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We have not authorized anyone to provide you with information different from
that contained or incorporated by reference in this Prospectus. The selling
stockholders are offering to sell, and seeking offers to buy, shares of our
Common Stock only in jurisdictions where offers and sales are permitted. The
information contained in this Prospectus is accurate only as of the date of this
Prospectus, regardless of the time of delivery of this Prospectus or of any sale
of Common Stock.

PROSPECTUS SUMMARY

THIS IS ONLY A SUMMARY AND DOES NOT CONTAIN ALL OF THE INFORMATION THAT MAY BE
IMPORTANT TO YOU. YOU SHOULD READ THE ENTIRE PROSPECTUS, ESPECIALLY "RISK
FACTORS" AND OUR FINANCIAL STATEMENTS AND THE RELATED NOTES INCLUDED IN THIS
PROSPECTUS, BEFORE DECIDING TO INVEST IN SHARES OF OUR COMMON STOCK.

NEW VISUAL CORPORATION

New Visual Corporation is developing advanced transmission technology to enable
data to be transmitted across copper telephone wire at speeds and over distances
that exceed those offered by leading digital subscriber line (DSL) technology
providers. We intend to market this novel technology to leading equipment makers
in the telecommunications industry. Our technology is being designed to
substantially increase the capacity of existing copper telephone networks,
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allowing telephone companies to provide enhanced video, data and voice services
over the existing copper telecommunications infrastructure. The proprietary
equipment, components and related technologies and semiconductor hardware and
software products that we are designing, developing and testing will be referred
to throughout this Prospectus as the "Semiconductor Technologies."

Through our wholly-owned subsidiary, NV Technology, we intend to design,
develop, manufacture and license semiconductor hardware and software products
based upon our Semiconductor Technologies. We believe that system-level products
that use this set of technologies will have a significant advantage over
existing system-level products that use existing broadband technologies, such as
DSL, by providing faster transmission speed capability and by increasing the
transmission distance capability. We are currently in the process of completing
the development of a commercial beta version of the chipset containing our
Semiconductor Technologies for use and evaluation by prospective customers.

Through our wholly owned subsidiary, NV Entertainment, we have recognized
revenues of approximately $684,000 from the hit feature-length documentary, STEP
INTO LIQUID (the "Film") from its release through April 30. 2005. According to
its distributor, the Film has grossed $3.7 million in box office receipts since
its domestic theatrical release in August 2003. Since April 2004 it has been,
and now remains, in wide DVD release domestically, grossing approximately $14
million in sales and rentals. The Film is currently in theatrical distribution
internationally.

We recorded revenues of $287,570 and $16,198 for, respectively, the year ended
October 31, 2004 and the six months ended April 30, 2005, representing
guaranteed and license payments and foreign distribution fees from our film.

We incurred net losses of $5,506,287 and $2,162,569 for, respectively, the year
ended October 31, 2004 and the six months ended April 30, 2005. We have a
history of operating losses and have incurred net losses in each fiscal quarter
since our inception. As of April 30, 2005, we had an accumulated deficit of
approximately $57.4 million. Our independent registered public accountants have
included an explanatory paragraph about our ability to continue as a going
concern in their audit reports on our audited 2004 and 2003 financial
statements, which may make it difficult for us to raise capital. Our financial
statements do not include any adjustment that might result from the outcome of
such uncertainty.

RECENT DEVELOPMENTS

In May 2005 we completed a private placement to certain individual and
institutional investors of $3.5 million in aggregate principal amount of our
three-year 7% Senior Secured Convertible Debentures Series 05-01 (the "Series
05-01 Convertible Debentures"). We received net proceeds of approximately $3.11
million from the sale of the Series 05-01 Convertible Debentures after payment
of offering related fees and expenses. As of July 19, 2005, we have used a
portion of those funds to repay the principal and accrued interest on five notes
payable and two convertible notes payable aggregating $1,135,251 in principal.
We intend to use the remaining proceeds of the financing for general corporate
purposes, including working capital and the funding of operating losses. The
Series 05-01 Convertible Debentures are convertible into shares of our Common
Stock on or after the earlier of the (i) 65th day following issuance or (ii) the
effective date of the registration statement of which this Prospectus forms a
part (the "Registration Statement") at an initial conversion rate of 70% of the
volume weighted average price of the Common Stock for the five trading days
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ending on the trading day immediately prior to date of conversion (subject to
adjustment if there are certain capital adjustments or if we enter into certain
specified types of transactions, as further discussed in this Prospectus).
Interest on the Series 05-01 Convertible Debentures accrues at the rate of 7%
per annum and is payable on a bi-annual basis, beginning on December 31, 2005,
or on conversion and may be paid, at our option, either in cash or in shares of
Common Stock. We may prepay the amounts outstanding on the Series 05-01
Convertible Debentures on at least ten days' advance notice by paying an amount
equal to 120% of the sum of (x) the principal amount of the Series 05-01
Convertible Debentures being prepaid plus (y) the interest accrued thereon. The
total number of shares of Common Stock issuable upon conversion of the $3.5
million in principal amount of Series 05-01 Convertible Debentures at the
conversion price at which such debentures would be convertible as of July 19,
2005 is 68,093,385.

To secure our obligations under the Series 05-01 Convertible Debentures, we
granted a security interest in all of our assets (including, without limitation,
our intellectual property) to the holders of the Series 05-01 Convertible
Debentures pursuant to a Security Interest Agreement dated as of the date of the
Series 05-01 Convertible Debentures. This security interest terminates upon the
earlier of (i) the date on which less $1,166,667 in principal amount of the
Series 05-01 Convertible Debentures remain outstanding or (ii) payment or
satisfaction of all of our obligations relating to the Series 05-01 Convertible
Debentures.

At the closing of the private placement, purchasers of the Series 05-01
Convertible Debentures were also issued (i) warrants to purchase an aggregate of
11,312,220 shares of shares of Common Stock at a per share exercise price of
$0.1547 (subject to adjustment if there are certain capital adjustments or if we
enter into certain specified types of transactions, as further discussed in this
Prospectus) ("Class A Warrants") and (ii) warrants to purchase an aggregate of
22,624,430 shares of shares of Common Stock at a per share exercise price of
$0.3094 (subject to adjustment if there are certain capital adjustments or if we
enter into certain specified types of transactions, as further discussed in this
Prospectus) ("Class B Warrants").

In connection with this transaction, we also issued to a finder (i) warrants to
purchase 4,524,886 shares of Common Stock at an exercise price of $0.3094 per
share and (ii) warrants to purchase 1,131,222 shares of Common Stock at an
exercise price of $0.1547 per share. A more complete description of this
financing is included elsewhere in this Prospectus under the caption
"DESCRIPTION OF THE AGREEMENTS WITH THE SELLING STOCKHOLDERS."

CORPORATE INFORMATION

Our principal offices are located at 305 NE 102nd Avenue, Suite 105, Portland,
Oregon 97220 and our telephone number is (503) 257-6700. We maintain a website
at www.newvisual.com. Information contained on our website is not part of this
Prospectus.

All references to "we," "our," or "us" in this filing refer to New Visual
Corporation, a Utah corporation, and our subsidiaries.

RISK FACTORS
Investing in shares of our Common Stock involves significant risk. You should
consider the information under the caption "RISK FACTORS" beginning on page 6 of
this Prospectus in deciding whether to purchase the Common Stock offered under

this Prospectus.

THE OFFERING
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Securities Offered by the 210,881,188 shares of Common Stock. (1)
Selling Stockholders

Shares Outstanding Before the 114,348,190 shares of Common Stock. (2)
Offering
Use of Proceeds We will not receive any proceeds from the
Sale of the Common Stock by the selling
stockholders.
4

(1) Represents (a) 150% of (i) the 68,093,385 shares of our Common Stock
issuable upon conversion of $3.5 million in aggregate principal amount of Series
05-01 Convertible Debentures at the conversion price at which such debentures
would be convertible as of July 19, 2005 (the "Registration Conversion Price")
and (ii) the 14,299,607 shares of Common Stock issuable in payment of interest
accruing on the Series 05-01 Convertible Debentures through the third
anniversary of the issuance thereof at the Registration Conversion Price ; (b)
11,312,220 shares of shares of Common Stock issuable upon exercise of Class A
Warrants and 22,624,430 shares of shares of Common Stock issuable upon exercise
of Class B Warrants (c) an additional 15,752,619 shares of Common Stock
representing our current good faith estimate of additional shares that we might
be required to issue to the selling stockholders (i) upon adjustments to the
conversion price of the unconverted Series 05-01 Convertible Debentures and/or
to the number of shares issuable upon exercise of unexercised Class A Warrants
and Class B Warrants in the event that, on or prior to the date on which
aggregate outstanding principal amount of the Series 05-01 Convertible
Debentures is first equal to or less than $1,166,667, we offer or issue
securities at a purchase price or conversion price lower than the conversion
price in effect as of the date on which any selling stockholder converts Series
05-01 Convertible Debentures or warrants having an exercise price below the
exercise prices of the Class A Warrants and Class B Warrants and (ii) as
liquidated damages through the projected effective date of the Registration
Statement of which this Prospectus forms a part; (d) 5,656,108 shares of Common
Stock issuable upon exercise of warrants issued to a finder in connection with
the issuance of the Series 05-01 Convertible Debentures; (e) an additional
565,611 shares of Common Stock, representing our current good faith estimate of
additional shares that we might be required to issue to the finder (i) based on
adjustments to the number of shares covered by their unexercised warrants in the
event that, on or prior to the date on which aggregate outstanding principal
amount of the Series 05-01 Convertible Debentures is first equal to or less than
$1,166,667, we offer or issue securities at a purchase price or exercise price
lower than the exercise prices of their warrants and (ii) as liquidated damages
through the projected effective date of the Registration Statement of which this
Prospectus forms a part, in each case as contemplated by terms of agreements
between us and the finder; (f) up to 9,000,000 shares of Common Stock issuable
upon conversion of $1,350,000 in aggregate principal amount of the Registrant's
7% Convertible Debentures Series 03-2 (the "Series 03-2 Convertible Debentures")
at a per share conversion price of $0.15; (g) up to 1,890,000 shares of Common
Stock issuable in payment of interest accrued on the Series 03-2 Convertible
Debentures through the maturity thereof on the third anniversary of issuance;
(h) 9,000,000 shares of Common Stock issuable upon exercise of warrants issued
in connection with the Series 03-2 Convertible Debentures (the "Series 03-2
Warrants"); (i) 2,210,001 shares of Common Stock representing additional shares
issuable to the holders of the Series 03-2 Convertible Debentures or the Series
03-2 Warrants in payment of liquidated damages as contemplated by our agreement
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with the holders of the Series 03-2 Convertible Debentures; (3j) 900,000 shares
of Common Stock issuable upon exercise of warrants issued as a placement fee in
connection with the issuance of the Series 03-2 Convertible Debentures; (k)
4,680,710 shares of Common Stock issued pursuant to the exchange agreement dated
as of April 2, 2005 between us and Zaig Technologies, Inc.; (1) 700,000 shares
of Common Stock issuable upon exercise of certain other warrants; and (m) an
additional 3,000,000 shares of Common Stock. For a description of the agreement
between us and the holders of the Series 05-01 Convertible Debentures, the
holders of the Series 03-2 Convertible Debentures and Zaiqg Technologies, Inc.,
see "DESCRIPTION OF THE AGREEMENTS WITH THE SELLING STOCKHOLDERS."

(2) As of July 19, 2005. Does not include (a) up to an aggregate of 2,178,750
shares of Common Stock issuable upon exercise of options granted under our 2000
Omnibus Securities Plan, our 2001 Stock Incentive Plan or our 2003 Consultant
Stock Plan, (b) any of the shares described clauses (a) through (1) in note (1)
above and (c) 8,524,585 shares of Common Stock issuable upon exercise of certain
other outstanding options and warrants.

RISK FACTORS

INVESTING IN OUR COMMON STOCK INVOLVES A HIGH DEGREE OF RISK. YOU SHOULD
CAREFULLY CONSIDER THE RISKS AND UNCERTAINTIES DESCRIBED BELOW BEFORE YOU
PURCHASE ANY OF OUR COMMON STOCK. IF ANY OF THESE RISKS OR UNCERTAINTIES
ACTUALLY OCCURS, OUR BUSINESS, FINANCIAL CONDITION OR RESULTS OF OPERATIONS
COULD BE MATERIALLY ADVERSELY AFFECTED. IN THIS EVENT YOU COULD LOSE ALL OR PART
OF YOUR INVESTMENT.

RISKS ASSOCIATED WITH OUR BUSINESS

WE HAVE A HISTORY OF OPERATING LOSSES AND WE EXPECT THESE LOSSES TO CONTINUE FOR
THE FORESEEABLE FUTURE.

Since inception, we have incurred significant operating losses. As of April 30,
2005, we had an accumulated deficit of $57,353,743. We expect to continue to
incur net losses for the foreseeable future as we continue to further develop
and commercialize our Semiconductor Technologies. We have been funding our
operations through the sale of our securities and expect to continue doing so
for the foreseeable future. Our ability to generate and sustain significant
additional revenues or achieve profitability will depend upon the factors
discussed elsewhere in this "Risk Factors" section. We cannot assure you that we
will achieve or sustain profitability or that our operating losses will not
increase in the future. If we do achieve profitability, we cannot be certain
that we can sustain or increase profitability on a quarterly or annual basis in
the future. We expect to expend substantial financial resources on research and
development, engineering, manufacturing, marketing, sales and administration as
we continue to develop and begin to deploy our Semiconductor Technologies. These
expenditures will necessarily precede the realization of any substantial
revenues from the commercialization of the Semiconductor Technologies or sales
of products and will result in future operating losses

IF WE DO NOT RECEIVE ADDITIONAL CAPITAL WHEN AND IN THE AMOUNTS NEEDED IN THE
NEAR FUTURE, OUR ABILITY TO CONTINUE AS A GOING CONCERN IS IN SUBSTANTIAL DOUBT.

We believe that our existing cash resources will be sufficient to maintain
operations in accordance with our business plans and meet our obligations as

they come due through the second quarter of fiscal 2006.

We anticipate incurring substantial sales and marketing, product development and
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research and general operating expenses in the course of fiscal 2005 and
thereafter that will require substantial amounts of additional capital on an
ongoing basis. We will most likely have to obtain such capital from sales of our
equity, convertible equity and/or debt securities, unless we generate
significant revenues.

However, unforeseen contingencies and developments may arise that will require
us to raise additional capital. We may have difficulty obtaining additional
funds as and if needed, and we may have to accept terms that would adversely
affect our stockholders. We also may be required to seek additional financing in
the future to respond to increased expenses or shortfalls in anticipated
revenues, accelerate product development and deployment, respond to competitive
pressures, develop new or enhanced products, or take advantage of unanticipated
acquisition opportunities. We cannot be certain we will be able to find such
additional financing on commercially reasonable terms, or at all. If we are
unable to obtain additional financing when needed, we could be required to
modify our business plan in accordance with the extent of available financing.
We also may not be able to accelerate the development and deployment of our
Semiconductor Technologies, respond to competitive pressures, develop or take
advantage of unanticipated acquisition opportunities.

Under the terms of our agreements with the holders of our Series 05-01
Convertible Debentures, we agreed that, without their prior consent, we would
not enter into certain types financing transactions for specified periods of
time and we granted them a first priority lien on all of our current and future
assets (including, without limitation, our intellectual property). These
provisions of our agreements with the holders of our Series 05-01 Convertible
Debentures may impair our ability to obtain equity or debt financing from third
parties on terms satisfactory to us or at all.

Our independent registered public accountants have included in their audit
report on our 2004 financial statements a "going concern" paragraph, which
raises substantial doubt about our 'ability to continue as a going concern.
Additionally, the going concern paragraph may make it more difficult for us to
raise funds than if we did not have a "going concern" paragraph.

THE HOLDERS OF OUR SERIES 05-01 CONVERTIBLE DEBENTURES HAVE A LIEN ON ALL OF OUR
CURRENT AND FUTURE ASSETS (INCLUDING, WITHOUT LIMITATION, OUR INTELLECTUAL
PROPERTY) AND COULD FORECLOSE IN THE EVENT THAT WE DEFAULT UNDER THOSE
DEBENTURES.

Under the terms of the Security Interest Agreement between us and the holders of
our Series 05-01 Convertible Debentures, we granted a first priority lien to the
holders of Series 05-1 Convertible Debentures on all of our current and future
assets (including, without limitation, our intellectual property). If we default
under the Series 05-01 Convertible Debentures or any of our agreements with the
holders of our Series 05-01 Convertible Debentures, the holders of the Series
05-01 Convertible Debentures would be entitled, among other things, to foreclose
on our assets in order to satisfy our obligations under those debentures. A
foreclosure on our assets would have a material and adverse effect on our
business, financial condition and results of operations.

OUR OPERATING RESULTS MAY VARY SIGNIFICANTLY DUE TO THE CYCLICALITY OF THE
SEMICONDUCTOR INDUSTRY AND ANY SUCH VARIATIONS COULD ADVERSELY AFFECT THE MARKET
PRICE OF OUR COMMON STOCK.

We operate in the semiconductor industry, which is cyclical and subject to rapid
technological change. Recently, the semiconductor industry has begun to emerge
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from a significant downturn characterized by diminished product demand,
accelerated erosion of prices and excess production capacity. The current
downturn and future downturns in the semiconductor industry may be severe and
prolonged. Future downturns in the semiconductor industry, or any failure of
this industry to fully recover from its recent downturn, could delay or hinder
the commercialization of our Semiconductor Technologies and seriously impact our
revenues and harm our business, financial condition and results of operations.
This industry also periodically experiences increased demand and production
capacity constraints, which may affect our ability to ship products utilizing
the Semiconductor Technologies in future periods. Accordingly, our quarterly
results may vary significantly as a result of the general conditions in the
semiconductor industry, which could cause our stock price to decline.

WE HAVE A LIMITED OPERATING HISTORY IN THE TELECOMMUNICATIONS INDUSTRY AND,
CONSEQUENTLY, THERE IS LIMITED HISTORICAL FINANCIAL DATA UPON WHICH AN
EVALUATION OF OUR BUSINESS PROSPECTS COULD BE MADE.

We have only been engaged in the semiconductor business since February 2000. We
have not yet commercialized the Semiconductor Technologies and therefore have
not generated any revenues from our semiconductor business. As a result, we have
no historical financial data that can be used in evaluating our business
prospects and in projecting future operating results. For example, we cannot
forecast operating expenses based on our historical results, and we are instead
required to forecast expenses based in part on future revenue projections. In
addition, our ability to accurately forecast our revenue going forward is
limited.

You must consider our prospects in light of the risks, expenses and difficulties
we might encounter because we are at an early stage of development in a new and
rapidly evolving market. Many of these risks are described under the
sub-headings below. We may not successfully address any or all of these risks
and our business strategy may not be successful.

OUR SUCCESS IS CONTINGENT UPON THE INCORPORATION OF THE SEMICONDUCTOR
TECHNOLOGIES INTO SUCCESSFUL PRODUCTS OFFERED BY LEADING EQUIPMENT MANUFACTURERS
AND THE NON-INCORPORATION OF OUR SEMICONDUCTOR TECHNOLOGIES INTO SUCH PRODUCTS
COULD ADVERSELY AFFECT OUR BUSINESS PROSPECTS.

Our Semiconductor Technologies will not be sold directly to the end-user;
rather, they will be components of other products. As a result, we must rely
upon equipment manufacturers to design the Semiconductor Technologies into their
equipment. We must further rely on this equipment to be successful. If equipment
that incorporates the Semiconductor Technologies is not accepted in the
marketplace, we may not achieve adequate sales volume, which would have a
negative effect on our results of operations. Accordingly, we must correctly
anticipate the price, performance and functionality requirements of these data
equipment manufacturers. We must also successfully develop products containing

the Semiconductor Technologies that meet these requirements and make such
products available on a timely basis and in sufficient quantities. Further, if
there is consolidation in the data equipment manufacturing industry, or if a
small number of data equipment manufacturers otherwise dominate the market for
data equipment, then our success will depend upon our ability to establish and
maintain relationships with these market leaders. If we do not anticipate trends
in the market for products enabling the digital transmission of data, voice and
video to homes and business enterprises over existing copper wire telephone
lines and meet the requirements of equipment manufacturers, or if we do not
successfully establish and maintain relationships with leading data equipment
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manufacturers, then our business, financial condition and results of operations
will be seriously harmed.

BECAUSE WE WILL DEPEND ON THIRD PARTIES TO MANUFACTURE, ASSEMBLE AND TEST THE
SEMICONDUCTOR TECHNOLOGIES, WE MAY EXPERIENCE DELAYS IN RECEIVING SEMICONDUCTOR
DEVICES.

We do not own or operate a semiconductor fabrication facility. Rather,
semiconductor devices that will contain our Semiconductor Technologies will be
manufactured at independent foundries. We intend to rely solely on third-party
foundries and other specialist suppliers for all of our manufacturing, assembly
and testing requirements. However, these parties may not be obligated to supply
products to us for any specific period, in any specific quantity or at any
specific price, except as may be provided in a particular purchase order that
has been accepted by one of them. As a result, we will not directly control
semiconductor delivery schedules, which could lead to product shortages, poor
quality and increases in the costs of our products. In addition, we may
experience delays in receiving semiconductor devices from foundries due to
foundry scheduling and process problems. We cannot be sure that we will be able
to obtain semiconductors within the time frames and in the volumes required by
us at an affordable cost or at all. Any disruption in the availability of
semiconductors or any problems associated with the delivery, quality or cost of
the fabrication assembly and testing of the Semiconductor Technologies or
related products could significantly hinder our ability to deliver future
products to our customers.

WE MAY INCUR SUBSTANTIAL EXPENSES COMPLETING THE DEVELOPMENT OF COMMERCIALLY
DEPLOYABLE VERSION OF THE SEMICONDUCTOR TECHNOLOGIES BEFORE WE EARN ASSOCIATED
NET REVENUES AND MAY NOT ULTIMATELY SELL A LARGE VOLUME OF OUR PRODUCTS.

We are currently working on completing a beta version of the Semiconductor
Technologies and we anticipate that we will incur substantial development
expenditures prior to generating associated net revenues from a commercially
deployable version (if any). We estimate that we will complete by the end of the
second quarter of fiscal 2006 a beta version of the chipset for evaluation by
our potential customers and prospective industry partners. We anticipate
receiving limited orders for products containing the Semiconductor Technologies
during the period that potential customers test and evaluate products utilizing
the Semiconductor Technologies. This test and evaluation period typically lasts
from three to six months or longer, and volume production of the equipment
manufacturer's product that incorporates Semiconductor Technologies typically
would not begin until this test and evaluation period has been completed. As a
result, a significant period of time may lapse between product development and
sales efforts and the realization of revenues from volume ordering by customers
of products containing the Semiconductor Technologies. In addition, achieving a
design win with a customer does not necessarily mean that this customer will
order large volumes of products containing the Semiconductor Technologies. A
design win is not a binding commitment by a customer to purchase products.
Rather, it is a decision by a customer to use our Semiconductor Technologies in
the design process of that customer's products. A customer can choose at any
time to discontinue using our Semiconductor Technologies in that customer's
designs or product development efforts. Even if the Semiconductor Technologies
are chosen to be incorporated into a customer's products, we may still not
realize significant net revenues from that customer if that customer's products
are not commercially successful.

WE MAY BE UNABLE TO ADEQUATELY PROTECT OUR PROPRIETARY RIGHTS OR MAY BE SUED BY
THIRD PARTIES FOR INFRINGEMENT OF THEIR PROPRIETARY RIGHTS.

We outsource to independent third parties all significant design, development
and testing activities relating to our Semiconductor Technologies. Our success
depends significantly on our ability to obtain and maintain patent, trademark
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and copyright protection for our intellectual property, to preserve our trade
secrets and to operate without infringing the proprietary rights of third
parties. If we are not adequately protected, our competitors could use the
intellectual property that we have developed to enhance their products and
services, which could harm our business.

We rely on patent protection, as well as a combination of copyright and
trademark laws, trade secrets, confidentiality provisions and other contractual
provisions, to protect our proprietary rights, but these legal means afford only
limited protection. Despite any measures taken to protect our intellectual
property, unauthorized parties may attempt to copy aspects of our Semiconductor
Technologies or to obtain and use information that we regard as proprietary. In
addition, the laws of some foreign countries may not protect our proprietary
rights as fully as do the laws of the United States. If we litigated to enforce
our rights, it would be expensive, divert management resources and may not be
adequate to protect our intellectual property rights.

The telecommunications industry is characterized by the existence of a large
number of patents and frequent litigation based on allegations of trade secret,
copyright or patent infringement. We may inadvertently infringe a patent of
which we are unaware. In addition, because patent applications can take many
years to issue, there may be a patent application now pending of which we are
unaware that will cause us to be infringing when it is issued in the future.
Although we are not currently involved in any intellectual property litigation,
we may be a party to litigation in the future to protect our intellectual
property or as a result of our alleged infringement of another's intellectual
property, forcing us to do one or more of the following:

o Cease selling, incorporating or using products or services that incorporate
the challenged intellectual property;

o Obtain from the holder of the infringed intellectual property right a
license to sell or use the relevant technology, which license may not be
available on reasonable terms; or

o Redesign those products or services that incorporate such technology.

A successful claim of infringement against us, and our failure to license the
same or similar technology, could adversely affect our business, asset value or
stock value. Infringement claims, with or without merit, would be expensive to
litigate or settle, and would divert management resources.

OUR MARKET IS HIGHLY COMPETITIVE AND THE SEMICONDUCTOR TECHNOLOGIES MAY NOT BE
ABLE TO COMPETE EFFECTIVELY WITH OTHER PRODUCTS OR TECHNOLOGIES.

The market for high-speed telecommunications products is highly competitive, and
we expect that it will become increasingly competitive in the future. Our
competitors, including Broadcom, Centillium, Conexant, Ikanos Communications,
Infineon Technologies, Metalink, ST Micro, Texas Instruments and others, have
developed and are currently marketing technologies that also address the
existing technical impediments of using existing copper networks as broadband
options or are otherwise substantially similar to our Semiconductor
Technologies. Our competitors include some of the largest, most successful
domestic and international telecommunications companies and other companies with
well-established reputations in the broadband telecommunications industry.
Certain of our competitors, operating their own fabrication facilities, have
longer operating histories and possess substantially greater name recognition,
financial, sales and marketing, manufacturing, technical, personnel, and other
resources than we have. As a result, these competitors may be able to adapt more
quickly to new or emerging technologies and changes in customer requirements.

10
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They may also be able to devote greater resources to the promotion and sale of
their products. In all of our target markets, we also may face competition from
newly established competitors, suppliers of products based on new or emerging
technologies, and customers who choose to develop wire based solutions that are
functionally similar to the Semiconductor Technologies. Although we believe we
will be able to compete based on the special features of the Semiconductor
Technologies, our proposed products will incorporate new concepts and may not be
successful even if they are superior to those of our competitors.

In addition to facing competition from the above-mentioned suppliers, the
Semiconductor Technologies will compete with products using other broadband
access technologies, such as cable modems, wireless, satellite and fiber optic
telecommunications technology. Commercial acceptance of any one of these
competing solutions, or new technologies, could decrease demand for our proposed
products. We cannot assure you that we will be able to compete successfully or
that competitive pressures will not materially and adversely affect our
business, financial condition and results of operations.

WE MUST KEEP PACE WITH RAPID TECHNOLOGICAL CHANGES IN THE SEMICONDUCTOR INDUSTRY
AND BROADBAND COMMUNICATIONS MARKET IN ORDER TO REMAIN COMPETITIVE.

Our future success will depend on our ability to anticipate and adapt to changes
in technology and industry standards. We will also need to develop and introduce
new and enhanced products to meet our customers' changing demands. The
semiconductor industry and broadband communications market are characterized by
rapidly changing technology, evolving industry standards, frequent new product
introductions and short product life cycles. In addition, this industry and
market continues to undergo rapid growth and consolidation. A continued slowdown
in the semiconductor industry or other broadband communications markets could
materially and adversely affect our business, financial condition and results of
operations. Our success will also depend on the ability of our potential
telecommunications equipment customers to develop new products and enhance
existing products for the broadband communications markets and to introduce and
promote those products successfully. The broadband communications markets may
not continue to develop to the extent or in the time frames that we anticipate.
If new markets do not develop as we anticipate, or if upon their deployment our
products do not gain widespread acceptance in these markets, our business,
financial condition and results of operations could be materially and adversely
affected.

BECAUSE OUR SUCCESS IS DEPENDENT UPON THE BROAD DEPLOYMENT OF DATA SERVICES BY
TELECOMMUNICATIONS SERVICE PROVIDERS, WE MAY NOT BE ABLE TO GENERATE SUBSTANTIAL
REVENUES IF SUCH DEPLOYMENT DOES NOT OCCUR.

Our Semiconductor Technologies will be incorporated in equipment that is
targeted at end-users of data services offered by wire-line telecommunications
carriers. Consequently, the success of the Semiconductor Technologies depends
upon the decision by telecommunications service providers to broadly deploy data
technologies and the timing of such deployment. If service providers do not
offer data services on a timely basis, or if there are technical difficulties
with the deployment of these services, sales of the Semiconductor Technologies
would be adversely affected, which would have a negative effect on our results
of operations. Factors that may impact data deployment include:

o A prolonged approval process, including laboratory tests, technical trials,
marketing trials, initial commercial deployment and full commercial
deployment;

o The development of a viable business model for data services, including the
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capability to market, sell, install and maintain data services;
o Cost constraints, such as installation costs and space and power
requirements at the telecommunications service provider's central office;
o Evolving industry standards; and
o Government regulation.

THE COMPLEXITY OF THE SEMICONDUCTOR TECHNOLOGIES COULD RESULT IN UNFORESEEN
DELAYS OR EXPENSE AND IN UNDETECTED DEFECTS, WHICH COULD ADVERSELY AFFECT THE
MARKET ACCEPTANCE OF NEW PRODUCTS AND DAMAGE OUR REPUTATION WITH PROSPECTIVE
CUSTOMERS.

Highly complex products such as the semiconductors that we expect to offer
frequently contain defects and bugs when they are first introduced or as new
versions are released. If the Semiconductor Technologies contain defects, or
have reliability, quality or compatibility problems, our reputation may be
damaged and customers may be reluctant to buy our semiconductors, which could
materially and adversely affect our ability to retain existing customers or
attract new customers. In addition, these defects could interrupt or delay sales
to our potential customers. In order to alleviate these problems, we may have to
invest significant capital and other resources. Although our suppliers, our
potential customers and ourselves, will test the Semiconductor Technologies and
related products it is possible that these tests will fail to uncover defects.
If any of these problems are not found until after we have commenced commercial
production of products, we may be required to incur additional development costs
and product recall, repair or replacement costs. These problems may also result
in claims against us by our customers or others. In addition, these problems may
divert our technical and other resources from other development efforts.
Moreover, we would likely lose, or experience a delay in, market acceptance of
the affected product, and we could lose credibility with our prospective
customers.

GOVERNMENTAL REGULATION CONCERNING THE TECHNICAL SPECIFICATIONS OF SEMICONDUCTOR
TECHNOLOGIES THAT ARE DEPLOYED IN THE TELEPHONE NETWORKS COULD ADVERSELY AFFECT
THE MARKET ACCEPTANCE OF OUR SEMICONDUCTORS.

The jurisdiction of the Federal Communication Commission ("FCC") extends to the
entire communications industry, including potential customers for our
semiconductors. Future FCC regulations affecting the broadband access industry
may adversely affect our business. For example, FCC regulatory policies
affecting the availability of data and Internet services may impede the
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penetration of our semiconductors into certain markets or affect the prices that
may be charged in such markets. In addition, international regulatory bodies are
beginning to adopt standards and regulations for the broadband access industry.
These domestic and foreign standards, laws and regulations address various
aspects of Internet, telephony and broadband use, including issues relating to
liability for information retrieved from or transmitted over the Internet,
online context regulation, user privacy, taxation, consumer protection, security
of data, access by law enforcement, tariffs, as well as intellectual property
ownership, obscenity and libel. Changes in laws, standards and/or regulations,
or judgments in favor of plaintiffs in lawsuits against service providers,
e-commerce and other Internet companies, could adversely affect the development
of e-commerce and other uses of the Internet. This, in turn, could directly or
indirectly materially adversely impact the broadband telecommunications and data
industry in which our customers operate. To the extent our customers are
adversely affected by laws or regulations regarding their business, products or
service offerings, this could result in a material and adverse effect on our
business, financial condition and results of operations.
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In addition, highly complex products such as the semiconductors that we expect
to offer are subject to rules, limitations and requirements as set forth by
international standards bodies such as the International Organization for
Standardization (ISO), and as adopted by the governments of each of the
countries that we intend to market in. There are some FCC regulations in the
United States pertaining to the use of the available bandwidth spectrum that at
present have been interpreted by some of our target customers as discouraging to
the technical innovations that we are bringing to market. Further, regulations
affecting the availability of broadband access services generally, the terms
under which telecommunications service providers conduct their business, and the
competitive environment among service providers, for example, could have a
negative impact on our business.

WE HAVE NO AGREEMENT RELATING TO REVENUE GENERATING ACTIVITIES NO ASSURANCE CAN
BE PROVIDED THAT WE WILL SUCCESSFULLY CONCLUDE ANY SUCH AGREEMENT.

We presently have no agreement or understanding with any third party as to
commercial exploitation of the Semiconductor Technologies, and no assurance can
be provided that we will be successful in concluding any significant-revenue
generating agreement on terms commercially acceptable to us.

WE DEPEND ON ATTRACTING AND RETAINING KEY PERSONNEL AND THE FAILURE TO ATTRACT
OR RETAIN NEEDED PERSONNEL COULD ADVERSELY AFFECT OUR BUSINESS.

We are highly dependent on the principal members of our management and
technology staff. The loss of their services might significantly delay or
prevent the achievement of development or strategic objectives. Our success
depends on our ability to retain certain key employees and to attract additional
qualified employees. We cannot assure you that we will be able to retain
existing personnel or attract and retain highly qualified employees in the
future.

FAILURE TO MAINTAIN EFFECTIVE INTERNAL CONTROLS IN ACCORDANCE WITH SECTION 404
OF THE SARBANES-OXLEY ACT OF 2002 COULD HAVE A MATERIAL ADVERSE EFFECT ON OUR
BUSINESS OPERATIONS.

Beginning in fiscal 2006, we must perform an annual evaluation and testing of
our internal controls over financial reporting to allow management and our
independent registered public accounting firm to report on the effectiveness of
those internal controls, as required by Section 404 of the Sarbanes-Oxley Act of
2002 and the rules adopted by the SEC. Our testing, or the subsequent testing by
our independent registered public accounting firm, may reveal deficiencies in
our internal controls over financial reporting that are deemed to be material
weaknesses. Our compliance with Section 404 will require that we incur
substantial accounting expense and expend significant management efforts. If we
are not able to comply with the requirements of Section 404 in a timely manner,
or if we or our independent registered public accounting firm identifies
deficiencies in our internal controls over financial reporting that are deemed
to be material weaknesses, the market price of our Common Stock could decline,
and we could be subject to sanctions or investigations by the SEC or other
regulatory authorities, which would require additional financial and management
resources.

OUR FILM IN DISTRIBUTION MAY NOT PRODUCE THE FINANCIAL RESULTS WE ANTICIPATE.

11

Our Film has completed its domestic theatrical run. We recognized revenues of
$683,748 as measured from its release through April 30, 2005 as a result of the
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consolidation of the joint venture that produced the Film (of which we are 50%
owners) . The expected future Film revenues will, we believe, be comprised of
licensing and foreign distribution guarantee fees, television rights and DVD
sales. Based on updated information provided to us by the Film's distributor, we
wrote down the carrying value assigned to the Film at October 31, 2004 to
$1,021,722 and will write down the carrying value assigned to the Film at July
31, 2005 to $0. Nonetheless, the Film may not produce the adjusted financial
results we anticipate and therefore may have an adverse impact on our financial
position. Some of the risks include:

o Cash flow assumptions are based on a revenue stream from the Film that may
not materialize due to lower than anticipate rentals or sales of DVD's.

o We are contracting with foreign distributors in various countries. We are
receiving guarantee payments before releasing the Film. We cannot be
assured of accurate reporting of foreign box office sales or that moneys
due us from box office sales will ever be remitted.

RISKS CONCERNING THIS OFFERING AND CAPITAL STRUCTURE

THIS OFFERING MAY HAVE AN ADVERSE IMPACT ON THE MARKET PRICE OF OUR COMMON
STOCK.

This Prospectus relates to the sale or distribution of up to 210,881,188 shares
of Common Stock by the selling security holders. We will not receive any
proceeds from these sales and have prepared this Prospectus principally in order
to meet our contractual obligations to some of the selling security holders. The
sale of this block of stock, or even the possibility of its sale, may adversely
affect the trading market for our Common Stock and reduce the price available in
that market.

OUR STOCKHOLDERS WILL EXPERIENCE SIGNIFICANT DILUTION UPON THE CONVERSION OF OUR
SERIES 05-01 CONVERTIBLE DEBENTURES BECAUSE THESE DEBENTURES CONVERT AT A
DISCOUNT TO THE MARKET PRICE OF OUR COMMON STOCK AT THE TIME OF CONVERSION.

At any time and from time to time after the earlier of July 30, 2005 or the
effective date of the Registration Statement of which this Prospectus forms a
part, all or any portion of the principal amount of Series 05-01 Convertible
Debentures then outstanding may, at the option of the holders of the debentures,
be converted into shares of Common Stock at the conversion price then in effect
Additionally, all accrued but unpaid interest on Series 05-01 Convertible
Debentures is payable upon conversion, at our option, in shares of Common Stock
at the conversion price then in effect. The number of shares issuable upon any
conversion will be equal the outstanding principal amount of convertible
debenture to be converted, divided by the conversion price on the conversion
date, plus (if we have elected to pay such amount in shares of Common Stock) the
amount of any accrued but unpaid interest on the convertible debenture through
the conversion date, divided by the conversion price on the conversion date. The
conversion price of the Series 05-01 Convertible Debentures is equal to the
lower of (i) 70% of volume weighted average closing price per share of our
Common Stock for the five trading days immediately preceding the conversion date
and (ii) the lowest purchase price or conversion price of any shares of Common
Stock or securities convertible into shares of Common Stock that we subsequently
offer or issue on or prior to the date on which aggregate outstanding principal
amount of the Series 05-01 Convertible Debentures is first equal to or less than
$1,166,667. Due to the conversion mechanics of the convertible debentures,
decreases in the conversion price result in an increase in the total number of
shares issuable upon conversion.

The number of shares to be acquired by each of the holders of the Series 05-01
Convertible Debentures upon conversion cannot exceed the number of shares that,
when combined with all other shares of Common Stock and securities then owned by
each holder and its affiliates, would result in any one of them owning more than
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4.99% of our then outstanding Common Stock.

There is an inverse relationship between our stock price and the number of
shares issuable upon conversion of our Series 05-01 Convertible Debentures. That
is, as our market price of our Common Stock declines, we would be required to
issue a greater number of shares of Common Stock upon conversion of these
debentures. This inverse relationship is demonstrated by the table set forth
below, which shows the number of shares into the which the Series 05-01
Convertible Debentures would be convertible at the conversion price in effect as
of July 19, 2005 and 25%, 50% and 75% discounts to that recent price.

12
VOLUME WEIGHTED AVERAGE CLOSING SHARES OF COMMON STOCK ISSUED PER
PRICE OF COMMON STOCK FOR FIVE $1000 DOLLARS OF DEBENTURE
PRECEDING TRADING DAYS CONVERSION PRICE PRINCIPAL CONVERTED
$0.0734 $0.0514 19,455
$0.0551 $0.0386 25,907
$0.0367 $0.0257 38,911
$0.0184 $0.0129 77,519

FUTURE SALES OF COMMON STOCK OR OTHER DILUTIVE EVENTS MAY ADVERSELY AFFECT
PREVAILING MARKET PRICES FOR OUR COMMON STOCK.

As of July 19, 2005, we are authorized to issue 500,000,000 shares of Common
Stock, of which 114,348,190 shares were issued and outstanding. Our board of
directors has the authority, without further action or vote of our stockholders,
to issue all or a part of any authorized but unissued shares of our Common
Stock. Such stock issuances may be made at a price which reflects a discount
from the then-current trading price of our Common Stock. In addition, in order
to raise capital that we need at today's stock prices, we would likely need to
issue securities which are convertible into or exercisable for a significant
number of shares of our Common Stock. These issuances would dilute your
percentage ownership interest, which will have the effect of reducing your
influence on matters on which our stockholders vote, and might dilute the book
value of our Common Stock. You may incur additional dilution of net tangible
book value if holders of stock options or warrants, whether currently
outstanding or subsequently granted, exercise their options or warrants to
purchase shares of our Common Stock.

As of July 19, 2005, an additional 10,703,335 shares of Common Stock were
reserved for issuance upon the exercise of outstanding options and warrants
(other than those warrants for which the shares of Common Stock issuable upon
the exercise thereof are covered under this Prospectus) and upon conversion of
outstanding promissory notes. The exercise prices of those options and warrants
(other than warrants and the conversion prices of those promissory notes range
from $0.15 to $10.00 per share. Those options, warrants and promissory notes
also contain provisions which require the issuance of increased numbers of
shares of Common Stock upon exercise or conversion in the event of stock splits,
redemptions, mergers or other transactions. The occurrence of any such event or
the exercise or conversion of any of the options, warrants, other rights or
shares of preferred stock described above would dilute the interest in the
Company represented by each share of Common Stock and may adversely affect the
prevailing market price of our Common Stock.

OUR BOARD OF DIRECTORS' RIGHT TO AUTHORIZE THE ISSUANCE OF SHARES OF PREFERRED
STOCK COULD ADVERSELY IMPACT THE RIGHTS OF HOLDERS OF OUR COMMON STOCK.
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Our board of directors currently has the right to designate and authorize the
issuance up to 15,000,000 shares of our preferred stock, in one or more series,
with such voting, dividend and other rights as our directors may determine. The
board of directors can designate new series of preferred stock without the
approval of the holders of our Common Stock. The rights of holders of our Common
Stock may be adversely affected by the rights of any holders of shares of
preferred stock that may be issued in the future, including without limitation
dilution of the equity ownership percentage of our holders of Common Stock and
their voting power if we issue preferred stock with voting rights. Additionally,
the issuance of preferred stock could make it more difficult for a third party
to acquire a majority of our outstanding voting stock.

OUR STOCK PRICE MAY BE VOLATILE.

The market price of our Common Stock will likely fluctuate significantly in
response to the following factors, some of which are beyond our control:

o Variations in our quarterly operating results;

o Changes in financial estimates of our revenues and operating results by
securities analysts;

o Changes in market valuations of telecommunications equipment companies;

o Announcements by us of significant contracts, acquisitions, strategic
partnerships, joint ventures or capital commitments;
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o Additions or departures of key personnel;
o Future sales of our Common Stock;

o Stock market price and volume fluctuations attributable to inconsistent
trading volume levels of our Common Stock;

o Commencement of or involvement in litigation; and

o Announcements by us or our competitors of technological innovations or new
products.

In addition, the equity markets have experienced volatility that has
particularly affected the market prices of equity securities issued by high
technology companies and that often has been unrelated or disproportionate to
the operating results of those companies. These broad market fluctuations may
adversely affect the market price of our Common Stock.

WE MAY HAVE VIOLATED SECTION 5 OF THE SECURITIES ACT OF 1933, AS AMENDED, IN
CONNECTION WITH SALES OF OUR SECURITIES AND COULD SUFFER SUBSTANTIAL LOSSES IF
PURCHASERS OF OUR SECURITIES DEMAND TO RESCIND PREVIOUS SALES.

We have raised substantial amounts of capital in private placements of our
securities from time to time. The securities offered in such private placements
were not registered with the SEC or any state agency in reliance upon exemptions
from such registration requirements. Such exemptions are highly technical in
nature and if we inadvertently failed to comply with the requirements of any of
such exemptive provisions, investors would have the right to rescind their
purchase of our securities or sue for damages. If one or more of these investors
were to successfully seek such rescission or institute any such suit, we could
face severe financial demands that could materially and adversely affect our
financial position. Investors who purchased Series 03-2 Convertible Debentures
in April and May 2004, in the aggregate principal amount of $350,000 may have
the right to rescind their purchases because of our failure to comply with
certain requirements of an exemption from applicable registration requirements
in connection with these sales. If the purchasers of the Series 03-2 Convertible
Debenture issued in April and May 2004 demand that we rescind these sales, we
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may be required to remit to these purchasers an aggregate amount of $350,000,
not including these purchasers' cost of collection, interest and other related
charges that these purchasers may then demand. Unless we raise additional
capital, we may be unable to satisfy a rescission demand by these purchasers. We
have no commitments for any additional capital and no assurance can be given
that we will be successful in raising any additional capital on commercially
acceptable terms or on any terms.

WE DO NOT ANTICIPATE PAYING ANY DIVIDENDS ON OUR COMMON STOCK.

We have not paid any dividends on our Common Stock since our inception and do
not anticipate paying any dividends on our Common Stock in the foreseeable
future. Instead, we intend to retain any future earnings for use in the
operation and expansion of our business.

ADDITIONAL BURDENS IMPOSED UPON BROKER-DEALERS BY THE APPLICATION OF THE "PENNY
STOCK" RULES TO OUR COMMON STOCK MAY LIMIT THE MARKET FOR OUR COMMON STOCK

The SEC has adopted regulations concerning low-priced (or "penny") stocks. The
regulations generally define "penny stock" to be any equity security that has a
market price less than $5.00 per share, subject to certain exceptions. If our
Common Stock continues to trade at a market price less than $5.00 per share, and
does not qualify for any exemption from the penny stock regulations, our Common
Stock will continue to be subject to these additional regulations relating to
low-priced stocks.

The penny stock regulations require that broker-dealers, who recommend penny
stocks to persons other than institutional accredited investors, make a special
suitability determination for the purchaser, receive the purchaser's written
agreement to the transaction prior to the sale and provide the purchaser with
risk disclosure documents that identify risks associated with investing in penny
stocks. Furthermore, the broker-dealer must obtain a signed and dated
acknowledgment from the purchaser demonstrating that the purchaser has actually
received the required risk disclosure document before effecting a transaction in
penny stock. These requirements have historically resulted in reducing the level
of trading activity in securities that become subject to the penny stock rules.

The additional burdens imposed upon broker-dealers by these penny stock
requirements may discourage broker-dealers from effecting transactions in the
Common Stock, which could severely limit the market liquidity of our Common
Stock and our shareholders' ability to sell our Common Stock in the secondary
market.
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FORWARD-LOOKING STATEMENTS

This Prospectus contains certain financial information and statements regarding
our operations and financial prospects of a forward-looking nature. Any
statements contained in this Prospectus, which are not statements of historical
fact, may be deemed to be forward-looking statements. Without limiting the
generality of the foregoing, words such as, "may", "will", "intend", "expect",
"believe", "anticipate", "could", "estimate", "plan" or "continue" or the
negative variations of those words or comparable terminology are intended to
identify forward-looking statements. We make forward-looking statements in this
Prospectus, regarding, among other items:

o statements regarding our overall strategy relating to the design,
development, implementation and marketing of our proposed products;
o statements regarding the plans and objectives of our management for future
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operations and the size and nature of the costs we expect to incur and the
people and services we may employ;

o statements regarding the future of broadband access solutions and
opportunities therein, our competition or regulations that may affect us;

o statements regarding our ability to compete with third parties;

o any statements using the words "anticipate," "believe," "estimate,"
"expect," "intend," "may," "will," "should," "expect," "plan," "predict,"
"potential," "continue" and similar words; and

o any statements other than historical fact.

There can be no assurance of any kind that such forward-looking information and
statements will be reflective in any way of our actual future operations and/or
financial results, and any of such information and statements should not be
relied upon either in whole or in part in connection with any decision to invest
in the shares. There are a number of important factors that could cause actual
events or our actual results to differ materially from those indicated by such
forward-looking statements. These factors include, without limitation, those set
forth above under the caption "Risk Factors" included in this Prospectus and
other factors expressed from time to time in our filings with the SEC. We do not
undertake to update any forward-looking statements.

USE OF PROCEEDS

The selling stockholders will receive the net proceeds from sales of the shares
of Common Stock included in this Prospectus. We will not receive any proceeds
from the sale of Common Stock by the selling stockholders.

Assuming all of the warrants for which the underlying shares of Common Stock
that are covered by this Prospectus are exercised for cash, we will receive
approximately $13.0 million in cash proceeds (before deducting fees and
commission). However, the holders of those warrants have cashless exercise
provisions that become effective under certain conditions and if these warrants
are exercised by the cashless exercise provision, we will not receive any cash
proceeds from the exercise of those warrants.

DESCRIPTION OF THE AGREEMENTS WITH THE SELLING STOCKHOLDERS

We are registering the shares offered hereby in order to satisfy our obligations
to the holders of our Series 03-2 Convertible Debentures, holders of our Series
05-01 Convertible Debentures and Zaig Technologies, Inc.
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7% CONVERTIBLE DEBENTURES SERIES 03-2

Under a Securities Purchase Agreement dated as of December 31, 2003 between us
and each holder of our Series 03-2 Convertible Debentures (the "2003 Securities
Purchase Agreement") those holders committed to advance us an aggregate of
$2,000,000, repayment of which is represented by our Series 03-2 Convertible
Debentures. The funding was to be made in two equal installments. The first
installment was paid to us on December 31, 2003, at which time $1,000,000 in
principal amount of Series 03-2 Convertible Debentures were issued to such
holders. It was a condition to the closing of the second installment that a
registration statement covering the resale of the shares of Common Stock
issuable upon conversion of the Series 03-2 Convertible Debentures be declared
effective by June 28, 2004 (the "Registration Effectiveness Condition"). The
closing of the second installment was to be held within five days after
satisfaction of the Registration Statement Effectiveness Condition. In April and
May 2004, certain of the holders of Series 03-2 Convertible Debentures waived
the Registration Statement Effectiveness Condition and purchased $350,000 in

18



Edgar Filing: NEW VISUAL CORP - Form 424B3

aggregate principal amount of Series 03-2 Convertible Debentures, thereby
satisfying their obligation under the 2003 Securities Purchase Agreement. The
Registration Statement Effectiveness Condition was not timely satisfied and we
did not place the remaining $650,000 in principal amount of Series 03-2
Convertible Debentures.

The Series 03-2 Convertible Debentures are convertible at any time into shares
of our Common Stock at a current conversion price of $0.15 per share. This
conversion price is subject to adjustment if there are certain capital
adjustments or similar transactions, such as a stock split or merger. Interest
on the Convertible Debentures accrues at the rate of 7% per annum and is payable
on the earlier of the conversion or maturity of the Series 03-2 Convertible
Debentures. On conversion or at maturity, we have the option to pay accrued
interest in cash or shares of our Common Stock valued at the conversion price
then in effect. The option to pay interest in shares of our Common Stock,
however, is subject to the condition that the issuance of such shares of Common
Stock to the holder of a debenture cannot result in such holder and its
affiliates beneficially owning more than 4.99% of the then outstanding shares of
our Common Stock. This limitation is further discussed below in this section.

The terms of the Series 03-2 Convertible Debentures provide that under certain
conditions (primarily relating to the effectiveness of the 2004 Registration
Statement (as defined below) and the closing bid price of our Common Stock
exceeding $1.00 for each of 20 consecutive trading days), we can require a
mandatory conversion of the Series 03-2 Convertible Debentures. If not converted
earlier and under certain conditions (primarily relating to the effectiveness of
the 2004 Registration Statement and the closing bid price of our Common Stock
exceeding the conversion price for each of the ten trading days immediately
before the maturity date), on the scheduled maturity date the Series 03-2
Convertible Debentures will automatically convert into shares of our Common
Stock at the conversion price then in effect. If all of the relevant conditions
have not been satisfied on the maturity date, we may be obligated to pay the
principal amount of the Series 03-2 Convertible Debentures then outstanding and
accrued interest in cash. In addition, we have the right to prepay the principal
amount of and interest accrued on the Series 03-2 Convertible Debentures if
certain conditions are met.

In connection with the issuance of the Series 03-2 Convertible Debentures, we
issued to the holders thereof Series 03-2 Warrants to purchase shares of our
Common Stock in an amount equal to one share of Common Stock for each one share
of Common Stock issuable upon (and assuming) conversion of the Series 03-2
Convertible Debentures at the conversion price in effect on the date of
issuance. The Series 03-2 Warrants are exercisable at any time at a per share
exercise price equal to $0.25. This exercise price is also subject to adjustment
if there are certain capital adjustments or similar transactions, such as a
stock split or merger. The Series 03-2 Warrants expire approximately five years
after issuance, provided, that, under certain conditions (primarily relating to
the effectiveness of the 2004 Registration Statement and the closing price of
our Common Stock being more than $1.00 for each of 20 consecutive trading days),
we have the option to accelerate the expiration date to a date at least 60 days
from the last day of that 20 consecutive trading day period. The Series 03-2
Warrants provide that in lieu of paying the exercise price, the holder is
entitled, at its option, to elect to make a "cashless exercise". If the holder
elects this option, it will receive, instead of the full number of shares for
which the warrant is then being exercised, a lesser number of shares and we will
not receive any cash proceeds from that exercise. The number of shares which the
holder will receive is based on a formula which takes into account the closing
sale price of our Common Stock on the trading day immediately before the warrant
exercise. That closing price is multiplied by the full number of shares for
which the warrant is then being exercised. The result is reduced by the total
exercise price for those shares which the holder would have paid if it had not
elected a cashless exercise. The number of shares actually issued upon the
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cashless exercise is equal to the balance amount divided by that closing price.

16

The terms of the Series 03-2 Convertible Debentures and Series 03-2 Warrants
specify that the beneficial owner can convert such debenture or exercise such
warrant by giving notice to us; provided, however, that the holder may not
convert the Series 03-2 Convertible Debentures or exercise its Series 03-2
Warrant to the extent that such conversion or exercise would result in such
owner and its affiliates beneficially owning more than 4.99% of our then
outstanding stock (after taking into account the shares of our Common Stock
issuable upon such conversion or warrant exercise). If the holder then disposes
of some or all of its holdings, it can again convert its debentures or exercise
its warrants. Similarly, we cannot require the holder to convert the Series 03-2
Convertible Debentures at maturity or on an earlier mandatory conversion date or
issue shares in payment of interest on the debenture where that limit would be
exceeded.

Pursuant to the 2003 Securities Purchase Agreement, at the closing of the
private placement we entered into a registration rights agreement with each
purchaser of Series 03-2 Convertible Debentures (the "2003 Registration Rights
Agreement") . Pursuant to the 2003 Registration Rights Agreement, on August 16,
2004, we filed a Registration Statement on Form SB-2 (File No. 333-112643) (the
"2004 Registration Statement") registering under the Act the resale of the
shares of Common Stock issuable on conversion of the $1,000,000 in aggregate
principal amount of the Series 03-2 Convertible Debentures issued in December
2003 plus interest thereon accrued through the maturity date thereof and the
number of shares of Common Stock issuable upon exercise of the Series 03-2
Warrants. We also registered for resale an additional 1,143,333 shares of Common
Stock, representing our good faith estimate of additional shares issuable to the
holders of the Series 03-2 Convertible Debentures in payment of liquidated
damages as contemplated by the 2004 Registration Rights Agreement. We are
obligated 