth nonthly rents of $2, 250,

and expires in January 2010.

February 2006, the Conpany entered into a $10, 000,000 private equity line

of financing agreenment with Cunorah Capital, 1Inc. (the Investor),
commtnment period of twenty-four nonths. Based on the anount

advance, the Investor can purchase shares of commopbn stock at an exchange
rate equal to 90% of the narket price during the pricing period.
5,000,000 shares commtnment fee was paid by the Conpany at tinme of

cl osi ng.
39
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