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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

x  QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF

1934
For the quarterly period ended November 30, 2013

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES ACT OF 1933
For the transition period from to

Commission File Number: 000-49908

CYTODYN INC.

(Exact name of registrant as specified in its charter)
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Colorado 75-3056237
(State or other jurisdiction of (I.R.S. Employer or
incorporation or organization) Identification No.)

1111 Main Street, Suite 660

Vancouver, Washington 98660
(Address of principal executive offices) (Zip Code)
(Registrant s telephone number, including area code) (360) 980-8524

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (Section
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer, and smaller reporting
company in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer ~ Accelerated Filer

Non-accelerated Filer Smaller Reporting Company x
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act): Yes © No x

On December 31, 2013 there were 55,336,021 shares outstanding of the registrant s no par value common stock.
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PART I

Item 1. Financial Statements.
CytoDyn Inc.

(A Development Stage Company)

Consolidated Balance Sheets

May 31,
November 30, 2013 2013
(unaudited)
Assets
Current assets:
Cash $ 10,132,520 $ 603,681
Prepaid expenses 257,507 139,849
Deferred debt issuance cost 3,332
Deferred offering costs 96,929 96,930
Total current assets 10,490,288 840,460
Furniture and equipment, net 10,598
Intangibles, net 3,142,239 3,317,239

$ 13,643,125 $ 4,157,699

Liabilities and Shareholders Equity (Deficit)
Current liabilities:

Accounts payable $ 814,751 $ 1,111,285
Accrued liabilities 46,341 321,884
Accrued salaries and severance 276,112 364,698
Accrued interest payable 49,189 56,884
Indebtedness to related parties 500,000 509,000
Convertible notes payable, net 294,094 328,347
Stock rescission liability 536,500 536,500
Total current liabilities 2,516,987 3,228,598
Long-term liabilities

Convertible notes payable, net 1,634,670 1,153,017
Total liabilities 4,151,657 4,381,615

Shareholders equity (deficit):

Series B convertible preferred stock, no par value; 400,000 shares

authorized, 95,100 shares issued and outstanding at November 30, 2013

and May 31, 2013, respectively 274,091 274,091
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Common stock, no par value; 100,000,000 shares authorized, 55,336,021
and 30,798,150 outstanding at November 30, 2013 and May 31, 2013,
respectively; 55,536,021 and 30,998,150 issued at November 30, 2013 and

May 31, 2013, respectively 30,311,420 16,244,673

Common stock payable 47,880 117,778

Additional paid-in capital 19,403,477 17,523,796

Common and preferred stock subject to rescission (536,500) (536,500)
Treasury stock, at cost, 200,000 shares held at November 30, 2013 and

May 31, 2013, respectively (100,000) (100,000)
Additional paid-in capital treasury stock 255,065 255,065

Accumulated deficit on unrelated dormant operations (1,601,912) (1,601,912)
Accumulated deficit during development stage (38,562,054) (32,400,907)
Total shareholders equity (deficit) 9,491,467 (223,916)

$ 13,643,125 $ 4,157,699

See accompanying notes to consolidated financial statements.
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Operating expenses:

General and administrative
Amortization & depreciation
Research and development
Legal fees

Total operating expenses

Operating loss

Interest income

Gain on settlement of accounts
payable

Interest expense:

Amortization of discount on
convertible debt

Amortization of debt issuance
costs

Interest on debt

Loss before income taxes
Provision for taxes on income

Net loss

Constructive preferred stock
dividends

Convertible preferred stock
dividends

Net loss applicable to common
shareholders
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CytoDyn Inc.

(A Development Stage Company)

Consolidated Statements of Operations

Three months ended November 30,

2013
$ 772,809
87,924
542,765
197,425
1,600,923

(1,600,923)
2,209

5,541
(1,595,004)
(96,668)
(302,748)

(3,587,593)

$ (3,587,593)

$ (3,587,593)

(Unaudited)

2012
$ 1,267,669
434

161,000
214,426
1,643,529

(1,643,529)

50,426

(257,313)

(58,070)

(1,908,486)

$ (1,908,486)

$ (1,908,486)

Six months ended

November 30,
2013 2012
$ 1339478 $ 3,768,292
175,620 825
731,952 221,455
354,814 465,230
2,601,864 4,455,802
(2,601,864) (4,455,802)
2,394
13,946 50,426
(3,047,401) (257,313)
(116,668)
(411,551) (60,963)
(6,161,144) (4,723,652)

$ (6,161,144)

$ (6,161,144)

$ (4,723,652)

$ (1,400)

$ (4,725,052)

October 28,
2003 through
November
30,
2013
$ 24,036,835

581,166
4,080,685
4,191,475

32,890,161

(32,890,161)
5,188
724,047
(5,487,943)
(116,668)
(796,517)
(38,562,054)
$(38,562,054)
$ (6,000,000)

$ (99.483)

$(44,661,537)



Edgar Filing: CYTODYN INC - Form 10-Q
Basic and diluted loss per share $ (0.08) $ (0.06) $ 0.16) $ (0.16) $ (2.64)

Basic and diluted weighted
average common shares
outstanding 44,982,452 29,866,073 38,038,949 29,396,092 16,945,879

See accompanying notes to consolidated financial statements.
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CytoDyn Inc.
(A Development Stage Company)

Consolidated Statements of Cash Flows

(Unaudited)
October 28, 2003
Six Months Ended November 30, through
2013 2012 November 30, 2013

Cash flows from operating activities

Net loss $ (6,161,144) $ (4,723,652) $
Adjustments to reconcile net loss to net cash used by

operating activities:

(38,562,054)

Amortization & depreciation 175,620 825 581,166
Loss on disposal of furniture and equipment 2,560
Amortization of discount on convertible debt 3,047,401 257,303 5,470,282
Amortization of debt issuance costs 116,668 116,668
Gain on settlement of accounts payable (13,946) (50,426) (724,047)
Interest expense associated with conversion inducement 193,160 193,160
Purchased in-process research and development 274,399
Stock-based compensation 486,516 2,540,164 12,654,511
Changes in current assets and liabilities:

(Increase) decrease in prepaid expenses (117,658) 31,944 (257,507)
Decrease in other assets 2,808

(Decrease) increase in accounts payable, accrued salaries,

accrued interest and accrued liabilities (625,165) 772,938 1,950,018
Net cash used in operating activities (2,898,548) (1,168,096) (18,300,844)

Cash flows from investing activities:

Asset acquisition of intangibles (3,500,000) (3,500,000)
Furniture and equipment purchases (11,217) (1,097) (35,435)
Net cash used in investing activities (11,217) (3,501,097) (3,535,435)
Cash flows from financing activities:

Capital contributions by president 15,748
Proceeds from notes payable to related parties 1,205,649
Preferred stock dividends (1,500)
Payments on indebtedness to related parties (26,892) (314,482)
Proceeds from issuance of convertible notes payable 1,200,000 5,648,250 8,474,250
Payments on convertible notes payable (250,000) (250,000)
Proceeds from sale of common stock 13,642,667 22,608,739
Proceeds from Series B convertible preferred stock 2,009,000
Table of Contents
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Purchase of treasury stock (436,000)
Proceeds from sale of treasury stock 559,210
Payment of offering costs (2,204,063) (3,234,003)
Proceeds from issuance of stock in AITI acquisition 512,200
Proceeds from issuance of stock in AGTT acquisition 100,000
Proceeds from notes payable related to individual 145,000
Payments on notes payable issued to individuals (34,500)
Proceeds from exercise of warrants 50,000 192,500 606,250
Net cash provided by financing activities 12,438,604 5,813,858 31,965,561
Net change in cash 9,528,839 1,144,665 10,129,282
Cash, beginning of period 603,681 284,991 3,238
Cash, end of period $ 10,132,520 $ 1,429,656 $ 10,132,520

Supplemental disclosure of cash flow information:
Cash paid during the period for:
Income taxes $ $ $

Interest $ 278,493 $ 48,664  $ 529,974
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CytoDyn Inc.
(A Development Stage Company)
Consolidated Statements of Cash Flows

(Unaudited)

Six Months Ended November 30,

2013
Non-cash investing and financing transactions:
Net assets acquired in exchange for common stock in
CytoDyn/RexRay business combination $ $
Common stock issued to former officer to repay working
capital advance $ $
Common stock issued for convertible debt $ 2,359,000 $
Common stock issued for debt $ $
Common stock issued or to be issued for accrued interest
payable $ 74338 $
Options to purchase common stock issued for debt $ $
Original issue discount and intrinsic value of beneficial
conversion feature related to debt issued with warrants $ 1,200,000 $
Common stock issued for Series A preferred stock $ $
Treasury stock issued for prepaid services $ $
Common stock issued on payment of accounts payable $ $
Preferred and common stock subject to rescission $ $
Amortization of deferred offering costs related to rescission
liability $ $
Accrued stock incentive and deferred offering costs $ $
Common stock issued for Series B convertible preferred
stock $ $

Table of Contents

2012

5,648,250

652,500

117,887

14,000

October 28, 2003
through
November 30, 2013

7,542

5,000
3,588,000

245,582

99,499

62,341

8,162,768
167,500
118,291
129,000

536,500

779,495

1,717,000

1,526,484
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Series B convertible preferred stock dividends $

Accrued salaries for related party contributed as capital $

Reversal of accrued stock incentive and deferred offering

costs $
Constructive dividend on Series B convertible preferred

stock $
Common stock issued for common stock payable $
Prepaid stock services $
Common shares issued from escrow $

Table of Contents

See accompanying notes to consolidated financial statements.

$
$

1,400

99,483

229,500

1,717,000

6,000,000
388,000
160,800

1,425,000
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CYTODYN INC.
(A DEVELOPMENT STAGE COMPANY)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF NOVEMBER 30, 2013
(UNAUDITED)
Note 1 - Organization

CytoDyn Inc. (the Company ) was incorporated under the laws of Colorado on May 2, 2002 under the name RexRay
Corporation ( RexRay ). In October 2003, the Company (under its previous name RexRay Corporation) entered into an
Acquisition Agreement with CytoDyn of New Mexico, Inc. Pursuant to the acquisition agreement, the Company
acquired assets related to one of the Company s drug candidates, Cytolin, including the assignment of the patent

license agreement dated July 1, 1994 between CytoDyn of New Mexico, Inc. and Allen D. Allen covering six United
States patents, along with foreign counterpart patents, which describe a method for treating Human Immunodeficiency
Virus ( HIV ) disease with the use of monoclonal antibodies.

The Company entered the development stage effective October 28, 2003 upon the reverse merger and recapitalization
of the Company and follows Financial Accounting Standard Codification No. 915, Development Stage Entities.

CytoDyn Inc. is developing a class of therapeutic monoclonal antibodies to address significant unmet medical needs in
the areas of HIV and Acquired Immune Deficiency Syndrome ( AIDS ).

Advanced Genetic Technologies, Inc. ( AGTI ) was incorporated under the laws of Florida on December 18, 2006
pursuant to an acquisition during 2006.

On May 16, 2011, the Company formed a wholly owned subsidiary, CytoDyn Veterinary Medicine LLC ( CVM ),
which explores the possible application of the Company s existing proprietary monoclonal antibody technology to the
treatment of Feline Immunodeficiency Virus ( FIV ). The Company views the formation of CVM and the exploration of
the application of its existing proprietary monoclonal antibody technology to FIV as an effort to strategically diversify
the use of its proprietary monoclonal antibody technology.

Note 2 - Summary of Significant Accounting Policies
Basis of Presentation

The accompanying consolidated financial statements are unaudited and have been prepared in accordance with
accounting principles generally accepted in the United States of America ( U.S. GAAP ) and reflect all adjustments,
consisting solely of normal recurring adjustments, needed to fairly present the financial results for these periods. The
consolidated financial statements and notes are presented as permitted by Form 10-Q. Accordingly, certain
information and note disclosures normally included in financial statements prepared in accordance with accounting
principles generally accepted in the United States of America have been omitted. The accompanying consolidated
financial statements should be read in conjunction with the financial statements for the fiscal years ended May 31,
2013 and 2012 and notes thereto in the Company s Annual Report on Form 10-K for the fiscal year ended May 31,
2013, filed with the Securities and Exchange Commission on August 29, 2013. Operating results for the three and six
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months ended November 30, 2013 and November 30, 2012 are not necessarily indicative of the results that may be
expected for the entire year. In the opinion of management, all adjustments, consisting only of normal recurring
adjustments necessary for a fair statement of (a) the results of operations for the three and six month periods ended
November 30, 2013 and November 30, 2012 and the period October 28, 2003 through November 30, 2013, (b) the
financial position at November 30, 2013, and (c) cash flows for the six month periods ended November 30, 2013 and
November 30, 2012 and the period October 28, 2003 through November 30, 2013, have been made.

Principles of Consolidation

The consolidated financial statements include the accounts of CytoDyn Inc. and its wholly owned subsidiaries, AGTI
and CVM. All intercompany transactions and balances are eliminated in consolidation.

Reclassifications
Certain prior year amounts shown in the accompanying consolidated financial statements have been reclassified to

conform to the fiscal 2013 presentation. These reclassifications did not have any effect on total current assets, total
assets, total current liabilities, total liabilities, total shareholders equity(deficit), or net loss.
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Going Concern

The accompanying financial statements have been prepared on a going concern basis, which contemplates the
realization of assets and the satisfaction of liabilities in the normal course of business. As shown in the accompanying
consolidated financial statements, the Company is currently in the development stage with losses for all periods
presented. The Company incurred a net loss of $6,161,144 for the six months ended November 30, 2013, and has an
accumulated deficit of $40,163,966 and working capital of $7,973,301 as of November 30, 2013. These factors,
among others, raise substantial doubt about the Company s ability to continue as a going concern.

The consolidated financial statements do not include any adjustments relating to the recoverability of assets and
classification of liabilities that might be necessary should the Company be unable to continue as a going concern. The
Company s continuation as a going concern is dependent upon its ability to obtain additional operating capital,
complete development of one or more of its drug therapies, obtain U.S. Food & Drug Administration ( FDA ) approval,
outsource manufacturing of each such approved drug therapy, and ultimately to attain profitability. The Company
intends to seek additional funding through debt and equity offerings to fund its business plan. There can be no

assurance, however, that the Company will be successful in these endeavors.

Use of Estimates

The preparation of the consolidated financial statements in accordance with U.S. GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent
assets and liabilities at the date of consolidated financial statements and the reported amounts of expenses during the
reporting period. Actual results could differ from those estimates.

Cash

The Company considers all highly liquid debt instruments with original maturities of six months or less when acquired
to be cash equivalents. The Company had no cash equivalents as of November 30, 2013 or May 31, 2013. Cash is
maintained at financial institutions and, at times, balances may exceed federally insured limits. The Company has
never experienced any losses related to these balances.

Impairment of Long-Lived Assets

The Company evaluates the carrying value of long-lived assets under U.S. GAAP, which requires impairment losses
to be recorded on long-lived assets used in operations when indicators of impairment are present and the undiscounted
future cash flows estimated to be generated by those assets are less than the assets carrying amount. If such assets are
impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the assets
exceeds the fair value of the assets. Assets to be disposed of, if any, are reported at the lower of the carrying value or
fair value, less costs to sell. There were no impairment charges for the three and six months ended November 30, 2013
and November 30, 2012, and for the period October 28, 2003 through November 30, 2013.

Research and Development

Research and development costs are expensed as incurred.

Financial Instruments
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At November 30, 2013 and May 31, 2013, the carrying value of the Company s financial instruments approximates fair
value due to the short-term maturity of the instruments. The Company s notes payable have market rates of interest,
and accordingly, the carrying values of the notes approximate the fair value less the applicable discount arising from
the beneficial conversion feature and the value of attached warrants, as required by U.S. GAAP.

Stock-Based Compensation

U.S. GAAP requires companies to measure the cost of employee services received in exchange for the award of equity
instruments based on the fair value of the award at the date of grant. The expense is to be recognized over the period
during which an employee is required to provide services in exchange for the award (requisite service period).

The Company accounts for common stock options and common stock warrants based on the fair market value of the
instrument using the Black-Scholes option pricing model utilizing certain weighted average assumptions such as
expected stock price volatility, term of the options and warrants, risk-free interest rates, and expected dividend yield at
the grant date. The risk-free interest rate assumption is based upon observed interest rates appropriate for the expected
term of the stock options. The expected volatility is based on the historical volatility of the Company s common stock
at consistent intervals. The Company has not paid any dividends on its common stock since its inception and does not
anticipate paying dividends on its common stock in the foreseeable future. The computation of the expected option
term is based on the simplified method, as the Company s stock options are plain vanilla options and the Company has
a limited history of exercise data. For common stock options and warrants with periodic vesting, the Company
recognizes the related compensation costs associated with these options and warrants on a straight-line basis over the
requisite service period.
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U.S. GAAP requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if
actual forfeitures differ from those estimates. Based on limited historical experience of forfeitures, the Company
estimated future unvested option forfeitures at 0% for all periods presented.

Deferred Offering Costs

In connection with a stock rescission liability as discussed at Note 3, the Company has recorded approximately
$97,000 in deferred offering costs as of November 30, 2013 and May 31, 2013, respectively. These deferred offering
costs have been recorded as a current asset for the respective periods. The asset will be offset against equity and
reduce equity at the end of the applicable period during which the investors described in Note 3 do not assert their
rescission rights and retain their shares. Conversely, if the investors assert their rescission rights and forfeit their
shares, the deferred offering costs will be expensed at that time.

During the six months ended November 30, 2013, the Company incurred $120,000 in direct costs associated with the
issuance of convertible notes as described at Note 4, and recorded $116,668 in amortization expense for the six
months ended November 30, 2013. The remaining unamortized debt issuance costs of $3,332 as of November 30,
2013 are included as a current asset as a component of deferred offering costs, and are being amortized over the life of
the convertible notes.

During the six months ended November 30, 2013, the Company incurred approximately $2,084,000 in direct
incremental costs associated with sale of the equity securities as described in Note 6. The offering costs were recorded
as a component of equity when the proceeds were received. The offering was completed on October 23, 2013.

Stock for Services

The Company periodically issues common stock, warrants and common stock options to consultants for various
services. Costs of these transactions are measured at the fair value of the consideration received or the fair value of the
equity instruments issued, whichever is more reliably measurable. The value of the common stock is measured at the
earlier of (i) the date at which a firm commitment for performance by the counterparty to earn the equity instruments
is reached or (ii) the date at which the counterparty s performance is complete.

Loss Per Common Share

Basic loss per share is computed by dividing the net loss by the weighted average number of common shares
outstanding during the period. Diluted loss per share is computed by dividing net loss by the weighted average
common shares and potentially dilutive common share equivalents. The effects of potential common stock equivalents
are not included in computations when their effect is anti-dilutive. Because of the net losses for all periods presented,
the basic and diluted weighted average shares outstanding are the same since including the additional shares would
have an anti-dilutive effect on the loss per share calculation. Common stock options and warrants to purchase
34,366,833 and 17,968,340 shares of common stock were not included in the computation of basic and diluted
weighted average common shares outstanding for the six months ended November 30, 2013 and November 30, 2012,
respectively, as inclusion would be anti-dilutive for these periods. Additionally, as of November 30, 2013, 95,100
shares of Series B convertible preferred stock can potentially convert into 951,000 shares of common stock, and
$4,621,250 of convertible debt can potentially convert into 6,182,179 shares of common stock.

Income Taxes
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Deferred taxes are provided on the asset and liability method whereby deferred tax assets are recognized for
deductible temporary differences and operating loss and tax credit carry forwards and deferred tax liabilities are
recognized for taxable temporary differences. Temporary differences are the differences between the reported amounts
of assets and liabilities and their tax bases. Future tax benefits for net operating loss carry forwards are recognized to
the extent that realization of these benefits is considered more likely than not. Deferred tax assets are reduced by a
valuation allowance when, in the opinion of management, it is more likely than not that some portion or all of the
deferred tax assets will not be realized.

The Company follows the provisions of FASB ASC 740-10 Uncertainty in Income Taxes (ASC 740-10). A
reconciliation of the beginning and ending amount of unrecognized tax benefits has not been provided since there are
no unrecognized benefits for all periods presented. The Company has not recognized interest expense or penalties as a
result of the implementation of ASC 740-10. If there were an unrecognized tax benefit, the Company would recognize
interest accrued related to unrecognized tax benefit in interest expense and penalties in operating expenses. The
Company is subject to examination by the Internal Revenue Service and state tax authorities for tax years ending after
2009.
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Note 3 - Rescission Liabilities

The Company s board of directors (the Board ) was advised by outside legal counsel that compensation the Company
previously paid to an employee and certain other non-employees who were acting as unlicensed, non-exempt
broker-dealers soliciting investors on behalf of the Company from April 15, 2008 to February 18, 2011 was a

violation of certain state and possibly federal securities laws. As a result, such investors and potentially others have
rescission or monetary claims ( Claims ) against the Company, and the Company s liability for these potential Claims is
reflected in the Company s financial statements. On March 16, 2011, the Company filed a Current Report on Form 8-K
disclosing the potential rescission liability (the Liability Disclosure ). On July 21, 2011, the Company filed a Current
Report on Form 8-K disclosing its receipt of a letter of inquiry from the Securities and Exchange Commission and
request for voluntary assistance in discovering information related to the Liability Disclosure. By letter dated

January 3, 2012, the SEC s Division of Enforcement notified the Company that the SEC had completed its informal
investigation of the Company and had recommended no enforcement action be taken against the Company or its
officers, directors and employees.

Rescission rights for individual investors and subscribers vary, based upon the laws of the states in which the investors
or subscribers reside. Investments and subscriptions that are subject to rescission are recorded separately in our
financial statements from shareholders equity in the Company s balance sheet. As the statutory periods for pursuing
such rights expire in the respective states, such amounts for those shares have been reclassified to shareholders equity.
Investors who have sold their shares of capital stock of the Company do not have rescission rights, but instead have
claims for damages, to the extent their shares were sold at a net loss, which is determined by subtracting the purchase
price plus statutory interest and costs, if any, from the sale price.

The Company estimates an amount that is a probable indicator of the rescission liability and recorded rescission
liabilities for November 30, 2013 and May 31, 2013 of $536,500 and $536,500, respectively. These amounts represent
the believed remaining potential rescission liability as of the dates presented to investors who pursue their rescission
rights and forfeit their shares. For the purpose of calculating and disclosing rescission liability, the Company has
assumed that portions of the state Claims are barred by the statutes of limitations of certain states based upon a literal
interpretation of the applicable statute. Although the Company has assumed that affirmative defenses based upon the
application of the statutes of limitations in these states may be generally available to bar these state Claims, it has not
had legal counsel undertake a detailed analysis of case law that might apply to defer or avoid application of a bar to
such claims; thus, if rescission claims are made for those assumed to be barred by a statute of limitations and such
claims are contested by the Company, until such affirmative defenses are ruled upon in a proceeding adjudicating the
rights at issue, no assurances can be made that, if asserted, such defenses would actually bar the rescission claims in
these states.

The Company considered methods to offer to rescind the previous investment purchase or subscription by persons
who acquired or subscribed for investments during the period April 15, 2008 to February 18, 2011, but did not pursue
any such methods.

Note 4 - Convertible Instruments

During fiscal 2010 the Company issued 400,000 shares of Series B Convertible Preferred Stock ( Series B ) at $5.00
per share for cash proceeds totaling $2,009,000, of which 95,100 shares remain outstanding at November 30, 2013.
Each share of the Series B is convertible into ten shares of the Company s common stock including any accrued
dividend, with an effective fixed conversion price of $.50 per share. The holders of the Series B can only convert their
shares to common shares provided the Company has sufficient authorized common shares at the time of conversion.
Accordingly, the conversion option was contingent upon the Company increasing its authorized common shares,
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which occurred in April 2010, when the Company s shareholders approved an increase to the authorized shares of
common stock to 100,000,000. At the commitment date, which occurred upon such shareholder approval, the
conversion option related to the Series B was beneficial. The intrinsic value of the conversion option at the
commitment date resulted in a constructive dividend to the Series B holders of approximately $6,000,000. The
constructive dividend increased and decreased additional paid-in capital by identical amounts. The Series B has
liquidation preferences over the common shares at $5.00 per share plus any accrued dividends. Dividends are payable
to the Series B holders when declared by the board of directors at the rate of $.25 per share per annum. Such dividends
are cumulative and accrue whether or not declared and whether or not there are any profits, surplus or other funds or
assets of the Company legally available. The Series B holders have no voting rights.

During the six months ended November 30, 2013 and fiscal year ended May 31, 2013, the Company issued
$1,200,000 and $6,588,250, respectively, of unsecured convertible notes (the Notes ) to investors for cash. Each Note
is convertible, at the election of the holder, at any time into common shares at a fixed conversion price of the principal
balance. At November 30, 2013, $4,521,250 was convertible at $.75 per share, and $100,000 was convertible at $.65