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Item 1. Description of Business

Our Business

In October 2003 we entered into an Acquisition Agreement with CytoDyn of New
Mexico, Inc., pursuant to which we effected a two for one reverse split of our
common stock, and amended our articles of incorporation to change our name from
Rexray Corporation to CytoDyn, Inc. Pursuant to the acquisition agreement, we
were assigned the patent license agreement dated July 1, 1994 between CytoDyn of
New Mexico and Allen D. Allen covering three United States patents along with
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foreign counterpart patents which describe a method for treating HIV disease
with the use of monoclonal antibodies. We also acquired the trademarks, CytoDyn
and Cytolin, and a related trademark symbol. The license acquired gives us the
worldwide, exclusive right to develop, market and sell the HIV therapies from
the patents, technology and know-how invented by Mr. Allen. The term of the
agreement is for the life of the patents of which the first shall expire in
2013. As consideration for the intellectual property and trademarks we paid
CytoDyn of New Mexico $10,000 in cash and issued 5,362,640 post-split shares of
common stock to CytoDyn of New Mexico.

We have three full time employees, Allen D. Allen, our Chief Executive Officer,
and Corinne Allen, Vice President of Business Development and Stacia Roum
Executive Assistant and three part time employees, Wellington Ewen, our Chief
Financial Officer and Annie Siegel and Elias Siegel, Administrative staff.

In the last two fiscal years, there have not been any research and/or
development expenditures by us or our predecessor companies.

CytoDyn New Mexico previously licensed the technology out for development and
had not been an operating business since 1998. We were only incorporated in May
2002 and were not an operaing entity until the acquisition of the license in
October 2003. We expect to incur significant research and development expenses
in the near future. However, our expenditures in the last two fiscal years have
been for general and administrative purposes, legal fees, acquisition costs and
patent protection.

Our principal executive offices are located at 227 E Palace Ave., Suite M ,
Santa Fe, New Mexico 87501; telephone: (505) 988-5520, facsimile: (800)
417-7252, and website address: www.cytodyn.com.

CytoDyn(R), Cytolin(R) and the graphic logo shown below are our registered
trademarks.

[GRAPHIC OMITTED]

The Biotechnology Industry

As reported by the Biotechnology Industry Organization, there are more than 300
biotech drug products and vaccines currently in clinical trials targeting more
than 200 diseases, including various cancers, Alzheimer's disease, heart
disease, diabetes, multiple sclerosis, AIDS and arthritis. Biotechnology is
responsible for hundreds of medical diagnostic tests that keep the blood supply
safe from the AIDS virus and detect other conditions early enough to be
successfully treated. As of Dec. 31, 2003, there were 1,473 biotechnology
companies in the United States, of which 314 were publicly held. Market
capitalization, the total value of publicly traded biotech companies (U.S.) at
market prices, was $311 billion as of early April 2005. The biotechnology
industry has mushroomed since 1992, with U.S. health-care biotech revenues
increasing from $8 billion in 1992 to $39 billion in 2003. The U.S.
biotechnology industry employed 198,300 people as of Dec. 31, 2003.
Biotechnology is one of the most research-intensive industries in the world. The
U.S. biotech industry spent $17.9 billion on research and development in 2003.
The top five biotech companies spent an average of $101,200 per employee on R&D
in 2002. The biotech industry is regulated by the U.S. Food and Drug
Administration (FDA), the Environmental Protection Agency (EPA) and the
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Department of Agriculture (USDA).

Background on HIV and AIDS

UNAIDS, the Joint United Nations Programme on HIV/AIDS, estimates that 70
million people are living with HIV/AIDS, reflecting a steady increase since
1999, especially in sub-Saharan Africa, as well as in Asia and the Pacific,
Eastern Europe and Central Asia. According to the AIDS epidemic update, December
2003, in 2003, about 3 million people died from HIV/AIDS, and another 5 million
contracted the disease. Another 4 million new infections are estimated to occur
annually. No cure is currently known for HIV.

The human immune system is the body's primary defense against disease. It
consists of a vast number of specialized cells and proteins that assist in
detecting and destroying foreign organisms and eliminating disease cells.
Normally, the body's immune system can distinguish between normal cells and
those that appear to be foreign by recognizing proteins, or antigens. CD4 "watch
dog" cells identify foreign cells, and the immune system launches an antibody
response against the foreign organisms or cells.

HIV triggers a flaw in the human immune system that leads to its destruction.
Patients with HIV proliferate CD8 "killer" cells, which kill off CD4 watch dog
cells, whether healthy or not, leading to the loss of immune function. But for
this flaw, HIV infection in humans might be similar in character to the
infection in other primates, which can be infected with HIV without the
destruction of their immune systems because their CD8 killer cells do not
destroy their CD4 cells. The destruction of CD4 cells in humans leaves those
persons susceptible to certain cancers and other infections that would normally
not be fatal to a person with a normal number of CD4 cells. When AIDS first
surfaced in the United States, no medicines were available to combat the
underlying immune deficiency, and few treatments were available to combat the
diseases that resulted. Since then, the United States Food and Drug
Administration (FDA) has approved a number of drugs in two groups, both
antivirals, for treating HIV infection. These groups are:

Drugs that interrupt an early stage of the virus making copies of itself; and
Drugs that treat HIV infection by interrupting virus replication at a later step
in the virus' life cycle.

Frequently, these two groups of drugs are used in combinations for treatment.
Treatment with these drugs, whether alone or in combination, has two primary
drawbacks: the virus can mutate to avoid the attack, rendering the drugs
ineffective, and the side effects can be severe. Some of the first group of
drugs can cause a decrease of red or white blood cells, especially when taken in
later stages of the disease. Some may also cause inflammation of the pancreas
painful nerve damage, in addition to other severe reactions. The most common
side effects in the second group of drugs include nausea, diarrhea, and other
gastrointestinal symptoms. This second group can also interact with other drugs
to produce severe side effects. Current research and development for HIV is
focused on therapies to reduce the side effects of the antiviral drugs so as to
enhance the efficacy of existing treatments and delay the progression of the HIV
virus.

Potential drugs
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Our president, Allen D. Allen, has been researching treatments for HIV and AIDS
since 1987. He identified a family of monoclonal antibodies that protect the CD4
watchdog cells from the CD8 killer cells of the immune systems of people
infected with HIV. He received three U.S. patents and additional foreign
counterpart patents, now licensed to us, covering the use of these antibodies
for treating patients with HIV. Our leading drug candidate, Cytolin, is based on
a monoclonal antibody that protects CD4 cells from CD8 cells, thus preventing
the weakening of the immune system.

In 1993, a small group of scientists and doctors treated six HIV-infected
patients with Cytolin. Blood and skin tests of these patients demonstrated that
the antibody was producing improvements in the immune function of each patient.
In 1995, subacute and acute toxicology studies found Cytolin safe to administer
to humans.

A relatively small number of physicians in the United States administered
Cytolin to their HIV-infected patients over two years. As results from this
initial use became available, other physicians obtained and administered Cytolin
to their patients as well. Four of the doctors using Cytolin allowed CytoDyn's
predecessor to send in an independent Institutional Review Board to inspect the
medical records of 188 patients treated with Cytolin once or twice a month over
18 months. Data were recorded and summarized and formed part of the material
presented to the FDA as an early indication of the safety and potential efficacy
of Cytolin.

In 1996, the FDA approved a drug master file, designated BB-DMF#6836, for the
manufacture of Cytolin at Vista Biologicals Corporation. CytoDyn of New Mexico
and Vista Biologicals Corporation worked cooperatively to develop the drug
master file. In accord with the practice of the FDA, the drug master file was
issued to and became the property of the entity with the capacity to manufacture
the drug, in this case Vista Biologicals Corporation. By contract with Vista
Biologicals Corporation, CytoDyn of New Mexico had the exclusive right to
reference the drug master file, that is, to authorize Vista
BiologicalsCorporation to manufacture Cytolin in accordance with the terms of
the drug master file.

In 1996, the FDA also designated our investigational new drug application for
Cytolin as BB-IND #6845, and subsequently approved a clinical trial.

In 2002, Symbion Research International, a contract research organization,
completed a Phase I a/b clinical trial of Cytolin. The trial was sponsored by
Amerimmune, Inc., the previous licensee of CytoDyn of New Mexico but Symbion was
never paid for its work. As a result, its work product became Symbion's. We
entered into a buy-sell agreement with Symbion to purchase the Phase Ia study
data in 2004. The Phase Ia study, conducted in 13 subjects suffering from
HIV/AIDS, found Cytolin to be safe and well tolerated. The initial safety study
affirmed the safety and tolerability of the drug in these dose groups, as well
as preliminary efficacy in lowering the concentration of HIV by up to one log
(measurement of efficacy) and increasing T-cell counts in the study's patient
population with no severe adverse events reported. Some of the data were
presented as an abstract and poster session, entitled "Phase I Study of
Anti-LFA-1 Monoclonal Antibody (Cytolin(R)) in Adults with HIV Infection" at the
9th Conference on Retroviruses and Opportunistic Infections held in Seattle,
Washington on February 24-28 2002 as well as the 1l6th International AIDS
Conference held this August 2006 in Toronto, Canada.

We intend to develop Cytolin and other antibodies covered by the licensed
patents as a treatment for HIV/AIDS in the U.S. and other countries. However, we
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must raise sufficient and substantial capital in order to pursue these
objectives.

Other Potential Drugs

On July 17, 2006 we acquired Advanced Influenza Technologies, Inc. (AITI) as a
wholly owned subsidiary. AITI has licensed a portfolio of patents from the
University of Massachusetts for the development of a family of plasmid-DNA
products to protect human subjects against several strains of influenza (the
flu). The University has until [1 year from the effective date of the
contract--see and attach contract with Utek] to manufacture, successfully test,
and deliver to AITI three "seeds" that can be used for the commercial
manufacturing of plasmid-DNA products or, in the alternative, a single
polyvalent product, depending upon what the FDA might require. In the event the
University fails to make timely delivery of these seeds, AITI could then abandon
the project with no further financial obligations or could continue with a
different timeline.

CytoDyn is also negotiating with Kings College in London, England for the
formulation of Formaxycin (TM) as a topical dermatological product to improve the
appearance of human skin by eliminating dysplastic conditions.

Product Liability Insurance

The testing, marketing and sale of therapeutic products for use in humans entail
an inherent risk of allegations of product liability, and there can be no
assurance that product liability claims will not be asserted against us. We have
not obtained product liability insurance, and there can be no assurance that we
will be able to obtain insurance coverage in the future on acceptable terms or
that any claims against us will not exceed the amount of such coverage.

Government Regulation

The estimated cost and length and stage of each process of FDA approval for
Cytolinis outlined as followed:

Purchase of Phase I data: $362,000 ($275,000 outstanding $87,000 has been paid)
End of Phase 1/Pre Phase 11 FDA: 6 months; $100,000

Phase II(b) study $3,144,981

Cost to Investigators: $2,000,000

Manufacturing for Clinical Trials: 3-6 months; $ 450,000

Total time and cost estimated to get FDA approval for a Biologics Licensing
Application (BLA)to sell Cytolin to certain HIV patients is approximately 29-42
months, at an estimated 6,056,981.

Regulatory Approval Process - Summary

On October 1, 2003, the FDA transferred certain product oversight
responsibilities from the Center for Biologics Evaluation and Research (CBER) to
the Center for Drug Evaluation and Research (CDER). The review and approval of
Cytolin(R) is now under the jurisdiction of the Division of Monoclonal
Antibodies in the CDER Office of Pharmaceutical Science: Office of Biotechnology
Products.
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Under current law, all new drugs and biologic products need clinical proof that
they are safe and effective before they can be approved for marketing in the
United States. The approval of Cytolin will be subject to submission of aBLA,
submitted to CDER. The BLA is the vehicle through which CytoDyn will formally
propose that the FDA approve Cytolin for sale in the United States. To obtain
this authorization, CytoDyn will submit for review, as contained in the BLA,
nonclinical (in vitro and animal) and clinical (human) test data and analyses,
drug information, and descriptions of manufacturing procedures.

The BLA must provide sufficient information, data, and analyses to permit FDA
reviewers to reach several key decisions, including:

whether Cytolin is safe and effective for its proposed use(s), and whether the
benefits of Cytolin outweigh its risks; whether the proposed labeling for
Cytolin is appropriate, and, if not, what the labeling should contain; and
whether the methods used in manufacturing Cytolin and the controls used to
maintain quality are adequate to preserve the identity, strength, quality and
purity of Cytolin.

In order to initiate clinical testing of a new drug or therapeutic biologic
product, an Investigational New Drug Application (IND) must be submitted to FDA.
In most cases, the IND summarizes preclinical studies. The purpose of
preclinical studies - animal pharmacology/toxicology testing — is to develop
adequate data to support a decision that it is reasonably safe to proceed with
human trials of the drug.

If an IND is considered “allowable' by FDA, the sponsor may begin clinical
trials in humans. The standard procedure for clinical testing involves studies
from Phase I to Phase III.

We have not yet submitted an IND for the DNA Plasmid influenza drugs as we will

first need the University of Massachusetts to produce the three seeds needed for
the commercial manufacturing process. This expected to take two years before we

would apply to the FDA for human studies. In general the FDA regulatory process

is the same for all therapeutics products.

Clinical Trials Process

Phase 1 includes the initial introduction of an investigational new drug or
biologic into humans. These studies are closely monitored and may be conducted
in patients, but are usually conducted in a small number of healthy volunteer
subjects. These studies are designed to determine the metabolic and
pharmacologic actions of the investigational product in humans, the side effects
associated with increasing doses, and, if possible, to gain early evidence on
effectiveness. During Phase 1, sufficient information about the investigational
product's pharmacokinetics and pharmacological effects are obtained to permit
the design of well-controlled, scientifically valid, Phase 2 studies.

Phase II

Phase 2 includes the early controlled clinical studies conducted to obtain some
preliminary data on the effectiveness of the drug for a particular indication or
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indications in patients with the disease or condition. This phase of testing
also helps determine the common short-term side effects and risks associated
with the drug. Phase 2 studies are typically well-controlled, closely monitored,
and conducted in a relatively small number of patients, usually involving
several hundred people.

Phase III

Phase 3 studies are expanded controlled clinical studies. They are performed
after preliminary evidence suggesting effectiveness of the drug has been
obtained in Phase 2, and are intended to gather the additional information about
effectiveness and safety that is needed to evaluate the overall benefit/risk
relationship of the drug. Phase 3 studies also provide an adequate basis for
extrapolating the results to the general population and transmitting that
information in the physician labeling. Phase 3 studies usually include several
hundred to several thousand people.

Clinical Development and Regulatory Approval

To date an allowable IND has been submitted for Cytolin and Cytolin has been
studied in two Phase I controlled clinical studies (Phase Ia and Phase
Ib/II(a)). Data has also been collected from four physicians who treated
patients with Cytolin in an uncontrolled clinical setting from 1983 to 1995.

CytoDyn has retained the services of Hyman, Phelps & McNamara, a Washington D.C.
law firm with an expertise in FDA regulatory affairs to assist the Company in
its dealings with the FDA during a review by the FDA of court orders and public
records related to CytoDyn's sponsorship of Cytolin, awarded first by the FDA
and then by court order. The FDA has indicated a willingness to abide by
applicable court orders despite false and misleading information received from a
third party (see Legal Proceedings). Should the FDA not abide by the orders of
courts of competent jurisdiction, it would delay or prevent CytoDyn from
offering a preliminary version of Cytolin for use as salvage therapy by HIV
patients failing Highly Active Antiretroviral Therapy (HAART). This could have a
negative effect on the Company's manufacturing costs, time to market in the
United States, and in other ways that cannot be predicted or estimated. However,
while the Company can offer no guarantee as to what the FDA may do, the Company
believes that the FDA will abide by law and the public interest.

Once adequate clinical testing of Cytolin is complete, the BLA must be submitted
to FDA containing full reports of the studies such that CDER can evaluate the
data. Data from the controlled clinical trials are especially important because
they provide the only basis, under law, for demonstrating safety and
effectiveness. The clinical trials answer the questions: "Does this drug work
for the proposed use?" and "Is the drug safe?" From analyses of the data, CDER
reviewers assess the benefit-to-risk relationship and based on CDER's
assessment, the BLA for Cytolin will either be considered approvable, approvable
with minor changes, or not approvable. Once considered approvable, the sale and
marketing of Cytolin may legally proceed in the United States.

In order to obtain approval for the sale and marketing of Cytolin in the United
States, the clinical development strategy described below has been devised.

1. Safety and efficacy data have been assembled into an abbreviated clinical
study report for the Phase Ia study and a clinical report synopsis for the
Phase Ib/II study. The data demonstrate that in these studies Cytolin was
safe and well tolerated in HIV positive individuals. In addition, the Phase
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Ib/II(a) study provided some initial evidence of efficacy for maintaining a
reduction in viral load and a correlated increase in CD4+ T-lymphocytes.

2. A Pre-Phase II(b) meeting will be requested with CDER. CDER encourages
these meetings before conducting large-scale controlled clinical trials in
order to obtain CDER advice about the design of the study plan and to
ensure that planned studies will be acceptable. At this meeting safety and
efficacy data from the two completed studies (Phase Ia and Phase Ib/II)
will be presented to CDER. In addition, the clinical study design for the
planned study (Phase II(b)) will also be presented. In addition to
obtaining FDA agreement on study design, the goal of this meeting will also
be to discuss the possibility for considering the Phase II(b) study
suitable for granting treatment INDs to requesting physicians for patients
who have failed Highly Active Antiretroviral Therapy (HAART).

3. Following FDA review, discussion, and feedback, the Phase II(b) study will
be conducted. We have entered into a preliminary agreement to have the
study conducted by Dr. Jacob Lalezari, a leading HIV research physician in
San Francisco, CA. As currently drafted, this is a double-blind,
placebo-controlled, multi-center, 2-part study of Cytolin to be conducted
in approximately 200 subjects. Part 1 is designed to determine dose-regimen
and Part 2 is designed to study the safety and efficacy of long-term
administration of Cytolin of the most efficacious dose regimen as
determined from Part 1. The target population for the study is HIV
seropositive adults who are receiving a standard course of three- or
four-drug HAART (combination anitviral therapy) after failing their first
HAART regimen. Duration of treatment in the study will be approximately 48
weeks.

4. Data for this study will be compiled into a «clinical study report and
submitted to the FDA. Endpoints will include, but are not limited to:
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o Proportion of responders after 12 weeks (A responder will be define
by a = 0.5 log reduction in HIV-1 viral load or reduction in viral
load below the level of detection.);

o Safety;

o Change from baseline in CD4+ T-cell count after 12 and 24 weeks (Part
1 and Part 2, respectively);

o Pharmacokinetics (percent Cytolin binding); and

o Time to treatment with additional HAART drugs or other HIV therapies.

5. An End-of-Phase II meeting will be requested with the FDA to present safety

and efficacy data from the Phase II study, as well as to summarize safety
and efficacy across all studies.

Cytolin is a good candidate for obtaining regulatory approval after
Phase II, provided the safety and efficacy data are compelling. FDA has
established that a sustained reduction (e.g., 24 weeks) in HIV-1 viral load is
highly predictive of meaningful clinical benefit and is a sufficient surrogate
endpoint for obtaining approval for drugs intended to treat HIV. The Phase II
study has been designed to evaluate safety and efficacy in a subject population
that has very few treatment options and will evaluate efficacy in maintaining a
reduced HIV-1 viral load. A strong argument will be presented to FDA to consider
the Phase II data sufficient for the basis of providing treatment INDs to
requesting physicians.

6. Depending on the meeting outcome, development will continue with the
initiation of aPhase III clinical study.
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We may encounter significant difficulties or costs in our efforts to obtain FDA
approvals, which could delay or preclude us from marketing any potential drugs
that we may develop.

Noncompliance with applicable requirements can result in criminal prosecution
and fines, recall or seizure of potential drugs, total or partial suspension of
production, refusal of the government to approve Biological License
Applications, BLAs, Product License Applications, PLAs, New Drug Applications,
NDAs, or refusal to allow us to enter into supply contracts. The FDA also has
the authority to revoke product licenses and establishment licenses previously
granted.

Sales of biological and pharmaceutical potential products outside the United
States are subject to foreign regulatory requirements that vary widely from
country to country. Whether or not FDA approval has been obtained, approval of a
product by a comparable regulatory authority of a foreign country must generally
be obtained prior to the commencement of marketing in that country.

Our contract manufacturers will also subject to regulation by the Occupational
Safety and Health Administration (OSHA) and the Environmental Protection Agency
(PA) and to regulation under the Toxic Substances Control Act, the Resource
Conservation and Recovery Act and other regulatory statutes, and may in the
future be subject to other federal, state or local regulations.

We signed a consulting contract with Symbion Research International Inc, the
contract research organization that prepared the Phase Ia/b clinical trials of
Cytolin. We have also entered into a buy-sell agreement with Symbion to
purchase the Phase Ia/b clinical data and the Phase II study protocol. We will
be attempting to obtain permission to advance to a Phase II study on Cytolin.

We will not know for sure if certain studies will be required and what the total
costs of such studies until we have a meeting with the FDA which we expect to
take place within the next six months. We estimate that the cost for the "End of
Phase I/Pre— Phase II" meeting with the FDA will be $50,000 to $100,000. We also
estimate costs for the Phase II Study will be $ $3,144,981 for the Contract
Research Organization. We expect the Phase II Study to take 29 to 42 months to
complete at a cost estimated to be to $6,056,981 Included in these estimated
costs, we believe themanufacturing and supply costs to be $450,000Substantially
more capital will need to be obtained to get FDA approval for Cytolin's general
use in the U.S. and to conduct further studies that the FDA may require.
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Plasmid DNA Products for Preventing Influenza (the flu. No IND has yet been
submitted to the FDA. Once the University of Massachusetts has developed the
seeds for the commercial manufacturing process, we can then estimate the costs
to go through the FDA regulatory approval process. We believe we have earmarked
enough cash to do the manufacturing which should be about $250,000.

Patents

We have licensed the following patents from Mr. Allen D. Allen, the Inventor and
Registered OwnerU.S. Patent Nos. 5424066 5651970 and 6534057, and foreign
counterpart patents.

We have also licensed the following foreign patents: Canada, Australia, United
Kingdom, Germany, Switzerland, France, Italy, Netherlands, Portugal, Spain and
Sweden. These patents are the equivalent of the U.S. Patent No. 5424066. There
is also a European patent pending which would be the equivalent of U.S. Patents

10



No. 5651970.

The patents are registered to Allen D. Allen,
exclusively to us until they expire,

will develop,

accordance with the license agreement

Agreement) .

CytoDyn owns the
trademark of our

Our wholly owned
patents from the
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registered trademarks,

graphic logo.

subsidiary AITI has a non-exclusive license to the following

the inventor and are licensed
the first of which is to occur in 2013.
market and sell the technology contained in the patents in

(See Exhibit 10.6 for Patent License

University of Massachusetts

CytoDyn and Cytolin,

and a related

We

08/009,833 1/27/1993
08/187,879 1/27/1994
10/763,049 1/22/2004
PCT/US93/02394 3/17/1993
PCT/US95/00997 1/25/1995
93907536 3/17/1993
01202355.2 6/18/2001
2,132,836 9/23/1994
2,181,832 1/25/1995
07-520142 1/25/1995
2003-28160 7/29/2003
JP7507203

JP9508622T

JpP2004099603

AU3150295

Our wholly owned subsidiary AITI has an exclusive license to the following
patents (s) exclusively from the University of Massachusetts

University invention disclosure UMMC04-96 entitled "Influenza Nucleic Acids,
and Uses Thereof" as embodied in Patent Applications 60/655,979;

Polypeptides,

11,362,617; and PCT/US2006/006701 and naming Shan Lu and Shixia Wang as

inventors.

Competition

11
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The pharmaceutical industry is an expanding and rapidly changing industry
characterized by intense competition. CytoDyn will compete with other more
established biotechnology companies with greater financial resources than us.

Our potential competitors include entities that develop and produce therapeutic
agents for treatment of human and animal disease. These include numerous public
and private academic and research organizations and pharmaceutical and
biotechnology companies pursuing production of, among other things, biologics
from cell cultures, genetically engineered drugs and natural and chemically
synthesized drugs. Almost all of these potential competitors have substantially
greater capital resources, research and development capabilities, manufacturing
and marketing resources and experience than CytoDyn. Our competitors may succeed
in developing potential drugs or processes that are more effective or less
costly than any that may be developed by CytoDyn, or that gain regulatory
approval prior to our potential drugs. Worldwide, there are many antiviral drugs
for treating HIV and AIDS. In seeking to manufacture, distribute and market the
various potential drugs we intend to develop, we face competition from
established pharmaceutical companies. All of our potential competitors in this
field have considerably greater financial and personnel resources than we
possess. Also, based on the premise that HIV patients lose their CD4 cells
because of the way some white blood cells stick together in people infected with
the virus, Johns Hopkins Medical School owns patents on specific antibodies
which were licensed or acquired by Genentech Corporation and are believed to
prevent the clumping of white blood cells, which is known as syncytia. It is
possible that these antibodies may be licensed by Genentech and marketed in
competition with Cytolin. CytoDyn also expects that the number of its
competitors and potential competitors will increase as more potential drugs
receive commercial marketing approvals from the FDA or analogous foreign
regulatory agencies. Any of these competitors may be more successful than
CytoDyn in manufacturing, marketing and distributing its potential drugs.
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There are many other vaccine related products in development by the major
pharmaceutical companies. Although AITI has the patents for using its
DNA-plasmidsto protect human subjects from influenza [the flu], other companies
may produce a superior product.

There are many other products on the market and in development than can compete
with Formaxycin. Since Formaxycin has not yet been formulated its specific
product advantages cannot be known at this time. Under the best of circumstances
the company anticipates there will be several other products competing with
Formaxycin.

There can be no assurances that CytoDyn will be able to successfully
commercialize any of the products in its pipeline.

Seasonality

Our business is not materially affected by seasonal factors.

Employees

We have three full time employees, two part-time employees, and several
consultants engaged in management and product development. CytoDyn is severely
understaffed and will expand its employee force if we completee further
financings estimated to be $5 to $15 million. There can be no assurance we will
be able to locate or secure suit able employees upon acceptable terms in the
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future. These have expired and have not been renewed.
RISK FACTORS

An investment in our shares is very risky. You should only invest if you can
afford to lose your entire investment. Before you invest, carefully consider the
risks we discuss in this section, as well as the information elsewhere in these
materials. You should also consider the information we incorporate by reference,
and information that we file with the Securities and Exchange Commission from
time to time.

In addition to other information included in this report, the following factors
should be considered in evaluating our business and future prospects:

Risks Related to Our Financial Condition

Our Accountant Has Expressed a Substantial Doubt that We Can Continue As a Going
Concern. If We Do Not Continue As a Going Concern, Investors Could Lose Their
Entire Investment.

We have accumulated losses since our inception, and our independent accountant
has expressed that there is a substantial doubt that we may continue as a going
concern. If we do not continue as a going concern, there will be no way for
investors to recoup their investments.
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We Are a Business With No Revenues to Date and Cannot Commence Clinical Trials
Unless We Can Overcome the Many Obstacles We Face.

We are a development-stage company with no prior business operations and no
revenues. We are presently engaged in the early stage development of certain
potential drugs. Unless we are able to secure adequate funding, we may not be
able to successfully develop and market our potential drugs and our business
will most likely fail. Because of our limited operating history, you may not
have adequate information on which you can base an evaluation of our business
and prospects. To date, our efforts have been allocated primarily to the
following: aggressively patenting our technology; organizational activities;
developing a business plan; obtaining interim funding; acquiring technology and
working toward the ultimate successful development of our potential drugs. In
order to establish ourselves in the bio pharmaceutical market, we are dependent
upon funding by sales of our securities and the successful development and
marketing of our potential drugs. As a research and development company, we face
increased risks, uncertainties, difficulties and expenses such that an
investment in our common stock may be worthless if our business fails. We have a
history of losses and a large accumulated deficit and we expect future losses
that may cause our stock price to lose its value.

For the fiscal years ended May 31, 2005 and May 31, 2006, we incurred net losses
of $777,083and $1,489,700, respectively. The losses since the company's
development stage (October 23, 2003 through May 31, 2006) were $2,604,827.
CytoDyn of New Mexico incurred approximately $1.3 in net losses before it
assigned its license to us. We expect to lose more money as we spend additional
capital to develop and market our technologies and establish our infrastructure
and organization to support anticipated operations. We cannot be certain whether
we will ever earn a significant amount of revenues or profit, or, if we do, that
we will be able to continue earning such revenues or profit. Also, the current
economic weakness may limit our ability to develop and ultimately market our
technologies. Any of these factors could cause our stock price to decline and
result in you losing a portion or all of your investment.
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Risks Related to Our Business

Our Inability to Retain and Attract Key Personnel Could Cause Our Business to
Fail.

We believe that our future success will depend on the abilities and continued
service of certain of our senior management and executive officers, particularly
our president and CEO and those persons involved in the research and development
of our potential drugs. If we are unable to retain the services of these
persons, or i1f we are unable to attract additional qualified employees,
researchers and consultants, we may be unable to successfully finalize and
eventually market our drugs being developed, which would have a material adverse
effect on our business.
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Our Research and Development Efforts May Note Result In Commercially Viable
Potential Drugs Which Could Result in a Loss of Investment.

Our technologies are in the development stage. Further research and development
efforts will be required to develop these technologies to the point where they
can be incorporated into commercially viable or salable potential drugs. We have
set forth in this report our proposed research and development program as it is
currently conceived. We cannot assure you, however, that this program will be
accomplished in the order or in the time frame set forth. We reserve the right
to modify the research and development program. We may not succeed in developing
commercially viable potential drugs from our technologies. If not, our ability
to generate revenues from our technologies will be severely limited. This would
result in the loss of all or part of your investment.

Our Potential Drugs Have Not Yet Been Extensively Tested On Humans, and Their
Efficacy Is Not Yet Known. If We Cannot Develop Effective Potential Drugs, Our
Business Will Fail.

There are numerous legal, scientific and regulatory risks that may prevent us
from carrying out our project to develop the drugs in our pipeline. Investment
in CytoDyn must be considered highly speculative because, among other reasons,
only limited testing on humans has been conducted. It is possible that our
proposed therapies will not be effective for treating their indications disease
or that they will have adverse side effects on human subjects which will
prohibit or undermine their intended use. Consequently, investment in our
securities involves a high degree of risk and only those persons of adequate
financial means, who have no need for liquidity with respect to the investment,
and can bear the risk of losing all or part of the investment, are suitable for
such investment.

In Order to Create Some of Our Potential Drugs, We Will Need to License or
Purchase Clones. If We Are Unable to Do So, We May Not Be Able to Continue
Development of Some of Our Potential Drugs.

Some of the patents licensed by us cover the use of certain antibodies to treat
HIV disease. Antibodies are produced in a process similar to that of making
wine. A seed or "clone" is planted to grow a cellbank. The cell bank is then
used to grow a crop of cells. Cells are harvested from the cell bank and then
fermented or otherwise processed to make raw antibodies. Finally, the raw
antibodies are purified and vialed using an FDA approved method. CytoDyn does
not currently own or license the clones used to produce antibodies. We have not
yet completed negotiations with the owners of the needed clones, and there can
be no assurance that we will be able to obtain such an agreement. In the event
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we are unable to obtain a clone license, our use of the antibody will be
restricted to research only. In order to protect these potential drugs, we must
be able to license the clones, and no such license has yet been negotiated.

We Are Dependent Upon Patents CytoDyn and AITI Have Licensed The Failure to
Maintain These Licenses May Cause Our Business to Fail.

We currently have the right to use patent and proprietar