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STONEPATH GROUP, INC.
2200 Alaskan Way, Suite 200
Seattle, WA 98121
April 14, 2006
Dear Fellow Stockholder:

You are cordially invited to attend the Annual Meeting of Stockholders (the Meeting ) of Stonepath Group, Inc.
(the Company ), which will be held at the Bell Harbor International Conference Center, Pier 66, 2211 Alaskan Way,
Seattle, Washington 98121, on Friday, May 26, 2006, at 10:00 a.m. local time. Your Board of Directors and
management look forward to personally greeting those stockholders able to attend.

At the Meeting, stockholders will be asked to:

(1) elect the Company s directors;

(2) approve the issuance of more than 8,698,832 shares of Common Stock under a convertible note and
warrant issued to Laurus Master Fund, Ltd. ( Laurus ) and certain additional convertible notes which may
be issued to Laurus in the future;

(3) ratify the appointment of Grant Thornton LLP as the Company s independent auditors for the year ended
December 31, 2006; and

(4) consider such other matters as may be properly brought before the Meeting and at any adjournment(s) or
postponement(s) thereof.
These matters are discussed in greater detail in the accompanying Proxy Statement.
Your Board of Directors recommends a vote FOR each of the proposals listed above.
Regardless of the number of shares you own or whether you plan to attend, it is important that your shares be
represented and voted at the Meeting. Please sign, date and mail the enclosed proxy promptly.
A copy of the Company s Annual Report for the year ended December 31, 2005 is enclosed for your information.
No material contained in the Annual Report is to be considered a part of the proxy solicitation material.
We wish to thank you for your loyal support of the Company and your participation in this process.
Sincerely,
Dennis L. Pelino
Chairman of the Board
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STONEPATH GROUP, INC.
NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To Be Held May 26, 2006
April 14, 2006
To the Stockholders of Stonepath Group, Inc.:
NOTICE IS HEREBY GIVEN that the Annual Meeting of Stockholders (the Meeting ) of Stonepath Group, Inc.
(the Company ) will be held at the Bell Harbor International Conference Center, Pier 66, 2211 Alaskan Way, Seattle,
Washington 98121, on Friday, May 26, 2006, at 10:00 a.m. local time, for the following purposes:

(1) to elect the Company s directors;

(2) to approve the issuance of more than 8,698,832 shares of Common Stock under a convertible note and
warrant issued to Laurus Master Fund, Ltd. ( Laurus ) and certain additional convertible notes which may
be issued to Laurus in the future;

(3) to ratify the appointment of Grant Thornton LLP as the Company s independent auditors for the year ended
December 31, 2006; and

(4) to consider such other matters as may be properly brought before the Meeting and at any adjournment(s)
or postponement(s) thereof.

A copy of the Company s Annual Report for the year ended December 31, 2005 is enclosed for your information.
No material contained in the Annual Report is to be considered a part of our proxy solicitation material.

Only stockholders of record as of the close of business on April 7, 2006 will be entitled to vote at the Meeting and
any adjournment(s) or postponement(s) thereof.

All stockholders are cordially invited to attend the Meeting. However, to assure your representation at the
Meeting, you are urged to complete, sign, date and return the enclosed proxy card as promptly as possible in the
postage-prepaid envelope enclosed for that purpose. Any stockholder attending the Meeting may vote in person even
if he or she has returned a proxy.

By Order of the Board of Directors,
Robert Arovas
President and Chief Financial Officer
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STONEPATH GROUP, INC.
2200 Alaskan Way, Suite 200
Seattle, WA 98121
PROXY STATEMENT

The enclosed proxy is solicited on behalf of the Board of Directors of Stonepath Group, Inc. (the Company ) to be
voted at the Annual Meeting of Stockholders (the Meeting ) of the Company to be held at the Bell Harbor International
Conference Center, Pier 66, 2211 Alaskan Way, Seattle, Washington 98121, on Friday, May 26, 2006 at 10:00 a.m.
local time, and at any adjournment(s) or postponement(s) thereof for the purposes set forth in the accompanying
Notice of Annual Meeting of Stockholders. The proxy solicitation materials were mailed on or about April 14, 2006 to
all stockholders entitled to vote at the Meeting.

Record Date and Stock Ownership

Stockholders of record at the close of business on April 7, 2006 (the Record Date ) are entitled to notice of and to
vote at the Meeting, and at any adjournment(s) or postponement(s) thereof. At the Record Date, 43,749,693 shares of
the Company s Common Stock, $0.001 par value per share (the Common Stock ) were issued, outstanding and entitled
to notice of and to vote on all matters at the Meeting and at any adjournment(s) or postponement(s) thereof.

Quorum and Voting Requirements

The Company s Bylaws provide that the stockholders holding a majority of the shares issued, outstanding and
entitled to vote on the Record Date must be present in person or by proxy at the Meeting to constitute a quorum for the
transaction of business at the Meeting.

All shares of Common Stock represented by valid proxies received by the Secretary of the Company prior to the
Meeting will be voted as specified in the proxy. If no specification is made, the shares will be voted FOR the election
of each of the Board s nominees to the Board of Directors and FOR each of the other matters submitted by the Board
of Directors for vote by the stockholders. Unless otherwise indicated by the stockholder, the proxy card also confers
discretionary authority on the Board-appointed proxies to vote the shares represented by the proxy on any matter that
is properly presented for action at the Meeting. Abstentions and broker non-votes (which arise from proxies delivered
by brokers and others, where the record holder has not received direction on voting and does not have discretionary
authority to vote on one or more matters) are each included in the determination of the number of shares present for
purposes of determining a quorum. At the Meeting, directors will be elected by a plurality vote and all other matters
will be decided by the affirmative vote of a majority of the shares of Common Stock present at the meeting, in person
or by proxy, and entitled to vote. Abstentions are counted as shares present at the meeting for purposes of determining
the votes cast on any matter and have the effect of a vote against any matter as to which abstention is specified. Broker
non-votes are not considered shares present for purposes of the vote on any matter as to which the broker non-vote is
specified and will not affect the outcome of the vote.

The execution of a proxy will not affect a stockholder s right to attend the Meeting and vote in person. Any proxy
given pursuant to this solicitation may be revoked by the person giving it at any time before it is used at the Meeting
by filing with the Secretary of the Company either: (i) a written notice of revocation; (ii) a proxy bearing a later date
than the most recently submitted proxy; or (iii) by attendance at the Meeting and voting in person. Attendance at the
Meeting will not, by itself, revoke a proxy.

Registered stockholders (those who hold shares directly rather than through a bank or broker) can simplify their
voting by voting via the internet at www.votestock.com. Internet voting information is provided on the Proxy Card.
Use of a Control Number is designed to verify stockholders identities and allow stockholders to vote their shares and
confirm that their voting instructions have been properly recorded. The Control Number is identified and located on
the Proxy Card. If a stockholder holds shares through a bank or broker, the stockholder will receive separate
instructions on the form received from the bank or broker.
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Although most banks and brokers now offer Internet voting, availability and specific processes will depend on their
voting arrangements.
Annual Report

A copy of the Company s Annual Report on Form 10-K ( Annual Report ) for the year ended December 31, 2005
accompanies this Proxy Statement. No material contained in the Annual Report is to be considered a part of our proxy
solicitation material.

The mailing address of the Company s executive offices is 2200 Alaskan Way, Suite 200, Seattle, WA 98121.
Solicitation

The cost of this proxy solicitation will be borne by the Company. The Company will reimburse brokers and other
persons holding stock in their names or in the names of nominees for their expenses incurred in sending proxy
materials to principals and obtaining their proxies.

Stockholder Proposals

Proposals of stockholders that are intended to be included within the proxy material for our 2007 Annual Meeting
of Stockholders must comply with the requirements of SEC Rule 14a-8 and must be received no later than
December 15, 2006 in order to be included in the Proxy Statement and proxy relating to that Annual Meeting.

In addition, the Company s advance notice bylaw provisions require that any shareholder proposal to be presented
from the floor of the 2007 Annual Meeting of Stockholders must be submitted in writing to the Company s Corporate
Secretary at 2200 Alaskan Way, Suite 200, Seattle, WA 98121 not less that 60 days nor more than 90 days prior to the
date of that meeting, unless less than 70 days notice or prior public disclosure of such date has been made to
stockholders, in which case notice of the proposal must be received by the Company no later than the close of
business on the tenth day following such notice or public disclosure by the Company. Any such notice of a
shareholder proposal must include (a) a brief description of the business desired to be brought before the meeting, the
reasons for conducting such business at the meeting, and, in the event that such business includes a proposal to amend
any document, the language of the proposed amendment, (b) the name and address of the stockholder, (c) the class and
number of shares beneficially owned by the stockholder, and (d) any material interest of the stockholder in such
business.
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PROPOSAL 1
ELECTION OF DIRECTORS
Nominees for Consideration at the Meeting

The Bylaws provide that the Board of Directors shall consist of such number of directors as is established from
time to time by the affirmative vote of a majority of the Board of Directors. The Board has resolved to have six
(6) directors. Each person who is appointed or elected to the Board of Directors will hold that position until the close
of the next annual meeting of stockholders, until he or she ceases to be a director by operation of law or until he or she
resigns.

The six (6) persons listed below have been nominated by the Board of Directors to serve as directors of the
Company.

Unless otherwise specified, each properly executed proxy received will be voted for the election of the nominees
named below to serve as directors until the end of their respective terms or until his successor is elected and qualified.
The Company is not aware of any reason that any nominee will be unable to serve or will decline to serve as a
director. In the event that any nominee is unable to serve or will not serve as a director, it is intended that the proxies
solicited hereby will be voted for such other person or persons as shall be nominated by management.

INFORMATION ABOUT NOMINEES FOR DIRECTOR

The following table sets forth certain information with respect to each of the nominees for director and their

current positions with the Company.

Year in
Which
Service
as a
Director s Name and Age Principal Occupation Director
Began
Dennis L. Pelino, 58 Chairman of the Board of Directors 2001
J. Douglass Coates, 63 Principal-Manalytics International, Inc. 2001
Robert McCord, 47 Managing Director-PA Early Stage 2001
David R. Jones, 57 Private Consultant 2000
Aloysius T. Lawn, IV, 47 Executive Vice President and General Counsel-Talk America Holdings, Inc. 2001
John H. Springer, 49 Director of Global Operations  Golf Division, Nike, Inc. 2003

Dennis L. Pelino

Dennis L. Pelino has served as our Chairman of the Board of Directors since June 21, 2001 and was also our Chief
Executive Officer from that date until October 14, 2004. Mr. Pelino has over two decades of executive experience in
the logistics industry. From 1986 to 1999, he was employed by Fritz Companies, Inc., initially as Director of
International Operations and Sales and Marketing, in 1993 as its Chief Operating Officer and commencing in 1996,
also as its President. Mr. Pelino was also a member of the Board of Directors of Fritz Companies from 1991 to 1999.
During Mr. Pelino s tenure, he acquired or started over 50 companies for Fritz as it became one of the leading global
logistics companies. Prior to Fritz, Mr. Pelino held senior executive positions in the container shipping industry and in
the domestic full-service truck leasing industry. Most recently, from 1999 through 2001, Mr. Pelino has been involved
as a director and principal of a number of private ventures which explored opportunities in the logistics industry and
which provided consulting services relative to business opportunities in Latin America, China and other Far Eastern
regions.

3
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J. Douglass Coates

J. Douglass Coates has served as a member of our Board of Directors since August 2001. He has been a principal
of Manalytics International, Inc., a transportation, logistics and supply chain consulting firm, now a division of
Transystems Corporation of Kansas City, Missouri. He was previously President of ACS Logistics, a division of
American President Lines, and President of Milne Truck Lines, then a subsidiary of the Sun Company. Mr. Coates
holds a B.S. in Engineering from Pennsylvania State University and an MBA from the Wharton School of the
University of Pennsylvania.

David R. Jones

David R. Jones has served as a member of our Board of Directors since September 2000. Mr. Jones has been
President of DR Jones Financial, Inc., a privately-held consulting firm since its formation in September 1995. He is
presently a director of Financial Asset Securities Corporation, an affiliate of Greenwich Capital Markets, Inc.
Mr. Jones was Senior Vice President-Asset Backed Finance of Greenwich Capital Markets, Inc. from 1989 to 1995.
Mr. Jones served as a Vice President, and subsequently as a Managing Director of The First Boston Corporation, an
investment banking firm, from 1982 to 1989 and as Manager-Product Development of General Electric Credit Corp.,
an asset-based lender and financial services company, from 1981 to 1982. Mr. Jones is a graduate of Harvard College
and has an MBA from the Amos Tuck School of Business Administration.

Aloysius T. Lawn, IV

Aloysius T. Lawn has served as a member of our Board of Directors since February 2001. Mr. Lawn is the
Executive Vice President General Counsel and Secretary of Talk America Holdings, Inc., an integrated
communications service provider with programs designed to benefit the residential and small business markets. Prior
to joining Talk America Holdings, Inc. in 1996, Mr. Lawn was an attorney in private practice with extensive
experience in private and public financings, mergers and acquisitions, securities regulation and corporate governance
from 1985 through 1995. Mr. Lawn graduated from Yale University and Temple University School of Law.

Robert McCord

Robert McCord has served as a member of our Board of Directors since March 2001. He is also a Managing
Director of PA Early Stage, a family of early stage funds based in Wayne, Pennsylvania. At PA Early Stage, which he
co-founded in 1997, Mr. McCord specializes in business development for portfolio companies. He also serves as
Chairman of the Eastern Technology Council, a consortium of more than 800 technology-oriented companies.
Mr. McCord has also served as a director of several private companies. Previously, Mr. McCord served as Vice
President of Safeguard Scientifics, Inc., a leader in identifying, developing and operating premier technology
companies. Before joining Safeguard, Mr. McCord spent a decade on Capitol Hill, where he served as Chief of Staff,
Speechwriter and Budget Analyst in a variety of congressional offices. He specialized in budget and deregulatory
issues and, as Chief Executive Officer of the bipartisan Congressional Institute for the Future, he ran a staff which
tracked legislation and provided policy analyses and briefings. Mr. McCord earned his A.B., with high honors, from
Harvard University and his MBA from the Wharton School of the University of Pennsylvania.

John H. Springer

John H. Springer has served as a member of our Board of Directors since May 2003. Mr. Springer has extensive
global supply chain management and logistics experience, having held both domestic U.S. and international logistics
positions at IBM Corporation, Union Pacific Corporation s third party logistics unit, and at Dell Computer from 1995
to 2002. Mr. Springer joined Nike, Inc. in 2002 and is its Director of Global Operations  Golf Division. Mr. Springer
has been active in the Council of Logistics Management throughout his career, including holding the position of
President for the Central Texas region. He earned his B.S. at Syracuse University in Transportation & Distribution
Management, and his MBA from St. Edwards University in Austin, Texas.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE
FOR THE COMPANY S DIRECTORS
4
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INFORMATION ABOUT EXECUTIVE OFFICERS
Our executive officers as of March 31, 2006 are as follows:

Year in Which
Officer s Name and Age Office Service Began
Dennis L. Pelino, 58 Chairman of the Board of Directors 2001
Jason F. Totah, 49 Chief Executive Officer 2004
Robert Arovas, 63 President and Chief Financial Officer 2004
Sarah B. Dorscht, 35 Senior Vice President, International Operations 2006
Richard F. Manner Jr., 43 Senior Vice President, Domestic Operations 2006

For biographical information regarding Mr. Pelino, please see his biography under Information about Nominees
for Director set forth above.

Jason F. Totah

Jason F. Totah has served as our Chief Executive Officer since October 2004. Prior to that, he was the Chief
Executive Officer of Stonepath Logistics International Services, Inc. ( SLIS ) and Stonepath Logistics Domestic
Services, Inc. ( SLDS ). Mr. Totah joined SLIS in 1990 and has held several positions including Seattle Branch
Manager and Senior Vice President, Sales and Marketing, and Senior Vice President of Sales and Operations. Prior to
joining SLIS, he worked in international logistics for Amoco Petroleum, stationed in various locations around the
world. He graduated from Oregon State in 1983 with a degree in Agriculture Engineering.

Robert Arovas

Robert Arovas has served as our President since October 2004 and our Chief Financial Officer since December
2005. From June 1999 to July 2002, Mr. Arovas was the President and Chief Executive Officer of Geologistics
Corporation, a privately held global logistics provider. Prior to that, Mr. Arovas was the Executive Vice President and
Chief Financial Officer of the Fritz Companies from 1997 to 1999. Earlier in his career, Mr. Arovas held executive
positions at various companies, including The Pittston Company and Burlington Air Express. Since 2002, Mr. Arovas
has been on the board of directors of a privately held company, provided consulting services and been part of an
acquisition group in the logistics area, among other interests. Mr. Arovas holds a Bachelor of Science from Syracuse
University and is a Certified Public Accountant.

Sarah B. Dorscht

Sarah B. Dorscht has been our Senior Vice President, International Operations since January 2006 and has been
serving as a Senior Vice President of our international subsidiary since December 2004. Prior to that, from March
1997 through November 2004, Ms. Dorscht served in several different positions, including General Manager and Air/
Ocean Inbound Manager, with Global Container Line, Inc. and its parent SLIS, which we acquired in April 2002.

Ms. Dorscht began her career with Nippon Express, where she was employed from September 1993 to March 1997.
Ms. Dorscht holds a Bachelor of Arts in History from the University of Washington.

Richard F. Manner Jr.

Richard F. Manner Jr. has served as our Senior Vice President, Domestic Operations January 2006 and has been
serving as a Senior Vice President of our domestic subsidiary since December 2004. Prior to that, from March 2003
through November 2004, Mr. Manner held a number of positions with us and with M.G.R., Inc., a subsidiary we
acquired in October 2001, including Central Area Vice President, General Manager of Automotive Operations, and
Director of Business Development. From March 1996 to March 2003, Mr. Manner was employed by Gage Marketing
Services in a variety of positions, including General Manager

5
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and Director of Automotive Operations and most recently as a Vice President. Mr. Manner has held numerous other
positions in the transportation and logistics industries since 1986. Mr. Manner holds a Bachelor of Science in Business
Administration from Bowling Green State University.
Board Meetings

During the year ended December 31, 2005, the Board of Directors held five (5) meetings and acted by unanimous
consent on two (2) occasions. There were eight (8) Audit Committee meetings during 2005. The Compensation
Committee held two (2) meetings during 2005 and acted by unanimous consent on one (1) occasion. During 2005,
each Board member attended 75% or more of the meetings held by the Board and any committee upon which such
director served.

The Company invites, but does not require, directors who are up for election at an annual meeting of stockholders
to attend that meeting. Four of the Company s directors attended last year s annual meeting of stockholders.
Board Committees

Audit Committee

The Audit Committee is responsible for monitoring the integrity of the Company s financial statements and
reporting processes and systems of internal control regarding finance, accounting, and legal compliance and approving
the engagement of its independent auditors. The Audit Committee held eight (8) meetings in 2005. The members of
the Audit Committee are David R. Jones, Chairman, Aloysius T. Lawn, IV, and Robert McCord. Each of these Audit
Committee members is independent as defined in the listing standards of the American Stock Exchange and the rules
of the Securities and Exchange Commission. The Board has determined that Mr. Jones qualifies as an audit committee
financial expert as defined in the rules of the Securities and Exchange Commission by virtue of his education and
experience in complex financial matters and the analysis and review of financial statements and has designated
Mr. Jones as the audit committee financial expert. For a description of Mr. Jones relevant experience, see

Information About Nominees for Director David R. Jones.

Compensation Committee

The Compensation Committee is responsible for determining the compensation of the officers and employees of
the Company and administering the Company s compensation plans. During 2005, the Compensation Committee held
two (2) meetings and acted by unanimous written consent on one (1) occasion. The members of the Compensation
Committee are Aloysius T. Lawn, IV, Chairman, as well as David R. Jones and John H. Springer. Each of these
Compensation Committee members is independent as defined in the listing standards of the American Stock Exchange
and the rules of the Securities and Exchange Commission.

Board Nominating Procedures

Given the relatively small size of the Board of Directors and the existence of other committees of the Board
requiring substantial attention and effort, the Board has determined that it is appropriate not to establish a separate
nominating committee. The Board has also determined that a nominating committee is not necessary in light of the
written nominating procedures it has adopted and the fact that nominations are determined by the vote of a majority of
the directors who are independent.

The Board will consider candidates for membership suggested by its members, as well as by the Company s
management and stockholders. The Board may also from time to time retain a third-party executive search firm to
identify candidates.

A stockholder who wishes to recommend a prospective nominee for the Board of Directors should notify the
Company s Corporate Secretary in writing with whatever supporting material the stockholder considers appropriate.

6
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Once the Board has identified a prospective nominee, it will make an initial determination as to whether to
conduct a full evaluation of the candidate. This initial determination will be based on the need for additional Board
members to fill vacancies or to expand the size of the Board. If it is determined that there is a need for additional
Board members, the Board will then evaluate the prospective nominee considering the following factors:

the candidate s ability to represent the interests of the Company s stockholders;
the candidate s skill, integrity, and independence of thought and judgment;
the candidate s experience with businesses and other organizations of comparable size and stage of development;

the relationship of the candidate s experience to the experience of other members of the Board and whether the
candidate adds to the range of talent, skill and expertise possessed by the existing members of the Board; and

the candidate s ability to dedicate sufficient time, energy and attention to the diligent performance of a director s
duties, including the candidate s service on other boards of directors.

The Board will also consider such other relevant factors as it deems appropriate, including the current composition
of the Board, the balance of management and independent directors, the need for audit committee expertise and the
evaluations of other prospective nominees.

As part of the evaluation, the Board will have the prospective nominee interviewed by one or more of its members,
and others as appropriate, either in person or by telephone. After completing this evaluation and interview, the Board
will then determine, by a vote of a majority of directors who are independent, whether to elect the prospective
nominee to the Board in the case where stockholder approval is not required, or to nominate the candidate for election
by the Company s stockholders.

Stockholder Communications to Directors

The Board of Directors has adopted a written process for stockholders to send communications to the Board of
Directors. All correspondence which a stockholder desires to send to the members of the Board of Directors should be
forwarded to the Corporate Secretary of the Company. The Corporate Secretary will review all correspondence to
determine whether it deals with the functions of the Board of Directors or its committees and, if so, shall forward the
correspondence to all directors. Concerns relating to accounting, internal controls or auditing matters shall be
immediately brought to the attention of the Audit Committee.

7
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PROPOSAL 2
ISSUANCE OF MORE THAN 8,698,832 SHARES OF COMMON STOCK UNDER A
CONVERTIBLE NOTE AND WARRANT ISSUED TO LAURUS MASTER FUND, LTD.
( LAURUS ) AND CERTAIN ADDITIONAL CONVERTIBLE NOTES WHICH MAY BE
ISSUED TO LAURUS IN THE FUTURE
Background

On August 31, 2005, Stonepath Group, Inc. and certain of its domestic subsidiaries entered into several
agreements with Laurus providing for a new $25 million domestic revolving credit facility. The agreements included,
among others, a Security Agreement, a Secured Convertible Minimum Borrowing Note (the Note ) and a Common
Stock Purchase Warrant (the Warrant ). The principal amount of the Note is convertible into 9,382,624 shares of the
Company s Common Stock and the Warrant is exercisable for 2,500,000 shares of the Company s Common Stock, in
each case subject to anti-dilution adjustments. In addition, the holder of the Note may from time to time convert
accrued interest and fees under the Note into shares of the Company s Common Stock.

The Note and Warrant have anti-dilution adjustments which may result in the issuance of more than the
11,882,624 shares of Common Stock than are now issuable under the terms of those instruments. In addition, once the
original Note or any subsequent Secured Convertible Minimum Borrowing Note has been converted in full, a new
Secured Minimum Borrowing Note (each, a Subsequent Note ) may be issued which will also be convertible into
additional shares of Common Stock. These features of the Note, Warrant, and Subsequent Notes are more fully
described below.

Under the terms of the Security Agreement, the Company has an obligation to list the shares of Common Stock
issuable upon conversion of the Note and exercise of the Warrant on the American Stock Exchange ( Amex ). In
response to a listing application filed by the Company, the staff of Amex indicated that it would list only
8,698,832 shares of Common Stock with respect to the Laurus transaction and that the issuance of additional shares
would require stockholder approval under Amex s rules. As a result, the Company filed an amended application
seeking the listing of only 8,698,832 shares of Common Stock issuable upon conversion of the Note. Amex approved
that amended application.

The Company is now seeking stockholder approval for the issuance of more than 8,698,832 shares of Common
Stock pursuant to the Note, for the issuance of shares of Common Stock under any and all Subsequent Notes, and for
the issuance of shares of Common Stock upon exercise of the Warrant.

Terms of Note, Subsequent Notes and Warrant

Note and Subsequent Note

The Note has a principal amount of $10 million and has a three year maturity. It bears an annual interest rate of
prime plus 1%, subject to a floor of 5.5%. Amounts due under the Note are convertible into the Company s Common
Stock at a conversion price of $1.0658 per share, subject to certain anti-dilution adjustments.

The anti-dilution adjustments provide for an adjustment in the number of shares issuable upon conversion of the
Note in the event of a reclassification of Common Stock, a stock split, a stock combination, or a dividend paid in
shares of Common Stock. The number of shares issuable upon conversion of the Note is also subject to adjustment in
the event that the Company issues any shares of Common Stock or, subject to certain exceptions, securities
convertible into Common Stock or exercisable or exchangeable for, Common Stock for a price less than the
conversion price then in effect under the Note. In that case, the conversion price will be adjusted downward pursuant
to a weighted average formula.

The obligations under the Note are secured by a global security interest in the assets of the Company s domestic
subsidiaries, excluding any stock held in a foreign subsidiary.
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The Note may be prepaid, subject to a prepayment premium of 23% in the first year, 22% in the second year, and
21% in the third year of the Note. Following the occurrence and during the continuance of an event of default under
the Note, the holder of the Note may require the repayment of 120% of the outstanding principal amount, in addition
to interest and other amounts due under the Note.

In the event that the Note or any Subsequent Note has been converted in full into the Company s Common Stock
and there is at least $11 million outstanding under the Laurus revolving credit facility, a new Subsequent Note will be
issued by the Company. The terms of each such Subsequent Note will be the same as the Note or Subsequent Note it
replaces, except for the conversion price, which will be 115% of the average closing price of the Company s Common
Stock for the ten trading days immediately prior to the date such Subsequent Note is issued, but in no event greater
than 120% of the closing price of the Common Stock on such date.

Warrant

The Warrant entitles the holder to purchase 2,500,000 shares of the Company s Common Stock for a period of five
years, at an exercise price which varies with the number of shares purchased under the Warrant. The exercise price is
$1.13 for the first 900,000 shares purchased, $1.41 for the next 700,000 shares purchased, $4.70 for the next
450,000 shares purchased, and $7.52 for the last 450,000 shares purchased under the Warrant.

The exercise price of the Warrant and the number of shares issuable upon exercise of the Warrant are subject to
adjustment in the event that the Company issues additional shares of Common Stock as a dividend or subdivides or
combines its outstanding shares of Common Stock. Upon the occurrence of any of those events, the exercise price will
be adjusted by multiplying the then current exercise price by a fraction, the numerator of which is the number of
shares of Common Stock outstanding immediately prior to such event and the denominator of which is the number of
shares of Common Stock outstanding immediately after such event. In addition, the number of shares of Common
Stock issuable upon exercise of the Warrant will be adjusted by multiplying the number of shares otherwise issuable
by a fraction, the numerator of which is the exercise price in effect prior to the adjustment and the denominator of
which is the exercise price in effect on the date of the exercise of the Warrant.

Stockholder Approval Required by the American Stock Exchange

The Company is subject to the Amex rules applicable to companies whose securities are listed on that exchange.
Section 713 of the Amex Company Guide requires each company that is listed on Amex to obtain stockholder
approval in connection with (a) a transaction involving: (1) the sale, issuance, or potential issuance of Common Stock
(or securities convertible into Common Stock) at a price less than the greater of book or market value which, together
with sales by officers, directors or principal stockholders, equals 20% or more of its outstanding Common Stock; or
(2) the sale, issuance or potential issuance of Common Stock (or securities convertible into Common Stock) equal to
20% or more of its outstanding Common Stock for less than the greater of book or market value; or (b) a transaction
which would involve the application of Amex s original listing standards set forth in Section 341 of the Amex
Company Guide.

On August 31, 2005, the date of the transaction with Laurus, the closing price of the Company s Common Stock on
Amex was $0.91. As a result, the conversion price of the Note ($1.0658) and the exercise price of the Warrant (a
minimum of $1.13) are well in excess of the market price of the Common Stock on that date. However, in its review
of the Company s listing application, the staff of Amex expressed the view that the anti-dilution adjustment provision
of the Note could result in a conversion price of less than the $0.91 market value and that Section 713 required
shareholder approval before the Company could issue more than 19.9% of the outstanding Common Stock of the
Company as of August 31, 2005 with respect to the Laurus transaction.

Stockholder approval is not required under the Delaware law for the issuance of Common Stock under the Notes,
the Subsequent Notes, or the Warrant. However, stockholder approval would be required under the Delaware law to
amend the Company s Certificate of Incorporation in the event that the anti-dilution

9
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provisions of the Note and Warrant or the issuance of Subsequent Notes required the issuance of more shares of
Common Stock than remain available for issuance under the Company s Certificate of Incorporation.
Dilutive Impact and Effect on Stock Price

The issuance of shares of our Common Stock upon conversion of the Notes, the Subsequent Notes, and the
Warrant would dilute the ownership interests and proportionate voting power of our existing stockholders. As of
April 7, 2006, 43,749,693 shares of our Common Stock were outstanding. A total of 11,882,624 shares of Common
Stock are now issuable under the terms of the Note and the Warrant.

The resale of shares of Common Stock issued upon conversion of the Note, Subsequent Notes, and Warrant may
reduce the market price of our stock. Under the terms of the Note and Warrant, they are not exercisable to the extent
that the number of shares beneficially owned by the holder after giving effect to such issuance would result in
beneficial ownership of more than 4.99% of our outstanding shares of Common Stock. We have agreed to register the
shares issuable under the Note, Subsequent Notes, and Warrant for resale under the federal securities laws.
Accordingly, upon conversion of the Note or any Subsequent Note and upon exercise of the Warrant, the holder will
have an incentive to sell most or all of the shares in the market. The sale by the holder of a substantial number of
shares in the market from time-to-time could cause the trading price of our Common Stock to decline.

Effect if Proposal Not Approved

If this proposal does not receive stockholder approval, the Company may be required to issue more than
8,698,832 shares of our Common Stock under the terms of the Note, Subsequent Notes, and Warrant. Amex has
indicated that such issuance without stockholder approval would violate Section 713 of the Amex Company Guide. As
a result, without stockholder approval, the issuance of more than 8,698,832 shares of Common Stock under the Note,
Subsequent Notes, and Warrant could result in the delisting of the Company s shares from Amex.

Under Delaware law, the Company s Board of Directors has the authority, without stockholder approval, to issue
the Note, the Subsequent Notes, and the Warrant and to issue shares of Common Stock pursuant to the terms thereof.
Stockholders are not entitled to dissenters rights or appraisal rights in connection with the issuance of the Note, the
Subsequent Notes, the Warrant, or the Common Stock issuable pursuant to the terms thereof. In addition, stockholders
have no preemptive rights in connection with the issuance of the Note, the Subsequent Note, the Warrant, or the
Common Stock issuable pursuant thereto.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR THE ISSUANCE OF MORE THAN
8,698,832 SHARES OF COMMON STOCK PURSUANT TO THE CONVERTIBLE NOTE AND WARRANT
ISSUED TO LAURUS AND CERTAIN ADDITIONAL CONVERTIBLE NOTES WHICH MAY BE ISSUED

TO LAURUS IN THE FUTURE

10
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PROPOSAL 3
RATIFICATION OF THE APPOINTMENT OF GRANT THORNTON LLP
AS THE COMPANY S INDEPENDENT AUDITORS
FOR THE YEAR ENDING DECEMBER 31, 2006

Grant Thornton LLP has been selected by the Audit Committee and the Board of Directors to serve as the
independent auditors for the Company for the fiscal year ending December 31, 2006. Representatives of Grant
Thornton LLP are expected to be present at the Meeting to make a statement if they so desire and will be available to
respond to appropriate questions.

The Audit Committee and the Board of Directors will consider the selection of another accounting firm to serve as
the Company s independent auditors in the event that the stockholders do not approve the selection of Grant Thornton
LLP as the Company s independent auditors.

On June 17, 2004, the Company dismissed KPMG LLP ( KPMG ) as the Company s independent accountants. On
June 24, 2004, the Company engaged Grant Thornton LLP as its new independent accountants.

KPMG s audit reports on our consolidated financial statements for the fiscal years ended December 31, 2003 and
2002 did not contain an adverse opinion or a disclaimer of an opinion, nor were such reports qualified or modified as
to uncertainty, audit scope or accounting principles.

The decision to change accountants was made by our Audit Committee.

During the fiscal years ended December 31, 2003 and 2002, and the subsequent interim period through the
Company s change in independent accountants, there were no disagreements with KPMG on any matter of accounting
principles or practices, financial statement disclosure, or auditing scope or procedure, which disagreements, if not
resolved to KPMG s satisfaction, would have caused KPMG to make reference to the subject matter of the
disagreements in connection with its report.

For the years ended December 31, 2004 and December 31, 2005, professional services were provided to the
Company by Grant Thornton LLP, our current independent auditors. The following table presents fees for professional
services rendered by Grant Thornton LLP for the audit of the Company s annual financial statements for each of the
years ended December 31, 2004 and 2005.

2004 2005
Audit fees $ 630,862 $ 688,898
Audit related fees
Tax fees 38,291
All other fees
Total $ 630,862 $727,189

Our Audit Committee approves the engagement of our independent auditors to render audit and non-audit services
before they are engaged. All of the services for which fees are listed above were pre-approved by our Audit
Committee.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR RATIFICATION OF
GRANT THORNTON LLP AS THE COMPANY S INDEPENDENT AUDITORS FOR
THE 2006 FISCAL YEAR
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SECURITY OWNERSHIP OF DIRECTORS, EXECUTIVE OFFICERS
AND BENEFICIAL OWNERS OF GREATER THAN 5% OF
THE COMPANY S VOTING SECURITIES
The following tables set forth information with respect to the beneficial ownership of Common Stock owned, as of
March 1, 2006, by:

the holders of more than 5% of any class of the Company s voting securities;
each of the directors;
each of the executive officers; and

all directors and executives officers of the Company as a group.

As of March 1, 2006, an aggregate of 43,749,693 shares of Common Stock were issued and outstanding. For
purposes of computing the percentages under the following tables, it is assumed that all options and warrants to
acquire Common Stock which have been issued to the directors, executive officers and the holders of more than 5% of
Common Stock and are fully vested or will become fully vested within 60 days from March 1, 2006 have been
exercised by these individuals and the appropriate number of shares of Common Stock have been issued to these
individuals.

COMMON STOCK
Shares Owned
Beneficially
and
Name of Beneficial Owner Position of Record® Perccellli::;ge of
Gruber and McBaine Capital Management, LLC Beneficial Owner 3,844,800 8.79

50 Osgood Place, Penthouse,
San Francisco, CA 94133
Dennis L. Pelino Director 6,065,8223) 12.30
2200 Alaskan Way, Suite 200
Seattle, WA 98121

Jason F. Totah Officer 748,1004) 1.68
Robert Arovas Officer 263,725 *
Thomas L. Scully Officer 7,779© *
Sarah B. Dorscht Officer 99,307 *
Richard F. Manner Jr. Officer 96,851® *
David R. Jones Director 230,000 *
Aloysius T. Lawn, IV Director 135,000(10) *
Robert McCord Director 132,50001D *
J. Douglass Coates Director 62,500(12) *
John H. Springer Director 97,500(13) *
All directors and executive officers as a group

(11 people) 7,939,084 15.56

(*) Less than one percent.

(1)
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The securities beneficially owned by an individual are determined in accordance with the definition of beneficial
ownership set forth in the regulations of the Commission under the Securities Exchange Act of 1934, as

amended (the Exchange Act ). They may include securities owned by or for, among others, the spouse and/or
minor children of an individual and any other relative who has the same home as such individual, as well as,

other securities as to which the individual has or shares voting or investment power. The number of shares

beneficially owned by the individual may include options to
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(6)
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®)

©)

(10)

a1

purchase shares of our Common Stock exercisable as of, or within 60 days of March 1, 2006. Beneficial
ownership may be disclaimed as to certain of the securities.

Based upon Schedule 13G filed on February 11, 2005 by a group consisting of Gruber and McBaine Capital
Management, LL.C, Jon D. Gruber, J. Patterson McBaine, Eric B. Swergold, and J. Lynne Rose. Gruber and
McBaine Capital Management, LLC, Eric B. Swergold, and J. Lynne Rose reported shared voting and
dispositive power of 2,007,750 shares. Jon D. Gruber reported sole voting and dispositive power of

219,100 shares and shared voting and dispositive power of 2,007,750 shares. J. Patterson McBaine reported sole
voting and dispositive power of 251,350 shares and shared voting and dispositive power of 2,007,750 shares.

Includes 50,000 shares of Common Stock held by Mr. Pelino. Includes 431,222 shares of Common Stock held
by Dennis Pelino and Meredith L. Pelino Declaration of Trust, of which Dennis L. Pelino and his spouse are
trustees and beneficiaries, though beneficial ownership of which may be disclaimed. Also includes

5,584,600 shares of Common Stock issuable upon exercise of vested options presently exercisable. Does not
include 150,000 shares issuable pursuant to options not presently exercisable and not exercisable within 60 days
of March 1, 2006.

Includes 55,000 shares of Common Stock held by Mr. Totah. Also includes 693,100 shares of Common Stock
issuable upon exercise of vested options presently exercisable and exercisable within 60 days of March 1, 2006.
Does not include 350,000 shares of Common Stock issuable pursuant to options not presently exercisable and
not exercisable within 60 days of March 1, 2006.

Includes 261,111 shares of Common Stock issuable upon the exercise of vested options presently exercisable
and exercisable within 60 days of March 1, 2006. Does not include 238,889 shares of Common Stock issuable
pursuant to options not presently exercisable and not exercisable within 60 days of March 1, 2006.

Includes 7,779 shares of Common Stock held by Mr. Scully.

Includes 14,807 shares of Common Stock held by Ms. Dorscht and 2,000 shares of Common Stock held jointly
with Ms. Dorscht s spouse. Also includes 82,500 shares of Common Stock issuable upon exercise of vested
options presently exercisable and exercisable within 60 days of March 1, 2006. Does not include 37,500 shares
issuable pursuant to options not presently exercisable and not exercisable within 60 days of March 1, 2006.

Includes 6,851 shares of Common Stock held by Mr. Manner. Also includes 90,000 shares of Common Stock
issuable upon exercise of vested options presently exercisable and exercisable within 60 days of March 1, 2006.
Does not include 50,000 shares issuable pursuant to options not presently exercisable and not exercisable within
60 days of March 1, 2006.

Includes 95,000 shares of Common Stock held by Mr. Jones. Also includes 135,000 shares of Common Stock
issuable upon the exercise of vested options presently exercisable and exercisable within 60 days of March 1,
2006. Does not include 15,000 shares of Common Stock issuable pursuant to options not presently exercisable
and not exercisable within 60 days of March 1, 2006.

Includes 135,000 shares of Common Stock issuable upon the exercise of vested options presently exercisable.
Does not include 15,000 shares of Common Stock issuable pursuant to options not presently exercisable and not
exercisable within 60 days of March 1, 2006.

Includes 132,500 shares of Common Stock issuable upon exercise of vested options presently exercisable. Does
not include 12,500 shares of Common Stock issuable pursuant to options not presently exercisable and not
exercisable within 60 days of March 1, 2006.
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(12) Includes 62,500 shares of Common Stock issuable upon exercise of vested options presently exercisable. Does
not include 12,500 shares of Common Stock issuable pursuant to options not presently exercisable and not
exercisable within 60 days of March 1, 2006.

(13) Includes 15,000 shares of Common Stock held by Mr. Springer. Also includes 82,500 shares of Common Stock
issuable upon exercise of vested options presently exercisable. Does not include 12,500 shares of Common
Stock issuable pursuant to options not presently exercisable and not exercisable within 60 days of March 1,
2006.
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SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE
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