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The warrants to purchase 3,000,000 sharcs each at $1.75 per share snd 52.00 per share were not
exercisahle untit after our sharcholders have approved the issuance of this warrant as contemplated
in Section 4(1) of the Sccurities Purchase Agrcéement; and

The first 6% Debenture could not be converted into otr common stock, or tceeive shares of
comimon stock in payment of principal or intercst, in an arount greater than 6,075,785 sharegs until
after out shareholders approve the transaction as requited by Section 4(1) of the Securitics Purchase
Agreement: and

The subscquent 6% Debentures can only be converted into, or repaid (or intcrest paid) by the
igsuance of shares of common stock afler we have obtained sharcholder approval as contemplated in
Scction 4(1) of the Sccuritics Purchase Agreement,

As a result of those limitations, we are only obligated to issuc shares to Comell upon exercisc of
its warrant to purchase 2,000,000 sharcs at $1.25 per share, and no morc than an additional 6,075,785
shares upon conversion of, or in paynicnt of intercst or principal on, the $10,000,000 6% Debenture,
Section 4(1) of the Securitics Purchasc Agreement provides as follows;

“The Company shall obtain shareholder approval no latet than October 31, 2006 (withont the vote
ol any sharcs acquired in this transaction and related transactions) for the issuance of 2 maximum
57,924,215 shares as Conversion Shares (heing 64,000,000 maximum shares to be issued Icss
6,075.785 Conversion Shares, which will tegistered in the Initial Registration Statcment, as
defined in the Mycstor's Registration Rights Agreement, within the 19.99% requirement), (ii)
shares issuable in payment of interest on the Debentures; (ifi) shares issuahle a3 liquidated
damagos pursnant to the Investor Registration Ri ghts Agreement; and (iv) the Warrant Sheres
(the “Toral Transaction Shares™. For the purposes of the shareholder approval requirement, the
term “Total Transaction Shares” does not include 6,075,785 Conversion Shares, the Buyers
Sharcs, and the shares of the Company’s common stock issuable upon cxercise of the 2,000,000
watrants with an exefeise price of $1,25."

Nasdaq Marketplace Rule 4350(i)(1)(D)(ii) requircs shareholder approval of such a transaction
(thc “Sharcholder Approval Requirement®). Since our common stock is trading on the Nasdag Capital
Market (formerly the Nasdaq SmallCap Market), we-arc subject to the Nasdaq Marketplace Rules,
including Rule 4350(i)(1}(D)(ii). Scc Proposal #2, above (General Description — Common Stock), for a
further discussion of the rensons we are asking sharcholders to inetcase our authorized common stock to
175,000,000 shares,

General Effect of the Transacrion on Rights of Existing Sharcholders

l F=ach share of cominon stock outstanding before the completion of the Comell transaction Dalatecl: Tho tmnsnerion with Cornol
continucs to have all of the rights associated with a share of commion stook affer completion of the ;‘l‘;r'c‘"; ;:m impnet on our exlating
transaction, regardlcss of sharcholder approval. However, because the Cornell transaction may (upon

conversion or use of shares to pay intercst, or upon exet¢ise of warrants) result in the issuance of a
significant number of additional sharcs of common stock at prices established in the 6% Debentures and
the warrant agreements, Cornell will have the right Lo acquire shares of common stock at prices that may
be below the then-current market price when acquired. This might result in dilution of the voting interest
of existing shatcholders by the number of shares cventually issued, On the other hand, the issuance of
shares to Cornell for conversion of or paymetit of interest on the 6% Dcbentures or upon excrcise of the
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