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CALCULATION OF REGISTRATION FEE

Title of each class to be | Amountto be] Proposed maximum Proposed maximum Amount of
registered registered offering price per aggregate offering price| registration fee
sharg1)

Common stock, $0.001 par
value per share(2) 12,033,16 $0.95 $1143151055 $44926

Common stock, $0.001 par
value per share (3) 9,212,295 $0.95 $8,751,680.25 $34394

Common stock, $0.001 par
value per share (4) 606,664 $0.95 $576,33270 $22.58
Total 21852130 $0.95 $20,75952350 $815.78

(1) Estimated solely for purposes of calculating the registration fee in accordance with Rule 457(c) under the
Securities Act of 1933 based on the average of the high and low sale priceaftinen stock as reported on the
Overthe-Counter Bulletin Board on January 18, 2008.

(2) In accordance with the Registration Rights Agreement, 10,449,833 represents 130808883 3Fhares of
common stock issuable in connection with the conversi®@eaior Secured Convertible Notes in accordance with
the Securities Purchase Agreement dated December 20, 2007 between us and Highbridge International LLC,
Professional Offshore Opportunity Fund, Ltd., Cranshire Capital, LP, Iroquois Master Furahidiother
investorsat an initial conversion price equal to $0.60 per share and 933,331 shares issued in accordance with
acceptance of subscriptions on December 6, 2007h e C o rppvatepfabesent offering

(3) Represents shares underlying warraotstpur chase 8, 038, 333 shares of the Co
exercise price of $0.80 per share, issuable in accordance with the Securities Purchase Agreemegeddied De

20, 2007 between the Company, Highbridge International LLC and other invastbvgrrants to purchase

1,062,500 shares of the Companyds common stock at a pr|
the placement agent in connection with the Securities Purchase Agreement dated December 20, 2007 between the
Company ad Highbridge International LLC.

4Represents shares underlying warrants to purchase 466
exercise price of $50 per share issible to subscribersofh e Company 6 s prieategladersent 6, 2007
offeringand warrants to purchase 140,000 shares of the Comp
issuable to persons who acted as the placement agent in connection with the offering.

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCHADE OR DATES
AS MAY BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL FILE A
FURTHER AMENDMENTWHICH SPECIFICALLY STATES THAT THIS REGISTRATION STATEMENT
SHALL THEREAFTER BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8(A) OF THE
SECURITIESACT OF 1933, OR UNTIL THE REGISTRATION STATEMENT SHALL BECOME EFFECTIVE
ON SUCH DATE AS THE SECURITIES AND EXCHANGE COMMISSION, ACTING PURSUANT TO SAID
SECTION 8(A), MAY DETERMINE.

The information in this prospectus is not complete and may be changed. The Selling Security Holders may not sell
these securities until the registration statement filed with the Securities and Exchange Commission is effective. This
prospectus is not an eff to sell these securities and it is not soliciting an offer to buy these securities in any
jurisdiction where the offer or sale is not permitted.
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THE INFORMATION IN THIS PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED. WE
MAY NOT SELL THESE SECURITIES UNTIL THE REGISTRATION STATEMENT FILED WITH THE
SECURITIES AND EXCHANGE COMMISSION IS EFFECTIVE. THIS PROSPECTUS IS NOT AN
OFFER TO SELL THESE SECURITIES AND IT IS NOT SOLICITING AN OFFER TO BUY THESE
SECURITIES IN ANY STATE WHERE THE OFFER OR SALE IS NOT PERMITTED.

PRELIMINARY PROSPECTUS SUBJECT TO COMPLETION DATED MARCH __, 2008

ENTERCONNECT INC.

This prospectus relates to shares of common stock of EnterConnect Inc. that may be offered for sale for the account
of the selling stockholders identified tinis prospectus. The selling stockholders may offer and sell from time to

time up t021,852,13Ghares of our common stock, which amount includes 1,202,500 shares to be issued to
placement agents, only if and when the placement agents exercise wardhbisthem.

Our common stock is traded on tECNI.dhE dosiyypricéferourn Boar d ul
common stock oiMarch 18, 2008wvas $1.05. These securities are speculative and involve a high degree of risk.

The securities being offeredn der t hi s prospectus involve a high degree
page 3 to read about significant risk factors you should consider before investing in the securities.

Neither the Securities and Exstate aesugitees cGnomisaidn fias approvedot he A S|
disapproved these securities or passed upon the accuracy or adequacy of this prospectus. Any representation to the
contrary is a criminal offense.

Our principal executive offices are located at 100 Century €&utert, Suite 650, San Jose, California 954537
and our telephone number is (408) 4H00.

PLEASE REFER TO "RISK FACTORS" BEGINNING ON PAGE __.

The purchase of the securities offered through this prospectus involves a high degree of risk. You should
invest in our common stock only if you can afford to lose your entire investment. You should carefully read
and consider the section of this prospectus titled "Risk Factors" beginning on pagebefore buying any
shares of our common stock.

The information in this prospectus is not complete and may be changed. The Selling Stockholders may not
sell or offer these securities until the registration statement of which this prospectus forms a part filed with
the Securities and Exchange Commission is effectivEhis prospectus is not an offer to sell these securities
and it is not soliciting an offer to buy these securities in any state where the offer or sale is not permitted.

THE SECURITIES AND EXCHANGE COMMISSION AND STATE SECURITIES REGULATORS HAVE
NOT APPROVED OR DISAPPROVED OF THESE SECURITIES, OR DETERMINED IF THIS
PROSPECTUS IS TRUTHFUL OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

The dateof this prospectus is March __, 2008
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PROSPECTUS SUMMARY

The following summary highlights selected information contained in this prospectus. This summary does no
all the information you should consider before investing in our securities. Before making an investment deci
youshouldd ead the entire prospectus carefully, inclu
the notes to the financial statements.

Our Company

EnterConnect Inc., a Nevada corporation ( foEn
November 13, 2006 as Priority Software, Irihe Company was formed to acquire, depemarket and sell
EnterConnect E, a software program that provides

search and security (AEnter Connecto).

On December 21, 2006, the Company and Enterpulse consummated an Asset Purchase Agreeigr
the Company acquired the EnterConnect platform and certain related assets and personnel for the aggregal
purchase price of $1,065,98@n January 5, 2007 to reflect the C
platform, the Company amended its Blgis of Incorporation to change its name to EnterConnect, Inc.

Our Business

The Company is a developer in enterprise portal strategies and best practices to deliver proprietary
Obusteradyd empl oyee, cust om®urpradrct and softwaresaservigen(BanS) |
offerings are deployed through our propriety application exchange, which SaaS enables other Independent
Vendors (ISVs) and their applicationmaking it as easy as possible for global mdrket companies tind, try
and buy software or services that meet their needs and budget.

Our Principal Offices

The Companyés principal offices are |l ocated
95112.

The Offering

This offering relates to the @f and sale of our common stock by the selling stockholders identified in
prospectus. . The selling stockholders may offer and sell from time to time2ayBt&2,130hares of our common
stock, which amount includes 1,202,500 shares to be issydacement agents, only if and when the placement
agents exercise warrants held by them. The selling stockholders will determine when they will sell their sha
in all cases will sell their shares at the current market price or at negotiated pticetirae of the sale. Although
we have agreed to pay the expenses related to the registration of the shares being offered, we will not recei
proceeds from the sale of the shares by the selling stockholders.

Risk Factors

Investing in these sectias involves a high degree of risk. As an investor, you should be able to bear
complete loss of your investment. See the risk factors ondafjthis prospectus.

I contain
sion,
ding th

ter Conn
docume
t whe

te
ompanyo

sol ut |
Software
at 100
this
res, and
ve any

a

{Client\00242%C137600126061.DOC;1}



FORWARD-LOOKING STATEMENTS

This Prospectus contains forwaabking statements. Sudbrward-looking statements include statements

regarding, among other things, (a) our projected sales and profitability, (b) our growth strategies, (c) anticipated

trends in our industry, (d) our future financing plans and (e) our anticipated needsKmgveapital. Forward
looking statements, which involve assumptions and describe our future plans, strategies, and expectations,
generally identifiable by use of the words fAmayad
ii nteerndfpr oj ecto or the negative of these words
This information may involve known and unknown risks, uncertainties, and other factors that may cause our
results, performance, or achieventett be materially different from the future results, performance, or
achievements expressed or implied by any forvaofting statements. These statements may be found under

are
or ot
actual

AiManagement 6s Discussi on an dPlahof @demptamisso oafn dF ifinBaunsci i heels s®o na

in this Prospectus generally. Actual events or results may differ materially from those discussed inléariiagd

statements as a result of various factors, oirmol wdidng,

matters described in this Prospectus generally. In light of these risks and uncertainties, there can be no ass
the forwardlooking statements contained in this filing will in fact occur. In addition to the information express
requiredto be included in this filing, we will provide such further material information, if any, as may be nece
to make the required statements, in light of the circumstances under which they are made, not misleading.

SUMMARY FINANCIAL INFORMATION

The following table summarizes our financial information. You should read this information together with the
financial statements and the notes to the financial statements appearing elsewhere in this prospectus.

ENTERCONNECT INC.
Statement of Operations

From November

13, 2006
From November 6 Nine Months (Inception)
2006 (Inception) Ended through
through Decembel Decembe 31, Decamber 31,
31, 2007 2007 2007
Revenue $ 118,29($ 118298% 65,99¢
Sales and Marketing 531,04 35893( 413,76
General and Administrative 1,370,29 966,464 1,080,59i
Research and Development 1,039,61! 807,977 747,10t
Operating Loss (2,822,667 (2,015,073 (2,175,467
Other Expenses
Interest Expense 1,310,70 1,101532 223,14:
Total Other Expense 1,310,70! 1,101,53. 223,14:
Net Loss $ (4,133,376$ (3,116605% (2,398,608
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RISK FACTORS

This investment involves a high degree of risk. Before you invest you should carefully consider dhd risks
uncertainties described below and the other information in this prospectus. There may be additional risks that we do
not know of or that we consider immaterial. All of these risks may impair our business operations. If any of the
following risks are ealized, our business, operating results and financial condition could be materially harmed and
the value of our stock could go down. This means you could lose all or a part of your investment.

The Company has a Limited Operating History

The Company wasnly recently formed and has no operating history in its intended field of endeavor and
has sustained substantial losses. Since inception, the Company has suffered a ne4,l333%&to December
31, 2007 There can be no assurance that the Compahbevsuccessful in building its business or that its business
model will prove to be successful.

Our Auditors have Issued a Going Concern Opinion

Our independent public accountants have expressed a going concern opinion of our financial statements as
of March 31, 2007. This means there is substantial doubt that the Company can continue as a going concern without
additional financing and/ayenerating profitsIf we are unable to do so, we will likely have to cease operations and
you may lose all of yar investments.

The Company has Material Future Financing Needs

The Company's business model requires additional financing in order to expand its marketing and sales
efforts. No assurance can be given that additional financing will be available tortiga@pon acceptable terms, if
at all. If the Company raises additional funds by issuing additional equity securities, further dilution to existing
equity holders will result. If adequate additional funds are not available, the Company may be requited to cu
significantly its longterm business objectives and its results from operations may be materially and adversely
affected. Accordingly, there is substantive doubt whether the Company can fulfill its business plan or commence
revenue generating opemts.

If We Are Unable To Raise Capital In The Future, We May Be Unable To Fund Operating Cash Shortfalls

There can be no assurance that additional financing, may be available to us on acceptable terms, or at all.
Our inability to obtain any needed finging could hinder our ability to fund our operations and our sales efforts.
Any financing may cause significant dilutiom existing stockholders. Any debt financing or other financing of
securities senior to common stock likely will include financial atiter covenants that will restrict our flexibility.
At a minimum, we expect these covenants to include restrictions on our ability to pay dividends on our common
stock.

Shares Eligible for Future Sale

All of the shares of Common Stock outstanding pidothis Offering, or issued in connection with the
conversion of the Debentures or the Warrants, are fAres/|
promul gated under the Securities AagenergidndeiRul@ B44,aas amend
person (or persons whe shares are aggregated) who has satisfied-geaméholding period may under certain
circumstances sell without registration under the Securities Act within anyrttoeth period that number of shares
which daees not exceed the greater of one percent of the then outstanding Common Stock or the average weekly
trading volume of such stock during the four calendar weeks prior to suchRsdée144 also permits, under certain
circumstances, the sales of sharefiaut any volume limitation by a person who has satisfied ayleo holding
period and who is not, and has not been for the preceding three months, an affiliate of the Company.

Our Directors, Executive Officers and Principal Stockholders have Effectiventtal of the Company, Preventing
Non-Affiliate Stockholders from Significantly Influencing Our Direction and Future

3
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Our directors, officers, 5% stockholders and their affiliates control approxin@@¥yf our outstanding
shares of common stock and ar@ested to continue to control a majority of our outstanding common stock
following any financing transactions projected for the foreseeable future. These directors, officers and affiliates
effectively control all matters requiring approval by the stockéigdincluding any determination with respect to
the acquisition or disposition of assets, future issuances of securities, declarations of dividends and the election of
directors. This concentration of ownership may also delay, defer, or prevent a ehaogtal and otherwise
prevent stockholders other than our affiliates from influencing our direction and future.

There is Only a Limited Public Market for Our Common Stock, and even if a Market Develops, It Will Likely be
Thin and Subject To Manipulation

There is only a limited public market for our common stock, and we can provide no assurance that a public
market for our common stock will develop in the future. Even if a public market does develop, the volume of trading
in our common stock will presurbby be limited and likely dominated by a few individuals. The limited volume, if
any, will make the price of our common stock subject to manipulation by one or more stockholders and will
significantly limit the number of shares that one can purchaseldn sethort period of time. An investor may find
it difficult to dispose of shares of our common stock or obtain a fair price for our common stock in the market.

The Market Price for Our Common Stock Will Likely Be Volatile and May Change Dramaticallypy Time

The market price of our common stock, like that of the securities of otherstagly companies, may be
highly volatile. Our stock price may change dramatically as the result of announcements of our quarterly results, the
rate of our expansiosjgnificant litigation or other factors or events that would be expected to affect our business or
financial condition, results of operations and other factors specific to our business and future prospects. In addition,
the market price for our common skomay be affected by various factors not directly related to our business,
including the following:

intentional manipulation of our stock price by existing or future stockholders;

short selling of our common stock or related derivative securities;

a single acquisition or disposition, or several related acquisitions or dispositions, of a
large numbeof our shares;

the interest, or lack of interest, of the market in our business sector, without regard to
our financial condition or results of operations;

the adoption of governmental regulations and similar developments in the United
States or abmad that may affect our ability to offer our products and services or affect
our cost structure;

developments in the businesses of companies that purchase our products; and
economic and other external market factors, such as a general decline inpriagset
due to poor economic indicators or investor distrust.

O¢ O¢ O¢

O¢

Ox¢

O¢ O«

Our Ability to Issue Preferred Stock and Common Stock May Significantly Dilute Ownership and Voting
Power, Negatively Affect the Price of Our Common Stock and Inhibit Hostile Takeovers

Under ou Articles of Incorporation, we are authorized to issue up to 10,000,000 shares of preferred stock
and 100,000,000 shares of common stock without seeking stockholder approval. Our board of directors has the
authority to create various series of prefermeis with such voting and other rights superior to those of our
common stock and to issue such stock without stockholder approval. Any issuance of such preferred stock or
common stock would dilute the ownership and voting power of existing holders adrmuanan stock and may have
a negative effect on the price of our common stock. The issuance of preferred stock without stockholder approval
may also be used by management to stop or delay a change of control, or might discourage third parties from
seeking a&hange of control of our company, even though some stockholders or potential investors may view
possible takeover attempts as potentially beneficial to our stockholders.

Arbitrary Determination of Offering Price

The offering price for the shares of CommBtock was determined arbitrarily, and such price should not

4
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be considered an indication of the actual value of the Company as it bears no relationship to the book value, assets,
or earnings to the Company or to other recognized criteria of value.

We dend on key management personnel for our future success

Our success will depend in large part on the continued services of Sam Jankovich, our Chairman and Chief
Executive Officer. The loss of his services may materially and adversely affect our busthessu#ts of
operations.In addition, if any key management personnel resigfioin a competitor or form a competing
company, the loss of such personnel, together with the loss of any clients or potential clients to such competitor,
could materially anddversely affect the business and results of operations of the compamgntly, we do not
have any agreements with Mr. Jankovich prohibiting him from joining competitors, forming competing companies,
soliciting existing clients or disclosing informaii deemed confidential to us; there is no guarantee that such
agreements will be effective in preventing the key management personnel from engaging in the prohibited actions.
We cannot guarantee that we will be able to replace any of these individtr@seivent their services become
unavailable.

Expansion and Retention of Client Accounts

Our success depends on our ability to attract and retain clients, these clients can terminate their accounts on
little or short notice. Currently, we have engagedrity limited sales and have no customers. Accordingly, we may
lose or gain significant accounts each year. There can be no assurance that we can retain our existing clients and
add new clients as it attemp-Custaiear sexdpand its business.

Competition

Although we believe we will be able to compete on the basis of the quality of our service, price and
reputation, and build personal relationships with clients, there can be no assurance that we will be able to generate or
improve our ompetitive position as/e implementour proposed marketing prograie e A BuUGad mpeetsi t i on. 0

Control by Current Stockholders

We are currently controlled by Sam Jankovich, our Chairman and Chief Executive Officer, and Private
Capital Groop, whésenABE€EGncipal, Mi chael Wainstein, ser
approximately 3.2% and 8.5% of our Common Stock respectivelyhe principal stockholders will continue to
own Common Stock giving them voting control over @nce he Common Stock does not have cumulative voting
rights, they will be able to determine and direct our affairs and policies and the use of all funds available to us.
Conversely, purchasers of Common Stock will have no effective voice in the managernentofrtipany.See
iSecurity Ownership of Management and Certain Security

Absence of Cash Dividends

It is unlikely we will declare or pay dividends on Common Stock in the foreseeable future out of future
earnings, if any, even if permitted to go under applicable lawwe currently intend to retain earnings, if any, to
fund our continued operations and proposed expanSom.e fiDi vi dend Pol icy. 0

If the protection of intellectual property is inadequate, competitors may gain access to our canednt
technology

We seek to develop and maintain the proprietary aspects of our products and technology. To protect this
proprietary content and technology, we rely primarily on a combination of contractual provisions, confidentiality
procedures, trade sets and patent, copyright, and trademark laws.

We seek to avoid disclosure of our trade secrets through a number of means including, but not limited to,
requiring those persons with access to our proprietary information to execute confidentiality atge@/seseek
to protect our software, documentation, and other written materials under trade secret and copyright laws, which
afford only limited protectionWe cannot be certain that any of our proprietary rights with respect to our products

5
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and service will be viable or of value in the future because, among other reasons, the validity, enforceability and
type of protection of proprietary rights in our industries are uncertain and still evolving and many different entities
are simultaneously seekingdtiectual property rights relevant to software based applications.

We have no patents and may not receive a patent related to any of our products and services. Our future
patents, if any, may be successfully challenged, rendering them invalid or ueabtermr may not provide us with
any competitive advantages. We may not develop proprietary products or technologies that are patentable and other
parties may have dominating patent claims. Additionally, other parties may have patent rights refadirsguoe
subject matter covered by patents issued to us, enabling them to use the patented technology or license it to others
without our consentThe validity and enforceability of our future patents, if any, may also be affected by future
legislative ations or judicial decisions.

Our trademarks may not provide us with any competitive advantages. None of our trademarks may be
registrable, and other parties may have priority of use of such trademarks or variants thereof.

Despite our efforts to proteour proprietary rights, unauthorized parties may attempt to copy aspects of
our products and intellectual property or to obtain and use information that we regard as profaiaing
unauthorized use of our products is difficult, and while we arblarta determine the extent to which piracy of our
intellectual property exits, piracy can be expected to be a persistent prdhladdition, the laws and enforcement
mechanisms of some foreign countries do not protect our proprietary rights as ndecth@saws of the United
States.Our means of protecting our proprietary rights may not be adequate and our competitors may independently
develop similar technology, duplicate our products, or design around patents issued to us, our content, or other
intellectual property.

There has been a substantial amount of litigation in the Internet industry regarding intellectual property
rights. It is possible that in the future third parties may claim that we or our current or potential future products or
servies infringe upon their intellectual propertWe expect that developers and providers-cbmmerce solutions
will increasingly be subject to infringement claims as the number of products and competitors in this industry
segment grows and the functiongldf products in different industry segments overla@gy claims, with or
without merit, could be timeonsuming, result in costly litigation, cause delays in implementation of our services or
require us to enter into license agreemehtsenses, if rquired, may not be available on terms acceptable to us,
which could seriously harm our business.

Our business is subject to U.S. and foreign government regulation of the Internet.

We are affected by government regulation of the Internet by the Unitexs Sahthe state, local and federal
government levels, arfdreign governmental bodie®ecause new legislation is continuously being created and
implemented, we are not certain how our business will be impacted and cannot predict if or how any future
legislation would impact our businesk addition, we may be indirectly affected by certain new legislation to the
extent it impacts our clients and potential clients.

We will incur increased costs as a result of being a public company.

As a public compay, with a class of reporting securities, we incur significant legal, accounting and other expenses
that we did not incur as a private company. We will incur costs associated with our public company reporting
requirements. We also anticipate that we witlir costs associated with the new rules implemented by the
Securities and Exchange Commission. We expect these rules and regulations to increase our legal and financial
compliance costs and to make some activities moredonsuming and costly.

Our stok is a penny stock and there are significant risks related to buying and owning penny stocks.

Rule 159 under the Securities Exchange Act of 1934 imposes additional sales practice requirements-on broker
dealers that sell neNASDAQ listed securities expein transactions exempted by the rule, including transactions
meeting the requirements of Rule 506 of Regulation D under the Securities Act and transactions in which the
purchaser is an institutional accredited investor (as defined) or an establistoedecy(as defined) of the broker or
dealer. For transactions covered by this rule, a brd&ater must make a special suitability determination for the
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purchaser and have received the purchaser dhgthisvrulée tt en ¢ o
may adversely affect the ability of brokéealers to sell our securities and may adversely affect your ability to sell
any of the securities you own.

The Securities and Exchange Commi s s i o-dNasdag equity secuiittons de f |
that has a market price (as defined in the regulations) of less than $5.00 per share or with an exercise price of less

than $5.00 per share, subject to some exceptions. For any transaction by @éatdeinvolving a penny stock,

unless exempt, the rules require delivery, prior to any transaction in a penny stock, of a disclosure schedule prepared

by the SEC relating to the penny stock market. Disclosure is also required to be made about commissions payable to

both the brokedealerand the registered representative and current quotations (bid and ask prices) for the securities.
Finally, monthly statements are required to be sent disclosing recent price information for the penny stock held in

the account and information on the lintitmarket in penny stocks. Our market liquidity could be severady

adversely affected by these rules on penny stocks.

USE OF PROCEEDS

We will not receive any proceeds from the consummation of this Offaritess and until the selling stockholders
decide to exercise those warrants which do not have a cashless exercise provision

DETERMINATION OF OFFERING PRICE

The selling security holders will selp t021,852,13Gcommon shares at prevailing market prices or privately

negotiated prices. The nunmtha common shares that may be actually sold by a selling security holder will be
determined by each selling security holder. The selling security holders are under no obligation to sell all or any
portion of the common shares offered, nor are the sediagrity holders obligated to sell such shares immediately
under this Prospectus. A shareholder may sell common stock at any price depending on privately negotiated factors
such as a shareholder's own cash requirements, or objective criteria of valas thelmarket value of our assets.

DISCLOSURE REGARDING OUR RECENT FINANCING AND CONVERSION OF NOTES AND
EXERCISE OF WARRANTS

Terms of Financing Documents

Securities Purchase Agreement

On December 20, 2007, the Company consummated subscriptiorsevtédm investors pursuant to which
the Company sold $4,823,000 of Senior Secured Convertible Notes (the "Noteglsed of 10% interest coupon
convertible into 8,038,333 sharekits common stock, par value $0.001 per share (the "Common Stick")
conversion price of $0.68nd warrants (the "Warrants") to purchase 8,038,333 shares of Common Stock at an
exercise price d$0.80per share. The Warrants may be exercised at any time and expire in 5 years

Under the Securities Purchase Agreement, we laligated to pay all costs and expenses incurred by us in
connection with the negotiation, preparation and delivery of the transaction documents, as well as the costs
associated with registering the common shares underlying the Notes being offeredriosihéectos.

Future Capital Raising Limitationg.he Company may not, without the prior written consent of a majority

in-interest of the Investors, negotiate or contract with any party to obtain additional equity financing (including debt
financing with arequity component) involving the following:
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1. Issuance of shares of Common Stock at a discount to the market price of such stock;

2. Issuance of convertible securities that are convertible into an indeterminate number of sha
Common Stock; or

3. Il ssuance of war rmtBe rdiuag d-opPefothizegins dnathe Rlosing
Date and extends until the later of (i) two hundred seventy (270) days from the Closing Da
(i) one hundred eighty (180) days from the date the Redimtr&tatement is declared effective
(plus any days in which sales cannot be made thereunder).

In addition, the Securities Purchase Agreement provides the Investors the right of first refusal of any future
equity offerings (including debt with an equitpmponent) for the period beginning on the Closing and ending two
(2) years after the end of the Leakp Per i od (t he ARight of First Refusal o)
Investor @ option to purchase its pro rata share of the securitieg) ldfered in the future offering on the same
terms as contemplated by such Future Offering.

Notwithstanding the above, such limitations shall not apply to any transaction involving:

1. issuances of securities in a firm commitment underwritten pufficing (excluding a continuot
offering pursuant to Rule 415 under the 1933 Act, an equity line of credit or similar financir
arrangement) resulting in net proceeds to the Company of in excess of $1,500,000; or

2. issuances of securities as consitierafor a merger, consolidation or purchase of assets, or i
connection with any strategic partnership or joint venture (the primary purpose of which is
raise equity capital), or in connection with the disposition or acquisition of a busineas;tproc
license by the Company.

The limitations also shall not apply to the issuance of securities upon exercise or conversion of the
Companyds options, warrants or other convertible secul
additional options or warrants, or the issuance of additional securities, under any Company stock option or restricted
stock plan approved by the shareholders of the Company.

Liquidated DamagesiVe are liable to pay liquidated damages in shares or cash, ategtion, equal to
3% of the outstanding amount of the Notes per month plus accrued and unpaid interest if we breach any (i) covenant
set forth in the Securities Purchase Agreement, including the failure to comply with blue sky laws, timely file all
public reports, use the proceeds from the sale of the Notes in the agreed upon manner, obtain written consent from
the Investors to negotiate or contract with a party for additional financing, reserve and have authorized the required
number of common shares, miiin the listing or quotation of our common shares on an exchange or automated
guotation system or maintaining our corporate existence; or (ii) representation or warranty regarding the condition of
our company set forth in the Securities Purchase Agreemen

Collateral Agency and Pledge and Security Agreement

In connection with the Securities Purchase Agreement and as security for the Notes, we executed a
Coll ater al Agency Agreement and a Pledge andntSedurity
granting the Investors a continuing security interest in, a continuing first lien upon, an unqualified right to
possession and disposition of, and a right ofo$leagainst, in each case to the fullest extent permitted by law, all of
the Compagmtybstirtl e and interest in all of the Company
Security Agreements, events of default occur upon the occurrence of an event of default as defined in the Notes.

The Pledge and Security Agreement perniits tnvestors, upon an Event of Default, to take title to, receive
payment from and sell the collateral.

Warrants

Exercise Terms and LimitatioWe simultaneously issued to the Investors five (5) year Warrants to
purchase 8,038,333 shares of our commacksat an exercise price of $0.8Dhe Investors have contractually

8
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agreed to restrict their ability to exercise the Warrants and receive shares of our common stock such that the number
of shares of our common stock held by them and their affiliates saftdr exercise does not exceed 4.99% of the
then issued and outstanding shares of our common stock.

Cashless Exercisdf the shares of common stock underlying the Warrants are not registered, then the
Investors are entitled to exercise the Warrants oashless basis without paying the exercise price in cash. In the
event that the Investors exercise the Warrants on a cashless basis, then we will not receive any proceeds.

Anti-Dilution. The Warrantsé exercise pri ce esmudhlas sbeariteadj ust e
issued in connection with the Notes, excluding if we issue common stock at a price below market price, if we pay a
stock dividend, subdivide or combine outstanding shares of common stock into a greater or lesser number of shares,
ortake such other actions as would otherwise result in d

Notes

Interest, Maturity and Conversioithe Notes bear interest at 10% per annum, mature three (3) years from
the issuance date, and are convertible into sharesrafommon stock at the rate of $0&® share. The aggregate
principal amount of the Notes is $4,823,000. Thus, the Investors may convert the Notes into an aggregate amount
8,038,333 shares of the Company's common stock ("Conversion Shares").

Conversbn Limitation.The Investors have contractually agreed to restrict their ability to convert the Notes
and receive shares of our common stock such that the number of shares of our common stock held by them and their
affiliates after such conversion does eateed 4.99% of the then issued and outstanding shares of our common
stock.

RedemptionAt any time prior to December 20, 2008, the holders have the right to redeem the Notes for
100% of the remaining balance of the Notes.

PrepaymentThe Notesnay notbe prepaid by the Company

Anti-Dilution. The conversion pricef the Noteswill be adjusted in certain circumstances such as if we
issue common stoclr convertible securities which convert into common statl price below the Conversion
Price, excepffor any securities issued in connection with the Notes, if we pay a stock dividend, subdivide or
combine outstanding shares of common stock into a greater or lesser number of shares, or take such other actions as
would otherwise result in dilution ofthenve st or s 6 posi ti on.

DefaultAn A Event of Defaulto occurs if we:

9 Fail to pay the principal or interest when due;

q Fail to issue shares of common stock upon receipt of a conversion notice;

1 Fail to file a registration statement withBO days following the Closing or fail to have
registration statement efféo¢ 120days following the Closing;

9 Fail to maintain a number of authorized shares of common stock sufficient for the Inve
convert the Notes;

q Breach any material covenant or other material term or condition in the Notes or the S
Puchase Agreement;

1 Breach any representation or warranty made in the Securities Purchase Agreement
document executed in connection with the financing transaction;

9 Fail to maintain the listing or quotation of our common stock on the OTCB&nharquivaler

exchange, the Nasdaq National Market, the Nasdag SmallCap Market, the New Yor

Exchange, or the American Stock Exchange;

Apply for or consent to the appointment of a receiver or trustee for us or any pfapary or

business, osuch a receiver or trustee shall otherwise be appointed;

1 Have any money judgment, writ or similar process shall be entered or filed against us ¢
our subsidiaries or any of our property or other assets for more than $50,000, and sha
unvacated, unbonded or unstayed for a period of twenty (20) days unless otherwise con

9
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by the Investors;

Breach any material provision of the Security Agreements;

Institute or have instituted against us or any of our subsidiaries any bamkrupsolvency
reorganization or liquidation proceedings or other proceedings for relief under any bankru
or any law for the relief of debtors; or

9 Default under any Note issued pursuant to the Securities Purchase Agreement.

=a =

Value of SharesUnderlying Notes

The maximum aggregate dollar value of the 8,038,333 shares of common stock underlying the Notes that
the Company has registered for resale7i$$6.416.35T he mar ket price for the Compan)
Issuance Date wa®®5er share based on the closing price on December 20, 2007, the last closing price prior to
the Issuance Date.

Fees and Payments Associated with Transaction

The following table discloses the dollar amount of each payment (including the dollar value of any
payments to be made in common stock) in connection with the financing transaction that the Company has paid, or
may be required to pay to any Selling Stockholder, any affiliate of a Selling Stockholder, or any person with whom
any Selling Stockholder hascantractual relationship regarding the transacfidre table also reflects the potential
net proceeds to the Company from the sale of the Notes and the total possible payments to all selling shareholders
and any of their affiliates in the first year flting the sale of convertible notéale intend to use all proceeds
received in connection with the financing transaction for general corporate, business development and working
capital purposes. For purposes of this table, we assumed that the aggré#a82®000 in Notes were issued on
December 20, 2007. There are no other persons with whom any Selling Stockholder has a contractual relationship
with regarding the transaction.

Structuring Maximum Maximum
and Due  Possible Maximum  Possible Maximum Maximum Net
Diligence Interest Redemptior Liquidated First Year Possible Proceeds ti
Finder ¢ Fee§ Payment$? Premium® Damage§’ Payment$® Payments® Company”

$C $ 0.0 $ 247,62($ 0.C $ 153,79. $5,478,91° $ 466,48 $4,356.58;
Q) None
(2) Maximum possible interest payments for interest accrued through December 20, 2008
3 We do not have the right to redeem the full principal amount of the Notes prior to the maturity.
4) Under the Securities Purabe Agreement, the maximum amount of liquidated damages that the Ci

may be required to pay for the twelve (12) months following the sale of all Notes is 3% of the out
principal and accrued and unpaid interest.

(5) Total maximum payments &h the Company may be required to pay to the Selling Stockholders
twelve (12) months following the sale of all Notes, which is comprised of $247,626 in inter
$153,792 in liguidated damages. If we redeemed the Notes one year from the |Eatenteen the tot
payments would be $5,478,917.

(6) Total maximum payments payable by Company, maximum possible interest of $247,626 and r
possible liquidated damages of $153,792. We also incurred $65,000 in legal fees for the transe

filing of this registration statement, which would increase the possible maximum payments by Cor
$466,418 and reduce the net proceeds to Company to $4,356,582.
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(7 Total net proceeds to the Company. We also incurred $65,000 in legal fees fianiaction and filing
this registration statement.

Total Possible Profit Selling Stockholders Could Realize

Notes

The following table discloses the total possible profit Selling Stockholders could realize as a result of the
conversion discounbf the securities underlying the Notes.

Total

Combined Possible
Shares Market Total Discount to

Conversion Underlying Price of Conversion Market

Market Price™® Price®® Notes®  Share$?  Price® Price®
$0.95 $ 0.6C 8,038,383% 7,636,41'$ 4,823,000$ 2,813,41

Q) Market price per share of our common stock on the Issuance Date (December 20, 2007).
(2)  As defined in the Senior Secured Convertible Notes.

€)) Total number of shares of common stock underlying\tbies assuming full conversion as of the Issuan
Date.

4) Total market value of shares of common stock underlying the Notes assuming full conversion as of
Issuance Date based on the market price on the Issuance Date.

(5)  Total value of shas of common stock underlying the Notes assuming full conversion of the Notes as
Issuance Date based on the conversion price.

(6) Discount to market price calculated by subtracting the total conversion price (result in footnote (5)) f
combined market price (result in footnote (4)).

Warrants

We also issued to Selling Stockholders five year Warrants to purchase an aggregate of 8,038,333 shares of
our common stock, exercisable on a cashless basis provided we are not in default ofghétNdhe aggregate
exercise price of(h80if exercised on a cashless basis. The following table discloses the total possible profit Selling
Stockholders could realize as a result of the cashless exercise of the Warrants.

Total

Possible
Shares Combined Total Discount
Exercise Underlying Market Exercise to Market

Market Price® Price® Warrants®  Price® Price® Price®
$095 $ 080 8,038,33. $ 7,636,41' $ 6,430,66! $1,205,75!
Total 8,038,33. $ 7,636,411 $ 6,430,666 $1,205,75!
Q) Market price per share of our common stock on the Issuance Date (December 20, 2007).
(2) The exercise price per share of our common stock underlying the Warrants is fixetDat $0.
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) Total number of shares of common stocklerlying the Warrants assuming full exercise as of the Isst
Date. Upon certain adjustments of the exercise price of the warrants, the number of shares under!
warrants may also be adjusted such that the proceeds to be received by us wounldorestant.

(4) Total market value of shares of common stock underlying the Warrants assuming full exercise as «
Issuance Date based on the market price of the common stock on the Issuance Date.

(5) Total value of shares of common stock utylag the Warrants assuming full exercise as of the Issuat
Date.
(6) Discount to market price calculated by subtracting the total conversion price (result in footnote (5

the combined market price (result in footnote (4)).

Combined Total Pssible Profit Selling Stockholders Could Realize

The following table summarizes the potential proceeds available to the Company pursuant to the financing
with the Investors and the Investorsd r ethattheninvestorsi nv e st
exercise all of the ithe-money Warrants, if any, on a cash basis.

Maximum
Possible All Payments +
Gross Proceeds Payments Combined Total All Payments+ Possible Profit / Net
Payable to by Net Proceeds Possible Profitto Possible Profit/  Proceeds Averaged
Company®  Company® to Company®  Investors® Net ProceedS’ Over 3 Years®
$4,823,000 $ 466,41 $ 4,356,58 $ 4,019,16 10%% 34%

(1) Total amount of the Notes.

(2) Total maximum payments payalby Company, , maximum possible interest 4% 626and maximum
possible liquidated damages df38,792 We also incurred@5,000in legal fees for the transaction and fili
of this registration statement, which would increase the possible maximunepiyiny Company to
$466,418and reduce the net proceeds to Company}1856,582

(3) Total net proceeds to the Company. We also incuré&d0b0in legal fees for the transaction and filing of
this registration statement.

(4) Total possible profito the Investors is based on the aggregate discount to market price of the conver:
the Notes and cashless exercise of WarTheavartast .
exercise price is $0.80 per share

(5) Percentage equa the maximum possible payments by us in the transactit86($19 plus total possible
discount to the market price of the shares underlying the convertible debendy@d® ($67, plus profit fron
8,038,333 warrants in the money as of the Issuanceddatked by the net proceeds to the Company
resulting from the sale of the Note}($56,582.

(6) Calculated by dividing4% (footnote 5) by 3.

Prior Securities Transactions with Selling Stockholders

We engaged in prior securities transactiofith whe following Selling Stockholders:

From November 16, 2006 to February 28,260hen 18, 000, 000 shares of the C
were issued and outstandinie Company conducted a private placement of its securities solely to accredited
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investas. The sale to the following individuals were issued shares from the authorized capital stock for additional
working capital. These shares were exempt from registration pursuant to Regulation D of the Securities Act of 1933.

Subscriptions were for unitg a purchasprice of $100,000 comprised of a 10% Series A Convertible Debenture
6 0 , efiBeQoricestofa$bl. @0 s$3.00f
and $4.00. The Company executed subscriptions for an ineestoh$2,112,732. 211,273.2 10% Series A

and Class A Warrants

t o

purchase

Convertible Debentures and 1,267,641 Class A Warrants were sold in the Offering.

Name of Selling Stockholder
Adams, Madeline Gayle
Cahn, Marc S.
Cerneka, Lore
Cheeseman, Valerie

Crawford, Veronne J., Trusté&ronne J.

Crawford Trust
Dudziak, Norman A., Jr.
Eigel, Christopher J.
Groetsch, Brian L., Sr.

Kaplan, Ralph V., M.D.
Sadowsky, Naomi P., M.D.

Lau, Grant

Maccollum Family Trust
Maxwell S. MacCollum

McGee, Lawrence Stone Il
Murray, Alan John

Ritsch, James

Serikawa, Yoshihara
Spencer, David R.

Stiehl, Walter, A.

(1) Based upon 18,000,000 shares issued and outstanding at the time of the offering.

(2) There was no
shares was $1.00 per share.

On July 31, 2007, the Company conducted a private placement of its securities solely to accredited imbestors.
offering was exempt from registration pursuant to Reguidliof the Securities Act of 193FBubscriptions were

for units at a purchase price of $25,000 comprised of a 14% Debenture and 50,000 shares of the Company's
Common Stock.The Company executed subscriptions for investments of $585,000 and issuedfa total

mar ket

Market

Percentage Price Per Current

Number of  of Class Share Prior Market
Shares Upon to Price Per

Acquired  Issuancé” Offering®  Share
42,96( .23 $1.00$ 0.95
26,87C .15 $1.00$ 0.95
53,89C .29 $1.00$ 0.95
84,06¢ A7 $1.00$ 0.95
105,31¢ .59 $1.00$ 0.95
26,94t .15 $1.00$ 0.95
107,781 .60 $1.00$ 0.95
53,89C .29 $1.00$ 0.95
26,62: .15 $1.00$ 0.95
26,32¢ .15 $1.00$ 0.95
53,89C .29 $1.00$ 0.95
80,83¢ .45 $1.00$ 0.95
53,63C .29 $1.00$ 0.95
26,87C .15 $1.00$ 0.95
26,965 .15 $1.00$ 0.95
21,49¢ A2 $1.00$ 0.95
26,87C .15 $1.00$ 0.95

1,171,000f whichthe followingwas subscribed for by the selling stockholders:

f dhe date lofesubg&tdptiop. aTheyofiesing prizenofrtben
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Percentage|Market Price | Current
Number of | of Class Per Share Market
Shares Upon Prior to Price Per
Name of Selling Stockholder Acquired |Issuancé” | Offering® Share
Adams, Madeline Gayle 50,000 .23 $1.0C $0.95
Cahn, Marc S. 50,000 .23 $1.0C $0.9¢
13

t he

stock



Cerneka, Lore 50,000 .23 $1.0C $0.95
Cheeseman, Valerie 46,000 21 $1.0C $0.9¢
Crawford, Veronne J., Trustee

Veronne J. Crawford Trust 50,000 .23 $1.0C $0.9¢
Dudziak, Norma A., Jr. 100,00( A7 $1.0C $0.9¢
Eigel, Christopher J. 50,000 .23 $1.0C $0.9t5
Groetsch, Brian L., Sr. 100,00( A7 $1.0C $0.9¢
Kaplan, Ralph V., M.DSadowsky,

Naomi P., M.D. 50,000 .23 $1.0C $0.9t5
Lau, Grant 50,000 .23 $1.0C $0.9t5
MacCollum Family TustMaxwell S.

MacCollum 50,000 .23 $1.0C $0.9t
McGee, Lawrence Stone |l 125,00( .58 $1.0C $0.9¢
Murray, Alan John 50,000 .23 $1.0C $0.9¢
Power, Alan 50,000 .23 $1.0C $0.9¢
Ritsch, James 100,00( A7 $1.0C $0.9¢
Serikawa, Yoshihara 100,00( A7 $1.0C $0.95
Shah, Art 25,000 12 $1.0C $0.9t5
Spencer, David R. 50,000 .23 $1.0C $0.9¢
Stiehl, Walter, A. 25,000 12 $1.0C $0.9t5

(1) Based upor21,416,112shares issued and outstanding at the time of the offering.

(2) There was no mamrkoa stockoao the dath & sulsoriptiora imhe dffering price of the
shares was $1.00 per share.

Shares Outstanding Prior to the Transaction

The following table discloses certain information comparing the number of shares outstanding prior to the
transation, number of shares registered by the Selling Stockholders, or their affiliates, in prior registration
statements (along with that number still held and number sold pursuant to such prior registration statement) and the
number of shares registered fesale in this Registration Statement relating to the financing transaction.

Number of shares outstanding prior to convertible note transaction held by persons other
Selling Stockholders, affiliates of the Company and affiliates of the SelliraklSitders. 27,125,26

Number of shares registered for resale by Selling Stockholders or affiliates in prior reg
statements. 4,237,11

Number of shares registered for resale by Selling Stockholders or affiliates of Selling
Stockholders that continue to be held by Selling Stockholders or affiliates of Selling

Stockholders. 4,237,11.

Number of shares sold in registered resale by Selling Stockholders or affiliates of Sellin

Stockholders. 0

Number of shares redéred for resale on behalf of Selling Stockholders or affiliates of Se

Stockholders in current transaction. 3,288,17.
14
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