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IR BioSciences Holdings, Inc. and Subsidiary
(A Development Stage Company)
Condensed Consolidated Balance Sheet as of September 30, 2006

(Unaudited)
September 30,
2006
Assets
Current assets
Prepaid services and other current assets (note 1) S 11,459
Total current assets 11,459
Deposits and other assets (note 1) 2,260
Furniture and equipment, net of
accumulated depreciation of $9,747 20,928
Total assets S 34,647
Liabilities and Deficiency in Stockholders' Equity
Current liabilities
Cash overdraft S 9,681
Accounts payable and accrued liabilities (note 3) 1,026,823
Notes payable (note 5) 829,750
Total current liabilities 1,866,254
Commitments and Contingencies
Deficiency in Stockholders' Equity
Preferred stock, 0.001 par value:
10,000,000 shares authorized,
no shares issued and outstanding -
Common stock, $0.001 par value; 250,000,000 shares
authorized; 73,775,649 shares issued and outstanding
at September 30, 2006 (note 7) 73,773
Additional paid-in capital (note 7) 11,386,256
Deferred Compensation (691, 939)
Deficit Accumulated during the Development Stage (12,599,697)
Total deficiency in stockholders' equity (1,831,607)
Total liabilities and deficiency in stockholders' equity S 34,647

The accompanying notes are an integral part of these
condensed consolidated financial statements.
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IR BioSciences Holdings, Inc.

and Subsidiary

(A Development Stage Company)
Condensed Consolidated Statements of Losses
For the three months and nine months
ended September 30, 2006 and 2005,

And for the period of inception
(October 30, 2002) to September 30, 2006

(Unaudited)
For the For the
Three Three
Months Months For the Nine For the Nin
Ended Sept Ended Sept Months Ended Months Ende
30, 2006 30, 2005 Sept 30, 2006 Sept 30, 200
Revenues S - S - S - S -
Operating expenses:
Selling, general and
administrative expenses 598,045 507,445 1,761,161 1,939,80
Merger fees and costs - - - -
Financing cost —— 579,575 —— 2,072,83
Impairment of intangible
asset costs - - - -
Total operating expenses 598,045 1,087,020 1,761,161 4,012,63
Operating loss (598, 045) (1,087,020) (1,761,161) (4,012, 63
Other expense:
Cost of penalty for late
registration of shares —— —— (438,601) -
(Gain) loss from marking to
market - warrant portion of
penalty for late registration
of shares (76, 750) —— (123,505) -
(Gain) loss from marking to
market - stock portion of
penalty for late registration
of shares (373,572) —— (445,673) -
Interest (income) expense 32,290 (5,925) 47,181 (4,60
Total other (income) expense (418,032) (5,925) (960, 598) (4,60
Income (loss) before income taxes (180,013) (1,081,0095) (800, 563) (4,008,02
Provision for income taxes - - - -
Net income (loss) S (180,013) $ (1,081,095) S (800,563) $ (4,008,02
Net income (loss) per share -
basic and diluted S (0.003) S (0.02) S (0.01) S (0.0

Weighted average shares outstanding
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basic and diluted 71,429,544

The accompanying notes are an integral part of these

condensed consolidated financial statements.

IR Biosciences Holding, Inc.

(A Development Stage Company)

Condensed Consolidated Statement of Stockholders'
From date of inception (October 30, 2002)

Balance at October 30, 2002 (date of inception)

Shares of common stock issued at $0.0006
per share to founders for license of
proprietary right in December 2002

Shares of common stock issued at $0.0006 per
share to founders for services rendered in
December 2002

Shares of common stock issued at $0.1671 per
share to consultants for services rendered

in December 2002

Sale of common stock for cash at $0.1671 per
share in December 2002

Net loss for the period from inception
(October 30, 2002) to December 31, 2002

Balance at December 31, 2002 (reflective of
stock splits)

Shares granted to consultants at $0.1392 per
share for services rendered in January 2003

Sale of shares of common stock for cash at
$0.1517 per share in January 2003

Shares granted to consultants at $0.1392 per

69,337,210 70,165,289 67,103, 63
F-2
and Subsidiary
Equity (Deficit)
to September 30, 2006
(Unaudited)
Common Stock Additional
———————————————————————— Paid-In Deferr
Shares Amount Capital Compensa
_ $ — $ _
16,612,276 16,612 (7,362)
1,405,310 1,405 (623)
53,878 54 8,946 (9
185,578 186 30,815
18,257,042 18,257 31,776 (9
98,776 99 13,651
329,552 330 49,670
154,450 154 21,346

share for services rendered in March 2003

Conversion of notes payable to common stock



Edgar Filing: IR BIOSCIENCES HOLDINGS INC - Form 10QSB

at $0.1392 per share in April 2003 1,436,736 1,437 198,563

Shares granted to consultants at $0.1413 per
share for services rendered in April 2003 14,368 14 2,016

Sale of shares of common stock for cash at
$0.2784 per share in May 2003 17,960 18 4,982

Sales of shares of common stock for cash at
$0.2784 per share in June 2003 35,918 36 9,964

Conversion of notes payable to common stock
at $0.1392 per share in June 2003 718,368 718 99,282

Beneficial conversion feature associated with
notes issued in June 2003 —— —— 60,560

Amortization of deferred compensation - - -
Costs of GPN Merger in July 2003 2,368,130 2,368 (123,168)

Value of warrants issued with extended notes
payable in October 2003 - - 189,937

Value of Company warrants issued in
conjunction with fourth quarter notes
payable issued October through December 2003 - - 207,457

Value of warrants contributed by founders in
conjunction with fourth quarter notes payable
issued October through December 2003 —— —— 183,543

Value of warrants issued for services in
October through December 2003 - - 85,861

Net loss for the year ended
December 31, 2003 - —— __

Balance at December 31, 2003 23,431,300 s 23,431 $ 1,035,441

The accompanying notes are an integral part of these
condensed consolidated financial statements.

F-3

IR Biosciences Holding, Inc. and Subsidiary
(A Development Stage Company)
Condensed Consolidated Statement of Stockholders' Equity (Deficit)
From date of inception (October 30, 2002) to September 30, 2006

(Unaudited)
Common Stock Additional
———————————————————————— Paid-In
Shares Amount Capital
Shares granted at $1.00 per share pursuant to
the Senior Note Agreement in January 2004 600,000 600 599,400

Deferr
Compensa

(600
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Shares issued at $1.00 per share to a
consultant for services rendered in
January 2004

Shares issued to a consultant at $0.62
per share for services rendered in
February 2004

Shares issued to a consultant at $0.40 per
share for services rendered in March 2004

Shares issued to a consultant at $0.50 per
share for services rendered in March 2004

Shares sold for cash at $0.15 per share
in March, 2004

Shares issued at $0.50 per share to
consultants for services rendered in
March 2004

Shares issued to a consultant at $0.40 per
share for services rendered in March 2004

Shares issued to consultants at $0.32 per
share for services rendered in March 2004

Shares to be issued to consultant at $0.41 per
share in April 2004 for services to be
rendered through March 2005

Shares granted pursuant to the New Senior Note
Agreement in April 2004

Shares issued to officer at $0.32 per share for

services rendered in April 2004

Conversion of note payable to common stock at
$0.10 per share in May 2004

Beneficial Conversion Feature associated with
note payable in May 2004

Issuance of warrants to officers and founder
for services rendered in May 2004

Shares to a consultant at $0.20 per share as a
due diligence fee in May 2004

Shares issued to a consultant at $1.00 per
share for services to be rendered over
twelve months beginning May 2004

Beneficial Conversion Feature associated with
notes payable issued in June 2004

Issuance of warrants to note holders in April,
May, and June 2004

Issuance of warrants to employees and
consultants for services rendered in
April through June 2004

800,000

40,000

1,051,600

500,000

8,000

20,000

2,000

91,600

600,000

200,000

350,000

125,000

500,000

800

40

1,051

500

20

92

600

200

350

125

500

799,200

24,760

419,589

249,500

1,192

9,980

798

29,220

149,400

63,800

34,650

35,000

269,208

24,875

499,500

3,000

17,915

8,318

(800

(420

(250

(82

(150

(500
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Shares issued in July to a consultant at
$0.10 for services to be rendered through

July 2005 250,000 250
Shares issued to a consultant in July and
September at $0.41 per share for services
to be rendered through April 2005 200,000 200
Shares issued to a consultant in September at
$0.12 to $0.22 for services rendered
through September 2004 127,276 127
The accompanying notes are an integral part of these
condensed consolidated financial statements.
F-4
IR Biosciences Holding, Inc. and Subsidiary
(A Development Stage Company)
Condensed Consolidated Statement of Stockholders' Equity (Deficit)
From date of inception (October 30, 2002) to September 30, 2006
(Unaudited)
Common Stock
Shares Amount
Shares issued in July to September 2004 as
interest on note payable 300,000 300
Issuance of warrants with notes payable in
July and August 2004 - -
Accrued deferred compensation in August 2004
to a consultant for 100,000 shares at $0.10
per share, committed but unissued - -
Shares issued in August 2004 at $0.14 to a
consultant for services to be performed
through October 2004 100,000 100
Shares issued in August 2004 at $0.125 per
share for conversion of $30,000 demand loan 240,000 240
Shares issued in August 2004 at $0.16 per
share to a consultant for services provided 125,000 125
Shares issued in October 2004 to employees at
$0.16 to $0.25 per share 48,804 49
Commitment to issue 100,000 shares of stock to
a consultant at $0.23 per share for services
to be provided through September 2005 - -
Sale of stock for cash in October at $0.125 per
share, net of costs of $298,155 18,160,000 18,160

24,750

81,800

16,782

Additional
Paid-In
Capital

35,700

72,252

13,900

29,760

19,875

8,335

1,345,763

(25

Deferr
Compensa

(10

(23
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Value of warrants issued with sale of common
stock in October, net of costs - - 607,922

Issuance of warrant to officer in October, 2004 - - 112,697

Issuance of stock to investment bankers in
October 2004 for commissions earned 4,900,000 4,900 (4,900)

Conversion of accounts payable to stock in
October at $0.125 per share 1,257,746 1,258 107,382

Value of warrants issued with accounts
payable conversions - - 48,579

Conversion of demand loan to stock in October
at $0.11 per share 93,300 93 10,170

Forgiveness of notes payable in October 2004 - - 36,785

Issuance of stock to officer and director at
$0.125 per share in October for conversion
of liability 1,440,000 1,440 122,493

Value of warrants issued with officer and
director conversion of liabilities —= - 56,067

Conversion of debt and accrued interest to
common stock at $0.075 to $0.125 per share 6,703,151 6,703 417,514

Value of warrants issued with conversion
of debt - - 191,111

Conversion of note payable in October into
common stock at $0.075 per share 67,613 68 4,932

Issuance of warrants to note holders in
October 2004 - - 112,562

Value of shares issued to CFO as compensation 100,000 100 34,900

Value of warrants issued to members of
advisory committees in November
and December —— —— 16,348

Beneficial conversion feature associated with
notes payable - - 124,709

Shares issued in error to be cancelled (9,002) (9) 9

Amortization of deferred compensation through
December 31, 2004 - - - 2,729

Loss for the year ended
December 31, 2004 — —— __

Balance at December 31, 2004 62,423,388 62,423 7,922,943 (169

The accompanying notes are an integral part of these
condensed consolidated financial statements.

F-5
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IR Biosciences Holding, Inc. and Subsidiary
(A Development Stage Company)
Condensed Consolidated Statement of Stockholders' Equity (Deficit)
From date of inception (October 30, 2002) to September 30, 2006
(Unaudited)

Common Stock

Sale of shares of common stock for cash at
$0.20 per share in Mar 2005 for warrant
exercise, net of costs 6,600,778 6,600

Value of warrants issued to members
of advisory committees in March 2005 - -

Deferred compensation in Feb 2005 to a
consultant for 50,000 shares of stock at
$0.65 per share. —= -

Warrants exercised at $0.05 per share
in June 2003 80,000 80

Value of warrants issued to members of
advisory committee in June 2005 - -

Value of warrants issued to investors and
service providers in June 2005 - -

Issuance of 232,153 shares of common
stock in July 2005 for conversion of
notes payable 232,153 232

Issuance of 100,000 shares of common stock
in August 2005 to a consultant for
services provided 100,000 100

Value of warrants issued to advisory
committee in September 2005 for services - -

Amortization of deferred comp for the
twelve months ended December, 2005 - -

Value of warrants issued in October
and December 2005 to investors and
service providers - -

Loss for the year ended
December 31, 2005 —— __

Balance at December 31, 2005 69,436,319 69,435

Issuance of 100,000 shares of common stock
in March 2006 to an officer,
previously accrued 100,000 100

Additional
Paid-In Deferr
Capital Compensa

1,184,256

137,049

3,920

70,781

32,991

64,771

9,900

20,491

- 199

18,399

41,316

10
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Value of warrants issued to advisory
committee in March 2006 for services - -

Amortization of deferred comp for the
three months ended March 31, 2006 —— ——

Loss for the three months ended
March 31, 2006 - -

Balance at March 31, 2006

Issuance of common stock in May 2006

To a consultant for services provided 34,464 34
Conversion of accrued interest to common

Stock at $0.125 per share in May 2006 19,288 19
Conversion of accrued interest to common

Stock at $0.125 per share in May 2006 16,324 16
Conversion of accrued interest to common

Stock at $0.10 per share in May 2006 13,456 13
Common stock issued pursuant to the exercise

Of warrants at $0.09 per share in June 2006 5,000 5
Value of warrants issued to members of

Advisory committee in June 2006 - -

2006 - --

Income for three months ended June 30,

Balance at June 30, 2006

Issuance of penalty Common Stock,

previously accrued 4,150,798 4,151
Issuance of penalty warrants, previously

accrued - -
Value of warrants issued to officers - -
Value of options issued to officer - -

Amortization of options to Chief Executive
Officer _ __

Value of warrants issued to members of
Advisory committee in September 2006 - -

Loss for the three months ended
September 30, 2006 —— __

Balance at September 30, 2006

The accompanying notes are an integral part of these

8,399

16,164

2,392

2,025

1,342

445

8,819

867,517

182,236

50,874

735,731

3,495

11

(735

43
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condensed consolidated financial statements.

F-6

IR BioSciences Holdings, Inc. and Subsidiary

(A Development Stage Company)

Condensed Consolidated Statements of Cash Flows For the nine
months ended September 30, 2006 and 2005,

and for the period of inception (October 30,

to September 30, 2006
(Unaudited)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash
used in operating activities:

Non-cash compensation

Cost of penalty for late registration of shares -
stock portion

Cost of penalty for late registration of shares -
warrant portion

(Gain) loss from marking to market - stock portion
of penalty for late registration of shares

(Gain) loss from marking to market - warrant portion

of penalty for late registration of shares
Legal fees for note payable
Placement fees for note payable
Impairment of intangible asset
Interest expense
Amortization of discount on notes payable
Depreciation and amortization
Changes in operating assets and liabilities:
Prepaid services and other assets
Accounts payable and accrued expenses

Net cash used in operating activities

Cash flows from investing activities:

Acquisition of property and equipment

Net cash used in investing activities

Cash flows from financing activities:
Proceeds from notes payable and cash advances

Principal payments on notes payable and demand loans

Shares of stock sold for cash
Proceeds from exercise of warrant
Officer repayment of amounts paid on his behalf

2002)
For the Nine
Months Ended
Sept 30, 2006
$ (800,563)

144,087
(360,197)
(78, 404)
(445,673)
(123,505)

20,125
65,000

5,885

28,048
571,918

For the Nine
Months Ended
Sept 30, 2005

$ (4,008,024

462,773

4,007

2,401

(9,000
2,064,910

(14,997
1,190,857
4,000

12
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Cash paid on behalf of officer

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

(

720,325

275,541)

265,860

1,179,860

(303,703

970,114

The accompanying notes are an integral part of these
condensed consolidated financial statements.

IR BioSciences Holdings, Inc.

(A Development Stage

Condensed Consolidated Statements of
months ended September 30,

and for the period of inception

to September 30,

(Unaudited)

and Subsidiary

Company)

Cash Flows For the nine
2006 and 2005,
(October 30, 2002)

2006

Supplemental disclosures of cash flow information

Cash paid during the period for:
Interest

Taxes

Acquisition and capital restructure:
Assets acquired
Liabilities assumed
Common stock retained

Adjustment to additional paid-in capital

Organization costs

Total consideration paid

Common stock issued in exchange for proprietary rights

For the Nine
Months Ended
Sept 30,2006

For the Nine
Months Ended
Sept 30,2005

Cumulativ
Incepti
(October
2002) to
2006
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Common stock issued in exchange for services

Common stock issued in exchange for previously incurred
debt and accrued interest

Common stock issued in exchange as interest

Amortization of beneficial conversion feature

Stock options and warrants issued in exchange for
services rendered

Debt and accrued interest forgiveness from note holders

Common stock issued in satisfaction of amounts due
to an Officer and a Director

Common stock issued in satisfaction of accounts payable

Deferred compensation to a consultant accrued
in March 2005

Amortization of deferred compensation

Fair Value of common stock and warrants payable in
connection with late filing of registration statement

Gaining from marking to market - stock portion of
penalty for late registration of shares

Gaining from marking to market - warrant portion of
penalty for late registration of shares

Impairment of intangible asset

Issuance of stock to Officer, previously accrued

Value of warrants issued to members of advisory boards

$ 16,198 & 10,000 S 2,941,
$ 5,807 S 65,003 $ 1,066,
$ - $ - $ 36,
$ - $ - $ 223,
$ 786,605 S 261,312 $ 1,558,
$ - $ - $ 36,
$ - $ - $ 180,
$ - $ - $ 157,
$ - $ -= $ 2,630,
$ 46,552  § 187,627 S 246,
$ 1,053,904 $ 2,072,831 $ 5,757,
$ (805,870) S — 5 (1,124,
$  (201,910) $ -—— $ (456,
$ - $ - $ 6,
$ 41,416  § — 8 41,
$ 20,714 S -— s 20,

The accompanying notes are an integral part of these
condensed consolidated financial statements.

F-8
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IR BIOSCIENCES HOLDINGS, INC.
(A DEVELOPMENT STAGE COMPANY)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006
(Unaudited)

NOTE 1 - SUMMARY OF ACCOUNTING POLICIES

General

The accompanying unaudited condensed consolidated financial statements have been

prepared in accordance with the instructions to Form 10-QSB, and therefore, do
not include all the information necessary for a fair presentation of financial
position, results of operations and cash flows in conformity with accounting

principles generally accepted in the United States of America for a complete set
of financial statements.

In the opinion of management, all adjustments (consisting of normal recurring
accruals) considered necessary for a fair presentation have been included. The
results from operations for the three-month and nine-month periods ended
September 30, 2006 are not necessarily indicative of the results that may be
expected for the vyear ended December 31, 2006. The wunaudited condensed
consolidated financial statements should be read in conjunction with the
December 31, 2005 financial statements and footnotes thereto included in the
Company's annual report on Form 10-KSB filed with the Securities and Exchange
Commission on March 28, 2006 and Form 10-KSB/A filed with the Securities and
Exchange Commission on March 31, 2006.

Business and basis of presentation

IR BioSciences Holdings, Inc. (the "Company," "we," or "us") formerly GPN
Network, Inc. ("GPN") is currently a development stage company under the
provisions of Statement of Financial Accounting Standards ("SFAS") No. 7. The

Company, which was incorporated wunder the laws of the State of Delaware on
October 30, 2002, is a development-stage Dbiopharmaceutical company. Through our
wholly owned subsidiary, ImmuneRegen BioSciences, Inc., we are engaged in the
research and development of potential drugs. Our goal is to develop therapeutics
to be used for the protection of the body from exposure to harmful agents such
as toxic chemicals and radiation, as well as, Dbiological agents, including
influenza and anthrax. Our research and development efforts are at a very early
stage and Radilex and Viprovex have only undergone pre-clinical testing in mice.
From its inception through the date of these financial statements, the Company
has recognized no revenues and has incurred significant operating expenses.

The consolidated financial statements include the accounts of the Company and
its wholly owned subsidiary, ImmuneRegen BioSciences, Inc. Significant
inter-company transactions have been eliminated in consolidation.

Reclassification

Certain reclassifications have been made to conform to prior periods' data to
the current presentation. These reclassifications had no effect on reported
losses.

15
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Stock based compensation

Effective January 1, 2006, the Company adopted SFAS No. 123 (revised),
"Share-Based Payment" (SFAS 123 (R)) utilizing the modified prospective approach.
Prior to the adoption of SFAS 123 (R) we accounted for stock option grant in
accordance with APB Opinion No. 25, "Accounting for Stock Issued to Employees"
(the intrinsic value method), and accordingly, recognized compensation expense
for stock option grants.

Under the modified prospective approach, SFAS 123(R) applies to new awards and
to awards that were outstanding on January 1, 2006 that are subsequently
modified, repurchased or cancelled. Under the modified prospective approach,
compensation cost recognized in the nine months of fiscal 2006 includes
compensation cost for all share-based payments granted prior to, but not yet
vested as of January 1, 2006, Dbased on the grant-date fair value estimated in
accordance with the original provisions of SFAS 123, and compensation cost for
all share-based payments granted subsequent to January 1, 2006 based on the
grant-date fair value estimated 1in accordance with the provisions of SFAS
123(R). Prior periods were not restated to reflect the impact of adopting the
new standard.

A summary of option activity under the Plan as of September 30, 2006, and
changes during the period ended are presented below:

Weighted
Average
Exercise
Options Price
Outstanding at December 31, 2005 317,242 S 5.30
Issued 5,396,970 S 0.22
Exercised - -
Forfeited or expired - -
Outstanding at September 30, 2006 5,714,212 S 0.51
Non-vested at September 30, 2006 5,396,970 S 0.22
Exercisable at September 30, 2006 317,242 S 5.30

Aggregate intrinsic value of options outstanding and exercisable at September
30, 2006 was $0. Aggregate intrinsic value represents the difference between the
Company's closing stock price on the last trading day of the fiscal period,
which was $0.22 as of September 29, 2006, and the exercise price multiplied by
the number of options outstanding. As of September 30, 2006, total unrecognized
stock-based compensation expense related to stock options was $691,939. The
total fair value of options vested during the three months ended September 30,
2006 was $O0.

Interim financial statements

The accompanying balance sheet as of September 30, 2006, the statements of
operations for the three months ended September 30, 2006 and 2005, and for the
period of inception (October 30, 2002) to September 30, 2006, and the statements
of cash flows for three and nine months ended September 30, 2006 and 2005, and
from the period of inception (October 30, 2002) to September 30, 2006 are
unaudited. These unaudited interim financial statements include all adjustments
(consisting of normal recurring accruals), which, in the opinion of management,
are necessary for a fair ©presentation of the results of operations for the
periods presented. Interim results are not necessarily indicative of the results
to be expected for a full year.
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Use of estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements, and the reported amounts of revenues and expenses
during the reported periods. Actual results could materially differ from those
estimates.

Long-lived assets

The Company accounts for its long-lived assets under the provision of Statements
of Financial Accounting Standards No. 121, "Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets To Be Disposed Of." The Company's
long-lived assets are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of such assets may not be
recoverable. Events relating to recoverability may include significant
unfavorable changes in business conditions, recurring losses, or a forecasted
Inability to achieve Dbreak-even operating results over an extended period. The
Company evaluates the recoverability of long-lived assets based upon forecasted
undiscounted <cash flows. Should an impairment in value be indicated, the
carrying value of intangible assets will be adjusted, based on estimates of
future discounted cash flows resulting from the use and ultimate disposition of
the asset.

Prepaid services and other current assets

Prepaid services and other current assets at September 30, 2006 consist of the
following:

Prepaid interest $ 9,452
Prepaid insurance 2,007

Deposits and other assets consist of a deposit on leased office space in the
amount of $2,260.

Furniture and equipment

Furniture and equipment are valued at cost. Depreciation and amortization are
provided over the estimated useful 1lives up to seven years using the
straight-line method. The estimated service lives of property and equipment are
as follows:

Computer equipment 3 years
Laboratory equipment 3 years
Furniture 7 years
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The amounts depreciated for the three months ended September 30, 2006 and 2005
were $2,003 and $967, respectively. Depreciation expense for the nine months
ended September 30, 2006 and 2005 was $5,885 and $1,705, respectively. The
amount depreciated from the date of inception (October 30, 2002) through
September 30, 2006 was $9,747.

NOTE 2 - RELATED PARTY TRANSACTIONS

Cash Advances

In March 2006, the Company received a cash advance from a director in the amount
of $50,000. This advance Dbears interest at the rate of 12% per annum. The
Company converted this advance to a note payable during the quarter ending
September 30, 2006.

In July 2006, the Company received a cash advance from a director in the amount
of $25,000. This advance Dbears interest at the rate of 12% per annum. The
Company repaid this cash advance on August 30, 2006 plus accrued interest in the
amount of $370.

Credit Cards

The Company has a line of credit with Bank of America for $25,000. Our Chief
Executive Officer Michael Wilhelm co-signs this line of credit. At month-end
September 30, 2006 the Company had an outstanding balance on the credit card of
$20,587

NOTE 3 - ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities consisted of the following at September
30, 2006:

Accounts payable and accrued liabilities $ 923,882

Accounts payable - shell company 34,926
Interest payable 44,228
Credit cards 20,587
State income tax payable 3,200

NOTE 4 - CASH ADVANCES

In March 2006, the Company received a cash advance from a director in the amount
of $50,000. This advance Dbears interest at the rate of 12% per annum. The
Company converted this advance to a note payable in August 2006.

In June of 2006, the Company received a cash advance from an investor in the
amount of $20,000. This advance bears interest at the rate of 12% per annum. The
Company converted this advance to a note payable in August 2006.
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In July 2006, the Company received a cash advance from a director in the amount

Of $25,000. This advance Dbears interest at the rate of 12%

per annum. The

Company repaid this cash advance on August 30, 2006 plus accrued interest in the

Amount of $370.
NOTE 5 - NOTES PAYABLE

On April 13, 2006, the Company entered into an unsecured
Senior Promissory Note in the amount of $500,000. Following
the payment of commissions and expenses, the Company
received net proceeds of approximately $439,875. The
outstanding principal amount of the Note, plus interest at
the rate of 12% per annum, is payable in cash on or before
the earlier of (i) April 12, 2007 or (ii) the date upon
whi