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NOVASTAR RESOURCES LTD.

Notice of Special Meeting of Stockholders

Notice is hereby given that a special meeting of stockholders of Novastar Resources Ltd., a Nevada corporation, will
be held at the offices of Thelen Reid & Priest LLP, located at 701 8th Street NW, Washington, DC 20001 on Friday,
September 29, 2006, beginning at 10:00 a.m. EST. The special meeting will be held for the following purposes:

1. To approve the Second Amended and Restated Novastar 2006 Stock Plan (the Plan);

2. To approve an amendment to the articles of incorporation of the Company that 1) changes the name of the
Company to “Thorium Power, Ltd.”, 2) increases the number of authorized common shares from 250,000,000 to
500,000,000 (the Amendment) and 3) increases the maximum number of directors that may appointed to the Board of
Directors of the Company from five (5) to fifteen (15); and

3. To transact such other business as may properly come before the meeting or any postponements or adjournments of
the meeting.

August 18, 2006 has been fixed as the record date for the determination of stockholders entitled to notice of and to
vote at the special meeting and any postponements or adjournments, and only stockholders of record at the close of
business on that date are entitled to notice and to vote at the special meeting.

We hope that you will use this opportunity to take an active part in our affairs by voting on the business to come
before the special meeting either by executing and returning the enclosed proxy card or by casting your vote in person
at the special meeting.

Stockholders unable to attend the special meeting in person are requested to date and sign the enclosed proxy card as
promptly as possible. A stamped envelope is enclosed for your convenience. If a stockholder receives more than one
proxy card because he or she owns shares registered in different names or addresses, each proxy card should be
completed and returned.

By Order of the Board of Directors,

/s/ Seth Grae

Seth Grae
President and CEO
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Novastar Resources Ltd.

8300 Greensboro Drive
Suite 800
McLean, VA 22102

PROXY STATEMENT

GENERAL INFORMATION

Proxy Solicitation

This proxy statement is being first mailed on or about August 29, 2006, to stockholders of Novastar Resources Ltd. by
the board of directors to solicit proxies for use at the special meeting of stockholders to be held at the offices of
Thelen Reid & Priest LLP, 701 8th St. NW, Washington, D.C. 20001, on Friday, September 29, 2006, beginning at
10:00 a.m. EST, and any postponements or adjournments to the meeting, for the purposes set forth in the
accompanying notice of special meeting.

Proxies for use at the meeting are being solicited by our board of directors and will be solicited chiefly by mail. In
addition to the solicitation of proxies by mail, directors, officers and regular employees may communicate with
stockholders personally or by mail, telephone, telegram, or otherwise for the purpose of soliciting proxies, but no
additional compensation will be paid to any of these persons for solicitation. The cost of soliciting proxies, including
expenses in connection with preparing and mailing this proxy statement, will be borne by the Company. In addition,
we will reimburse banks, brokers and other nominees for their reasonable out-of-pocket expenses in forwarding
soliciting material to beneficial owners of shares held of record by these persons.

Only one proxy statement is being delivered to two or more security holders who share an address unless we have
received contrary instruction from one or more of the security holders. We will promptly deliver upon written or oral
request a separate copy of the proxy statement to a security holder at a shared address to which a single copy of the
document was delivered. If you would like to request additional copies of the proxy statement, or if in the future you
would like to receive multiple copies of proxy statements, information statements or annual reports, or, if you are
currently receiving multiple copies of these documents and would, in the future, like to receive only a single copy,
please so instruct Dennis Hays, the Company’s Corporate Secretary, by writing to him at 8300 Greensboro Drive, Suite
800, McLean, Virginia, 22102.

Revocability and Voting of Proxy

A form of proxy for use at the special meeting and a return envelope for the proxy are enclosed. Stockholders may
revoke the authority granted by their execution of proxies at any time before their effective exercise by filing with our
Secretary a written notice of revocation or a duly executed proxy bearing a later date, or by voting in person at the
meeting. Shares of common stock represented by executed and unrevoked proxies will be voted in accordance with
the choice or instructions specified. If no specifications are given, the proxies solicited by the board of directors will
be voted "FOR" the approval of our Second Amended and Restated 2006 Stock Plan, the approval of the amendment
to our articles of incorporation referred to in paragraph 2 of the accompanying notice of special meeting, and such
other matters as may duly come before the meeting.
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Record Date and Voting Rights

August 18, 2006 has been fixed as the record date for the determination of stockholders entitled to notice of and to
vote at the special meeting, and any postponements or adjournments. As of the record date, there were 155,126,474
shares of our common stock issued and outstanding. A majority of the shares entitled to vote, present in person or
represented by proxy, will constitute a quorum at the meeting. With respect to the tabulation of proxies for purposes of
constituting a quorum, abstentions and broker non-votes are treated as present.

Each share of common stock issued and outstanding on the record date is entitled to one vote on any matter presented
for consideration and action by the stockholders at the special meeting. The affirmative vote of the holders of a
majority of the outstanding shares of common stock is required for the adoption of our Second Amended and Restated
2006 Stock Plan and of the amendments to our articles of incorporation referred to in paragraph 2 of the
accompanying notice of special meeting.

Under the Nevada General Corporation Law, stockholders do not have any rights of appraisal or similar rights of
dissenters with respect to any of the proposals set forth in this proxy statement.

Interest of Officers and Directors in Matters to Be Acted Upon

None of our officers or directors have any interest in any of the matters to be acted upon.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth information relating to the beneficial ownership of the Company’s common stock by the
Company’s officers and directors, individually, and by the Company’s officers and directors as a group as of July 11,
2006.

Name of Stockholder Number of Shares Percentage of Class
Seth Grae 6,000,000 5.5%
Thomas Graham, Jr. 190,000 *
Cornelius J. Milmoe 75,000 &

Andrey Mushakov 0

Dennis Hays 0

Larry Goldman 75,000 *
Directors and officers as a

oroup (4 persons) 6,340,000 5.8%

* Less than 1%.
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EXECUTIVE COMPENSATION

The following table sets forth information concerning all cash and non-cash compensation awarded to, earned by or
paid to Seth Grae, the Company’s Chief Executive Officer, Paul Carter, the Company’s former Chief Executive Officer,
President and Chairman, and Charles H. Merchant, the Company’s Interim Chief Executive Officer, Chief Operating
Officer and Secretary, during the Company’s last three completed fiscal years. No executive officer of the Company
received total annual salary and bonus in excess of $100,000 during any of the last three completed fiscal years.

SUMMARY COMPENSATION TABLE

[Annual Compensation Long-Term Compensation
Awards Payouts
Other Securities All
Annual  [Restricted  [Under-lying Other
Name Comp-  [Stock Options/  |[LTIP Compen-
And Principal Salary Bonus ensation  [Awards SARs Payouts  [sation
Position Year ($) ($) HB  $ (#) ($) ($)
Seth Grae, 2006 38,095 0 0 5,000,000 7,200,000 [0 0
Chief 2005 0 0 0 0 0 0 0
Executive 2004 0 0 0 0 0 0 0
Officer (1)
Paul Carter, 2006 0 0 0 0 0 0 0
IFormer Chief [2005 0 0 40,000 0 0 0 0
Executive  p0o4 0 0 0 0 0 0 0
Officer,
President, and
Chairman (2)
Charles H. 2006 0 0 0 85,000 0 0 0
IMerchant, 2005 0 0 0 42,500 0 0 0
Interim Chief o4 0 0 0 0 0 0 0
IExecutive
Officer, Chief
Operating
Officer and
Secretary(3)

(1) Mr. Grae became the Company’s Chief Executive Officer on March 17, 2006.

(2) Mr. Carter served as Novastar’s Chief Executive Officer from 2002 until December 1, 2005.

(3) Mr. Merchant served as Novastar’s interim Chief Executive Officer from December 1, 2005 until March 17, 2006.
(4) The value of perquisites and other personal benefits, securities and property for the named executive officers that
do not exceed the lesser of $1,000 or 10% of the total of the annual salary and bonus is not reported herein.
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OPTION/SARs GRANTS IN LAST FISCAL YEAR

The following table sets forth the grant of stock options made during the year ended June 30, 2006 to the persons
named in the Summary Compensation Table:

% of Total

Number of Options Granted

Securities to Employees in

Underlying Fiscal Exercise
Name Options Granted Period Price per Share Expiration Date
Seth Grae 7,200,000 [] $0.795 February 14, 2016
Paul Carter 0 N/A N/A N/A
Charles H. Merchant O N/A N/A N/A

AGGREGATED OPTION/SAR EXERCISES IN LAST FISCAL YEAR
AND FISCAL YEAR-END OPTION/SAR VALUES

The following table sets forth information with respect to unexercised stock options held by the persons named in the

Summary Compensation Table at June 30, 2006. No stock options were exercised in the last fiscal year by those
persons.

Value of Unexercised in-

Number of Unexercised the-Money Options at Fiscal
Options at Fiscal Year-End Year-End($)
Name Exercisable Unexercisable Exercisable Unexercisable
Seth Grae 0 7,200,000 0 0
Paul Carter 0 0 0 0
Charles H. Merchant 0 0 0 0

10



Edgar Filing: NOVASTAR RESOURCES LTD. - Form PRE 14A

LONG-TERM INCENTIVE PLANS - AWARDS IN LAST FISCAL YEAR

The following table sets forth information with respect to awards made to persons named in the Summary
Compensation Table pursuant to a long-term incentive plan in the fiscal year ended June 30, 2006.

IName Number of [Performance [Estimated Future Payouts Under Non-Stock
Shares, Units |or Other Price-Based Plans
or Other Period Under (Threshold  [Target Maximum
Rights IMaturation or

IPayout

Seth Grae |0 0 0

Paul Carter |0 0 0 0 0

Charles H. (0 0 0 0 0

IMerchant

Compensation of Directors

Novastar does not currently have any independent directors. All of Novastar’s current directors are also officers of
Novastar and are compensated for the services that they provide to Novastar in their capacity as officers. The current
directors of Novastar do not receive any additional compensation for the services they provide to Novastar as
directors. Directors are reimbursed for out of pocket expenses incurred as a result of their participation on Novastar’s
board. Novastar intends to compensate independent directors that are elected or appointed to Novastar’s board in the
future.

Employment Agreements

On February 14, 2006, Novastar and Seth Grae entered into an employment agreement whereby Mr. Grae became
Chief Executive Officer and President of the Company. Pursuant to the employment agreement, Novastar has agreed
to pay Mr. Grae an annual salary of $275,000 for performing the duties described in the employment agreement. In
addition, Novastar issued to Mr. Grae pursuant to the agreement 5,000,000 shares of restricted stock and granted to
Mr. Grae 7,200,000 non-qualified stock options, with a term of ten years at an exercise price of $0.795 per share. The
options vest with respect to 6/48 of the total number of shares granted on August 14, 2006 and vest 1/48 on the first
day of each month thereafter until all options have vested. The 5,000,000 shares of restricted stock vest immediately
on issuance but 2,500,000 may not be directly or indirectly sold, transferred or otherwise disposed of for a period of
one year and the remaining 2,500,000 for a period of two years, except for sales, transfers or other dispositions made
to family members, for estate planning purposes, or pursuant to a qualified domestic relations order. The shares will
also be subject to the provisions of Rule 144 promulgated under the Securities Act. Mr. Grae was named CEO of
Novastar on March 17, 2006, though the agreement did not take effect until April 2, 2006, the date that Novastar
obtained D&O liability insurance coverage, and the agreement terminates on April 2, 2011 the fifth anniversary of the
date of the agreement.

On June 5, 2006, the Company entered into a definitive employment agreement with Cornelius J. Milmoe, the Chief
Operating Officer and a Director of the Company. Under the terms of the agreement, the Company agreed to pay Mr.
Milmoe an annual salary of $200,000, as consideration for performance of his duties as Chief Operating Officer. Mr.
Milmoe was paid an amount equal to a 75% pro rata share of his annual salary, as consideration for services already
performed by him on behalf of the Company from April 3, 2006 through May 1, 2006. In addition, the Company has
agreed (i) to issue to Mr. Milmoe, 75,000 (37,500 restricted) shares of the common stock the Company and (ii) to

grant to Mr. Milmoe an incentive ten-year option for the purchase of 525,000 shares of the common stock the
Company, at an exercise price of $0.465 per share. The initial term of the Mr. Milmoe’s employment agreement will be

11
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one year and but will automatically be extended for additional one-year periods unless terminated by either party in
accordance with its terms and conditions.

4
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Pursuant to a consulting agreement dated June 13, 2006, Larry Goldman became Novastar's Treasurer and Acting
Chief Financial Officer. Mr. Goldman owns a total of 75,000 restricted shares of Novastar Common Stock, which
were issued upon entry into the consulting agreement with Mr. Goldman. Mr. Goldman receives hourly compensation
of $170.00 for services provided to Novastar, subject to a maximum of ten hours per day. The contract includes
payment for a minimum of 40 hours per month. The contract can be terminated by Novastar at any time, but Novastar
must provide at least 180 days advance written notice. Pursuant to the consulting agreement, Mr. Goldman was
granted nonqualified options for the purchase of an additional 350,000 shares of Novastar common stock pursuant to
Novastar's 2006 stock plan. Upon consummation of the merger, Mr. Goldman will own a total of 75,000 shares of
Novastar common stock and options to purchase a total of 350,000 shares of Novastar common stock.

On July 27, 2006, Ambassador Graham entered into an employment and stock option agreement with Novastar. Under
the employment agreement, Ambassador Graham acts as the Chairman and Secretary of Novastar. Pursuant to the
employment agreement, Novastar has agreed to pay Ambassador Graham an annual salary of $130,000 for part-time
employment of an average of three out of five business days per week or 24 hours of his business time per week. In
addition, Novastar granted to Ambassador Graham non-qualified stock options for the purchase of 1,500,000 shares,
with a term of ten years at an exercise price of $0.49 per share. The options vest in equal monthly installments over a
three year period. Ambassador Graham owns a total of 40,025 shares of Thorium Power common stock and options to
purchase 100,000 shares of Thorium Power common stock at an exercise price of $10 per share. Ambassador Graham
owns 190,000 shares of Novastar common stock. Upon consummation of the merger, Ambassador Graham will own a
total of 1,215,761 shares of Novastar common stock and he will own options to purchase 4,062,800 shares of
Novastar common stock.

On July 27, 2006, Mr. Mushakov entered into an employment and stock option agreement with Novastar. Under the
employment agreement, Mr. Mushakov was appointed as the Executive Vice President - International Nuclear
Operations. Pursuant to the employment agreement, Novastar has agreed to pay Mr. Mushakov an annual salary of
$160,000 for performing the duties described in the agreement. In addition, Novastar issued to Mr. Mushakov,
pursuant to the agreement, 1,500,000 shares of restricted stock and granted Mr. Mushakov 2,250,000 non-qualified
stock options with a term of ten years at an exercise price of $0.49 per share. On July 27, 2006, 234,375 options
vested and the remaining 2,015,625 options will vest in equal monthly installments. The 1,500,000 shares of restricted
stock vest immediately on issuance, but 750,000 may not be directly or indirectly sold, transferred or otherwise
disposed of for a period of one year and the remaining 750,000 for a period of two years, except for sales, transfers or
other dispositions made to family members for estate planning purposes or pursuant to a qualified domestic relations
order. Mr. Mushakov owns options to purchase a total of 37,500 shares of Thorium Power common stock. Upon
consummation of the merger, Mr. Mushakov will own 1,500,000 shares of Novastar common stock and 3,211,050
options to purchase shares of Novastar common stock.

On July 10, 2006, Mr. Hays entered into an employment agreement with Novastar. Under the employment agreement,
Mr. Hays was appointed as the Vice President, Director of Government Relations and Corporate Secretary of the
Company. Pursuant to the employment agreement, Novastar agreed to pay Mr. Hays an annual salary of $175,000 for
performing the duties described in the agreement. Mr. Hays will also be eligible for an annual bonus of up to 50% of
his annual salary at the sole discretion of the Board of Directors. In addition, Novastar granted to Mr. Hays pursuant to
the agreement 500,000 non-qualified stock options with a term of three years at an exercise price of $0.49 per share.
The options will vest in equal monthly installments.

5
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Other than the agreements with Messrs. Grae, Milmoe, Goldman, Graham, Mushakov, and Hays, the Company has
not entered into formal employment agreements with any other of its executive officers.

Benefit Plans

On July 17, 2006, Novastar amended and restated its Amended and Restated 2006 Stock Plan. The Plan permits the
Board of Directors (or a committee as designated by the Board of Directors), as the administrator of the plan, to grant
certain types of incentive stock options and share awards to persons in a business relationship with the Company. The
description of the Plan below under the caption “The Second Amended and Restated 2006 Stock Plan,” provides
disclosure of all of the material provisions of the Plan.

Other than the Plan, the Company does not have any pension plan, profit sharing plan, or similar plans for the benefit
of the Company’s officers, directors or employees. However, the Company may establish such plans in the future.

Proposal No. 1

APPROVAL OF THE
THE SECOND AMENDED AND RESTATED 2006 STOCK PLAN

On July 17, 2006, the board of directors amended and restated the Plan, which was originally adopted on April 25,
2006, subject to the receipt of stockholder approval of the Plan within one year of its adoption. The Following is a
summary of all of the material provisions of the Plan. Reference is made to the full text of the Plan, which is attached
hereto as Appendix A.

SUMMARY DESCRIPTION OF THE PLAN

Purpose. The purpose of the Plan is to secure for the Company and its stockholders the benefits arising from capital
stock ownership by employees, officers and directors of, and consultants or advisors to, the Company and its
subsidiary corporations who are expected to contribute to the Company’s future growth and success. The Plan permits
grants of options to purchase shares of common stock and awards of shares of common stock that are restricted (i.e.,
subject to a vesting).

Administration. The Plan will be administered by the Board of Directors or a committee. The plan is currently being
administered by the Company’s Board of Directors. The Board of Directors has the authority to determine the specific
terms and conditions of all options and restricted stock awards granted under the Plan, including, without limitation,
the number of shares subject to each option or restricted stock award, the price to be paid for the shares and the
applicable vesting criteria. The Board of Directors will make all other determinations necessary or advisable for the
administration of the Plan.

Eligibility. Options and restricted shares may be granted under the Plan to persons who are, at the time of grant, in a
business relationship with the Company; provided, that incentive stock options may only be granted to individuals
who are employees of the Company (within the meaning of Section 3401(c) of the Internal Revenue Code of 1986, as
amended (the Code). The Plan defines business relationship as a relationship in which a person is serving the
Company, its parent, if applicable, or any of its subsidiaries in the capacity of an employee, officer, director, advisor
or consultant.

6
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Shares Available for Awards. Subject to adjustment as described below, (a) no more than an aggregate of 75 million
may be issued under incentive stock options during the term of the Plan, (b) no more than 37.5 million shares may be
issued in the form of restricted share awards during the term of the Plan, (c) the maximum number of shares with
respect to which options may be granted to one person during any fiscal year may not exceed 8 million shares, and (d)
the maximum number of restricted shares which may be granted to one person during any fiscal year may not exceed
5 million shares.

The number and kind of shares available under the Plan are subject to adjustment in the event of certain
reorganizations, mergers, combinations, recapitalizations, stock splits, stock dividends, or other similar events which
change the number or kind of shares outstanding.

Vesting and Option Periods. Except as may be provided in an applicable option agreement or restricted stock
purchase agreement, no option or restricted stock award made to a reporting person (for purposes of Section 16(b) of
the Securities Exchange Act of 1934) under the Plan may be exercisable or may vest until at least six (6) months after
the date of grant, and once exercisable, an option will remain exercisable until the expiration or earlier termination of
the option. Each option made to a participant will expire on such date as is determined by the Board of Directors, but
not later than 10 years after the date of grant.

Transferability. The Plan provides, with limited exceptions, that rights or benefits under any option are not
assignable or transferable except by will or the laws of descent and distribution, and that only the participant may
exercise the option during the participant’s lifetime. Restricted shares may only be transferred after the applicable
restrictions have lapsed.

Option Grants. An option is the right to purchase shares of common stock at a future date at a specified price. An
option may either be an incentive stock option, as defined in the Code, or a nonqualified stock option. An incentive
stock option may not be granted to a person who owns more than 10% of the total combined voting power of all
classes of stock unless the exercise price is at least 110% of the fair market value of shares of common stock subject
to the option (compared to 100% of fair market value for persons holding less than 10%) and such option by its terms
is not exercisable after expiration of five (5) years from the date such option is granted (compared to 10 years for
persons holding less than 10%). To the extent that the aggregate fair market value (defined for this purpose as the fair
market value of the stock subject to the options as of the date of grant of the options) of stock with respect to which
incentive stock options first become exercisable in any calendar year exceeds $100,000 (taking into account stock
subject to incentive stock options granted under the Plan or any other plan), such options will be treated as
nonqualified stock options.

Full payment in cash or by check to the order of the Company in an amount equal to the exercise price of the options
being exercised for shares purchased on the exercise of any option, except as provided below, must be made at the
time of such exercise by or (i) by delivery of shares of common stock having a fair market value on the date of
exercise equal in amount to the exercise price of the options being exercised, (ii) through any cashless exercise feature
that may be included in the option agreement covering a particular option grant or (iii) by any other means which the
Board of Directors determines are consistent with the purpose of the Plan and with applicable laws and regulations or
(iii) by any combination of such methods of payment.

Restricted Stock Awards. The Board of Directors may, from time to time in its discretion, award restricted shares to
participants having a business relationship with the Company and may determine the number of restricted shares
awarded and the terms and conditions of, and the amount of payment, if any, to be made by the recipient for such
restricted shares. At the time an award of restricted shares is made, the Board of Directors is required to establish a
period of time applicable to such award which shall not be less than one year nor more than 10 years. Each award of
restricted shares may have a different restricted period. In lieu of establishing a restricted period, the Board of
Directors may establish restrictions based only on the achievement of specified performance measures. At the time an
award is made, the Board of Directors may, in its discretion, prescribe conditions for the incremental lapse of

15
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restrictions during the restricted period and for the lapse of termination of restrictions upon the occurrence of other
conditions in addition to or other than the expiration of the restricted period with respect to all or any portion of the
restricted shares. Such conditions may include, without limitation, the death or disability of the employee to whom
restricted shares are awarded, retirement of the employee pursuant to normal or early retirement under any retirement
plan of the Company or termination of the employee’s employment other than for cause, or the occurrence of a change
in control of the Company. Such conditions may also include performance measures. The Board of Directors may
also, in its discretion, shorten or terminate the restricted period or waive any conditions for the lapse or termination of
restrictions with respect to all or any portion of the restricted shares at any time after the date the award is made.

7
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Holders of restricted shares generally have the rights and privileges of a stockholder as to such restricted shares,
including the right to vote such restricted shares, except that the following restrictions apply: (i) with respect to each
restricted share, the employee shall not be entitled to delivery of a certificate without a legend until the expiration or
termination of the restricted period, and the satisfaction of any other conditions prescribed by the Board of Directors,
relating to such restricted share; (ii) with respect to each restricted share, such share may not be sold, transferred,
assigned, pledged, or otherwise encumbered or disposed of until the expiration of the restricted period, and the
satisfaction of any other conditions prescribed by the Board of Directors, relating to such restricted share (except,
subject to the provisions of the employee’s stock restriction agreement, by will or the laws of descent and distribution
or pursuant to a qualified domestic relations order as defined by the Code or Title I of the Employee Retirement
Income Security Act of 1974, as amended, or the rules promulgated thereunder); and (iii) all of the restricted shares as
to which restrictions have not at the time lapsed shall be forfeited and all rights of the employee to such restricted
shares shall terminate without further obligation on the part of the Company unless the employee has remained a
regular full-time employee of the Company or any of its subsidiaries, or a consultant to the Company or a subsidiary
under a post-employment consulting arrangement, until the expiration or termination of the restricted period and the
satisfaction of any other conditions prescribed by the Board of Directors applicable to such restricted shares.

Termination of Employment. Generally, an optionee may exercise an option (but only to the extent such option was
exercisable at the time of termination of the optionee’s business relationship) at any time within three (3) months
following the termination of the optionee’s business relationship with the Company or within one (1) year if such
termination was due to the death or disability of the optionee, but, except in the case of the optionee’s death, in no
event later than the expiration date of the option. If the termination of the optionee’s employment is for cause or is
otherwise attributable to a breach by the optionee of an employment or confidentiality or non-disclosure agreement,
the option shall expire immediately upon such termination. The Board of Directors has the power to determine what
constitutes a termination for cause or a breach of an employment or confidentiality or non-disclosure agreement,
whether an optionee has been terminated for cause or has breached such an agreement, and the date upon which such
termination for cause or breach occurs.

No incentive stock option may be exercised unless at the time of such exercise the optionee is, and has been
continuously since the date of grant of his or her option, employed by the Company, except that: (i) an incentive stock
option may be exercised within the period of three (3) months after the date the optionee ceases to be an employee of
the Company (or within such lesser period as may be specified in the applicable option agreement), provided, that the
agreement with respect to such option may designate a longer exercise period and that the exercise after such three (3)
month period shall be treated as the exercise of a non-statutory option under the Plan; (ii) if the optionee dies while in
the employ of the Company, or within three (3) months after the optionee ceases to be such an employee, the incentive
stock option may be exercised by the person to whom it is transferred by will or the laws of descent and distribution
within the period of one (1) year after the date of death (or within such lesser period as may be specified in the
applicable option agreement); and (iii) if the optionee becomes disabled (within the meaning of Section 22(e)(3) of the
Code or any successor provisions thereto) while in the employ of the Company, the incentive stock option may be
exercised within the period of one (1) year after the date the optionee ceases to be such an employee because of such
disability (or within such lesser period as may be specified in the applicable option agreement).

8
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Recapitalizations, Mergers and Related Transactions. If, through or as a result of any recapitalization,
reclassification, stock dividend, stock split, reverse stock split or other similar transaction, (i) the outstanding shares of
common stock are increased, decreased or exchanged for a different number or kind of shares or other securities of the
Company, or (ii) additional shares or new or different shares or other non-cash assets are distributed with respect to
such shares of common stock or other securities, an appropriate and proportionate adjustment is made in (x) the
maximum number and kind of shares reserved for issuance under the Plan, (y) the number and kind of restricted
shares granted and shares or other securities subject to any then outstanding options under the Plan, and (z) the
exercise price for each share subject to any then outstanding options under the Plan, without changing the aggregate
purchase price as to which such options remain exercisable.

If the Company is the surviving corporation in any reorganization, merger or consolidation of the Company with one
or more other corporations, any then outstanding restricted shares or option granted pursuant to the Plan will pertain to
and apply to the securities to which a holder of the number of shares of common stock subject to such restricted shares
or options would have been entitled immediately following such reorganization, merger, or consolidation, with a
corresponding proportionate adjustment of the purchase price.

If there is a consolidation or merger in which the Company is not the surviving corporation, or sale of all or
substantially all of the assets of the Company in which outstanding shares of common stock are exchanged for
securities, cash or other property of any other corporation or business entity or in the event of a liquidation of the
Company (collectively, a Corporate Transaction), the Board of Directors of the Company, or the board of directors of
any corporation assuming the obligations of the Company, may, in its discretion, take any one or more of the
following actions, as to outstanding options and restricted shares: (i) provide that such options shall be assumed, or
equivalent options shall be substituted, by the acquiring or succeeding corporation (or an affiliate thereof), (ii) upon
written notice, provide that all unexercised options will terminate immediately prior to the consummation of such
transaction unless such options are exercised by the optionee within a specified period following the date of such
notice, (iii) in the event of a Corporate Transaction under the terms of which holders of the common stock will receive
upon consummation thereof a cash payment for each share surrendered in the Corporate Transaction (the Transaction
Price), make or provide for a cash payment to the optionees equal to the difference between (A) the Transaction Price
times the number of shares of common stock subject to such outstanding options (to the extent then exercisable at
prices not in excess of the Transaction Price) and (B) the aggregate exercise price of all such outstanding options in
exchange for the termination of such options, and (iv) provide that all restrictions on restricted shares shall lapse in
full or in part and all or any outstanding options shall become exercisable in full or in part immediately prior to such
event.

Termination of or Amendments to the Plan. The authority to grant new options under the Plan will terminate on the
earlier of the close of business on February 16, 2016, or the date on which all shares available for issuance under the
Plan shall have been issued pursuant to the exercise or cancellation or restricted shares or options granted under the
Plan, unless the Plan is terminated prior to that time by the Board of Directors. Such termination typically will not
affect rights of participants which accrue prior to such termination. The Board of Directors may at any time, and from
time to time, modify or amend the Plan in any respect, except that if at any time the approval of the stockholders of
the Company is required under Section 422 of the Code or any successor provision with respect to incentive stock
options, or under Rule 16b-3, the Committee may not effect such modification or amendment without such approval.
Amendments to the Plan will not, without the written consent of a participant, adversely affect such participant’s rights
under an option previously granted.
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Material Federal Income Tax Consequences of Awards under the Plan. The following is a brief discussion of the
federal income tax consequences of Awards under the present provisions of the Code (with a limited discussion of
Section 409A of the Code based upon the IRS guidance published as of the date of this prospectus). The Company's
deductions for compensation paid under the Plan are in all cases subject to the requirement of reasonableness.

The American Jobs Creation Act of 2004 (Act) added Section 409A to the Code, which prescribes strict rules for
amounts deferred under “nonqualified deferred compensation plans.” The rules generally apply only to amounts deferred
after December 31, 2004, and earnings on those amounts. For purposes of Section 409A of the Code, an amount is
considered “deferred” at the time that it was earned and would have been paid but for a deferral election.

Section 409A of the Code rules cover any “nonqualified deferred compensation plan,” which includes any plan,
agreement, or arrangement that provides for the deferral of compensation. On January 10, 2005, the Internal Revenue
Service (IRS) issued Notice 2005-1, providing preliminary guidance on the impact of Section 409A of the Code on
equity compensation plans. On September 29, 2005, the IRS issued subsequent guidance, in the form of proposed
regulations (Proposed 409A Regulations), which also addressed how Section 409A of the Code will apply to plans
like the Plan and outstanding awards under such plans. The IRS is expected to issue final regulations later in 2006.
The following discussion of federal income taxes reflects the initial guidance and the Proposed 409A Regulations, but
may need to be changed to reflect the final regulations, when issued. Furthermore, the Plan and certain Awards under
the Plan might have to be revised to conform to the requirements of Section 409A of the Code.

Incentive Stock Options. In general, neither the grant nor exercise of an incentive stock option will cause the
recognition of ordinary income by the Participant provided the Participant does not dispose of the underlying Shares
within two years from the date of the grant of the option or within one year after the exercise of the option. However,
the amount by which the fair market value of the Shares at the time of exercise exceeds the exercise price will be
treated as an item includable in the tax base upon which "alternative minimum tax" may be imposed. In general,
neither the grant nor the exercise of an incentive stock option will produce a tax deduction for the Company.

If the Shares purchased by the Participant pursuant to the exercise of an incentive stock option are disposed of after
the expiration of two years from the date of the grant of the option and after one year from the date of exercise, the
gain or loss on the sale, based upon the difference between the amount realized and the exercise price, will constitute
long-term capital gain or loss. If the Shares purchased by a Participant pursuant to the exercise of an incentive stock
option are sold at a gain prior to the expiration of either of such periods, so much of the gain as does not exceed the
difference between the exercise price and the lesser of the fair market value of the Shares on the date of exercise or the
amount realized on the date of sale will be taxable as ordinary income to the Participant; and a tax deduction will be
allowable to the Company in an amount equal to the ordinary income recognized by the Participant.

According to the Proposed 409A Regulations, the grant of an incentive stock option does not constitute a deferral of
compensation and is not covered by Section 409A of the Code. Subsequent modifications that would cause the option
no longer to qualify as an incentive stock option could, however, result in a deferral of compensation subject to
Section 409A of the Code.
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Nongualified Stock Options. The grant of a nonqualified option will not cause the recognition of ordinary income by
the Participant or entitle the Company to a deduction for federal income tax purposes because, under existing Treasury
Regulations, such an option does not have a "readily ascertainable" fair market value. The exercise of a nonqualified
option that is not subject to any restrictions on the Participant's ownership or disposition thereof will cause the
recognition of ordinary income in an amount equal to the difference between the exercise price and the fair market
value on the exercise date of the Shares purchased by the Participant, and a tax deduction will be available to the
Company in an amount equal to the ordinary income recognized by the Participant. If restrictions regarding forfeiture
and transferability apply to the Shares upon exercise, the time of recognition of ordinary income and the amount
thereof, and the availability of a tax deduction to the Company, generally will be determined when such restrictions
cease to apply.

According to the Proposed 409A Regulations, the grant of a nonqualified stock option will constitute a deferral of
compensation and will be covered by Section 409A of the Code unless: (i) the option is for stock of the service
recipient (which includes a parent or subsidiary related to the service recipient); (ii) the exercise price is not less than
the fair market value of the underlying stock on date of grant and the number of Shares subject to the option is fixed
on the original date of grant of the option; (iii) the receipt, transfer or exercise of the underlying stock is subject to
Section 83 of the Code; and (iv) the option does not include any feature for the deferral of compensation other than the
deferral of recognition of income until the later of exercise or disposition of the option under Treasury Regulation §
1.83-7, or the time the stock acquired pursuant to the exercise of the option first becomes substantially vested (as
defined in Treasury Regulation § 1.83-3(b)). Even if a nonqualified stock option satisfies these requirements,
subsequent modifications could result in a deferral of compensation subject to Section 409A of the Code.

Restricted Stock Awards. In general, if stock is granted to the participant but is subject to a "substantial risk of
forfeiture" (e.g., rights to ownership of the stock or units are conditioned upon the future performance of substantial
services by the Participant) and is nontransferable, a taxable event occurs when the risk of forfeiture lapses or the
stock becomes transferable, whichever first occurs. At that time, the participant will recognize ordinary income to the
extent of the excess of the fair market value of the stock on such date over the participant's cost (if any) for the stock,
and the same amount is then deductible by the Company. Under certain circumstances, the Participant, by making an
election under Section 83(b) of the Code within 30 days after receiving the award, can accelerate federal income tax
recognition with respect to stock subject to a substantial risk or forfeiture and transferability restrictions, in which
event the ordinary income amount and the Company's deduction will be measured and timed as of the grant date of the
stock. Any cash dividends received by the participant wi